New Mexico’s Revenues and
Strategies for Stabilization

August 14, 2025

Revenue Stabilization and Tax Policy Committee

Dawn Iglesias, State Investment Council

Ismael Torres, Legislative Finance Committee



Revenue volatility threatens strategic

planning and stable provision of essential

Services.
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Revenues are captured by different
kinds of funds.

Operating Funds Debt (Bonding) Funds Investment Funds
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Introduction to the general fund

General Fund Financial Summary

(in millions )

Recurring Revenus

Monrecurring Revenue®

Fya4 Fy2s
Actual Est
$13,0502 $13263.9

1398 0.0

Total General Fund Revenue

Recurring Appropriations
Monrecurring Appropriations*

Undistrib. Appropriations and Audit Adj.

$13,190.0 $13.263.9

§95789 $102195
§31277 525028
54379

Total General Fund Appropriations

13,1448 $127221

Transfer to (from) Resenes

3454 5541.8

*“Includes federal stimulus funds and offsets

Ending Reserve Balance

331642 §39225

Percent of Recurring Appropriations

33.0% 38.4%
Sowrce:LFC Files

Percent Share of General Fund Operating Budget, FY96 - FY19
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Introduction to the general fund
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$8,085

Income Taxes,
$2,054

Recurring General Fund Revenue

(in millions)
$13,050
o .
Income Taxes,
$2,835
Income Taxes,
$2,954
Income Taxes,
. I
Fy22 FY23 FY24

$13,614

$13,264

Income Taxes R
! $2,845

$2,745

FY25 FY26

Source: December 2024 CREG Estimate

Estimated FY25 Recurring
Revenue Sources

8% I
= Sales Taxes = Energy
= Income Taxes = Investments
= Qther

Source: December 2024 Consensus Revenue
Estimate




Revenue stabilization strategies depend
on revenue and fund type.

Volatility Scores by

Revenue
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Revenue volatility and stabilization
strategies can be categorized by type.

Structural/Persis
tent

Short-term/Shocks

Long-term
Challenges

Revenue base is
inherently
volatile due to
tax composition
(e.g., severance
taxes, capital
gains)

Year-to-year
fluctuations due
to economic
cycles,
disasters,
federal or state
policy shifts

Declining sectors
(e.g., fossil
fuels),
demographic
trends, federal
dependency risks

Distribute above
trend revenues,
Broaden the base
(1Tt possible),
diversify tax
sources

Rainy day funds
(reserves),
contingency
planning,
Tlexible
appropriations

Structural
reform, long-run
investment
strategies,
forward-looking

fiscal planning R



Reserves and new investments are
supporting strategic planning.

Total Distributions of

General Fund Revenue Sensitivity Analysis Excess Oil and Gas

Nonrecurring Spending

(in millions)
School Tax and Federal
$15000 Recurring Spending Royalty Revenue
- (in millions)
$14,000 - - -
S i i o* —

Low Oil Price Scenario i $6.000

$13,000 —a
— — -

Economic Downside = el - =
$12,000 Scenario® $5,000
$11,000 == == Economic Upside Scenarj $4.000
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*Scenarios are informed by Moody's Analytics' altemative scenarios published October 2024. The upside scenario is designed
5o that there is a 10% probability that the economy will perform beter and a 90% probability that it will perform worse. The
downside scenariois designed so that there is a 80% probability thatthe economy will perform better and a 10% probability mTotal TSR or ECE Trust Fund
that it will perform worse. The low oil price scenario is designed to reflect the impact on the economy underthe assumption of = Total STPF

lower oil prices. Appropriations are grown 3% from cument levels. Source: CREG

December 2024 mTotal General Fund

Source: Dec 2024 CREG




Long-term growth is challenged
by expectations for oil and gas.

Rystad Energy — New Mexico Long-Term Oil Production Outlook

— Recurrlng or
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And still, long-term budget needs are expected
to grow requiring balance with near-term
spending.

o .
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Revenue stabilization and tax policy are related
and should be considered in concert.

Tax Expenditures by Category ($ in thousands)

(S in millions)
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Source: 2024 TRD Tax Expenditure Report
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Investment Revenues 101

NEW MEXICC STATE

INVESTMENT
¥ COUNCIL




NEW MEXICO STATE INVESTMENT COUNCIL 14

INVESTMENT FUNDS OVERVIEW

*Established in 1912 when New Mexico became a state; made up of 21 different permanent funds, each belonging to a separate
beneficiary

*Receives royalties for mineral production on state trust lands - oil and gas revenues make up about 99% of contributions

+Distribution policy set in the NM Constitution - distributes 6.25% of the five-year rolling average from the permanent school fund of the
LGPF (5.5% for common schools and .75% for early childhood); all other funds in the LGPF distribute 5% of the five-year rolling average
to each beneficiary

Severance Tax Permanent Fund (STPF)

*Established in 1973 as the depository for severance taxes not being used to repay capital outlay projects

*Receives severance tax revenue not otherwise used for bonding capacity for capital outlay projects

*Beginning in FY25: receives excess oil and gas emergency school tax and federal mineral leasing revenues above certain threshold
*One-time legislative appropriation of $475 million in 2023

+Distribution policy set in the NM constitution - distributes 4.7% of the five-year rolling average to the general fund (unearmarked)

Tax Stabilization Reserve (TSR)

*Transferred to SIC management in 2019 and transformed into a state reserve fund - commonly known as the state’s “rainy day” fund

*Receives Oil and Gas Emergency School Tax revenue above the five-year average, if total general fund reserves are /ess than25% of
recurring appropriations

*Money in the TSR may be appropriated to shore up the general fund budget in the event of a revenue downturn, or by a 2/3 vote of the
House and Senate

Early Childhood Education and Care Fund (ECECF)

*Created in 2020 to provide recurring revenue to support early childhood education and care services

*Receives Oil and Gas Emergency School Tax revenue above the five-year average, if total general fund reserve balances are more than
25% of recurring appropriations; and receives revenue from Federal Mineral Leasing payments above the 5-year average

+Distributes 5% of the rolling 3-year average to the Early Childhood Education and Care Program Fund



NEW MEXICO STATE INVESTMENT COUNCIL 15

INVESTMENT FUNDS OVERVIEW

Tobacco Settlement Permanent Fund (TSPF)

*Receives annual payments to the state as part of the Master Settlement Agreement between New Mexico, other states, and big tobacco
companies

+Historically distributed 50% of tobacco settlement revenue to tobacco program funds; beginning FY25 distributes 4.7% of the rolling five-
year average to tobacco program funds

Water Trust Fund (WTF)

*Created in 2001 to conserve and protect the water resources of New Mexico - fund is enshrined in the NM constitution
-Legislative appropriations to the fund: 2006: $40 million; 2023: $100 million; 2024: $50 million
«Historically distributed $4 million annually to the Water Project Fund; beginning FY26 distributes 4.7% of the rolling five-year average

Rural Libraries Endowment Fund (RLEF)

*Created in 2019 to support the preservation, development and establishment of rural libraries throughout the state
«Legislative appropriations to the fund: 2019: $1 million; 2020: $2 million; 2022: $10 million; 2023: $15 million; 2024: $2.5 million
+Distributes investment income to the rural libraries program fund and to the Cultural Affairs Department to administer the program fund

Conservation Legacy Permanent Fund (CLPF)

*Created in 2023 to support conservation programs and initiatives across various state agencies
-Legislative appropriations to the fund: 2023: $50 million; 2024: $300 million
«Distributes the prior fiscal year’s investment earnings in excess of $5 million to the Land of Enchantment Legacy Fund

Opioid Settlement Restricted Fund (OSRF)

*Created in 2023 to receive opioid settlement revenues paid to the state per New Mexico’s opioid allocation agreement
+Distributes 5% of the rolling three-year average to the Opioid Crisis Recovery Fund

Workforce Development and Apprenticeship Trust Fund (WDATF)

+Created in 2024 with a one-time Legislative appropriation of $30 million in FY24

«Distributes $5M the first two years and $3M thereafter to the Public Works Apprenticeship and Training Fund and the Workforce
Solutions Department



NEW MEXICO STATE INVESTMENT COUNCIL 16

INVESTMENT FUNDS OVERVIEW

Higher Education Trust Fund (HETF)

+Established in 2024 to provide a trust fund to pay for tuition and student financial aid programs
«Seeded with a one-time transfer of $959 million from the Tax Stabilization Reserve in May 2024
+Distributes 5% of the three-year average to the Higher Education Program Fund

Capital Development and Reserve Fund (CDRF)
«Established in 2024 with a one-time distribution of up to $500 million in FY24 of excess cash remaining in the severance tax bonding
fund

*Beginning in FY25, receives annual distributions from the severance tax bonding fund consisting of savings generated by limiting long-
term bond issuances to median state debt ratios, when such savings exist (HB253-2024)

*Distributes 5% of the prior 3FY average to the Capital Development Program Fund

Behavioral Health Trust Fund (BHTF)

*Created in 2025 to support statewide behavioral health initiatives

«Seeded with a one-time appropriation of $100 million in FY26. Will receive unspent balances of certain 2025 behavioral health
appropriations

*FY26-FY28: will receive 50% of excess oil and gas school tax revenue that would otherwise flow into the ECECF

*Beginning FY27, will distribute 5% of the prior 3-year average to the Behavioral Health Program Fund

Medicaid Trust Fund (MTF)

*Created in 2025 to support statewide Medicaid funding
Receive state agency budget reversions in excess of $110 million
*FY26-FY28: will receive 50% of excess federal royalty payments that would otherwise flow into the ECECF

-geginning FY30, will distribute 5% of the prior 3-year average to the State-Supported Medicaid Fund, if the balance of the MTF exceeds
500 million

*Fund corpus may also be appropriated by the legislature under certain conditions



NEW MEXICO STATE

INVESTMENT COUNCIL

THIRD PARTY CLIENT FUNDS

CCC Foundation
Bonner Title V
Fund

CYFD - Trust Fund
Non-Expendable

NM Commissioner
of Public Lands -
0&G

New Mexico School
for the Visually
Handicapped

NMHU SWEN
Endowment

City of Las Eastern New NM Highlands NM Small Business | NMMFA - General
Cruces Mexico University | University - Investment Fund

Endowment Fund Corporation
City of Rio Interstate Stream | NM Highlands NM Tech - NMMFA - IFT
Rancho Permanent Comm. — University Foundation Housing
Fund Improvement to Foundation Restricted Fund

the Rio Grande

Clovis Community
College
Foundation Fund

Interstate Stream
Comm. -
Irrigation Works
Construction

NM Military
Institute —
Capital
Operations

NM Tech -
Proceeds from ABQ
Building Sale

NMPSIA - Benefits

CNM ECECD Higher
Education
Endowment

Interstate Stream
Comm. - NM Unit
Fund

New Mexico
Military
Institute -
Capital Outlay

NM Tech -
Employee Benefits
Account

NMPSIA - Risk

CNM Endowed

John R. Carver

NM Military

NM Tech -

Office of the

Faculty in Testamentary Institute - Endowment Fund Superint. of
Nursing Trust Legislative Insurance
Scholarship
CNM Endowment Los Alamos County | NM Military NM Tech - San Juan College
Funds - Cemetery Institute - Foundation Foundation
LFC/VC Enhanced
CNM General Funds | Los Alamos County | NM Military NM Tech - Springer
- General Fund Institute - Foundation Fund Municipal School
Patterson Account District

CNM Teacher
Education Faculty

Los Alamos County
- Permanent

NM Military
Institute - Trust

NM Tech -
NMTURPC-

Western New
Mexico University




NEW MEXICO STATE

INVESTMENT COUNCIL

LGPF Beneficilaries

The LGPF is made up of 21 different permanent funds, each belonging
to a separate beneficiary

» Beneficiaries receive royalties for non-renewable production on state land tracts -
tied to the federal Ferguson Act of 1898 and the federal Enabling Act of 1910

* The permanent school fund makes up the largest portion of the LGPF (T88%), of
which common schools (i.e. public schools) are the beneficiary

* Remaining beneficiaries of the LGPF include higher education, special schools,
and other state institutions

« The permanent school fund distributes 6.25% of the five-year average fund value;
all other beneficiaries receive 5% of the five-year average value. All beneficiary
distributions are based on their percentage ownership of the fund, which changes
over time based on production levels from beneficiary-specific land tracts.

LGPF Beneficiaries

V

Permanent School Fund
(Common Schools)

18

Beneficiary PercenF

Ownership
Common Schools 88.207 %
University of N.M. -996 %
UNM Saline Lands .033 %
NM State University -333 %
Western NM Univ .016 %
NM Highlands Univ -015 %
Northern NM College -013 %
Eastern NM
University .048 %
NM Inst. Mining &
Tech 122 %
NM Military
Institute 2.301 %
NM Boys School -003 %
DHI Miners Hospital -564 %
NM State Hospital -299 %
NM State
Penitentiary 1.545 %
NM School for the
Deaf 1.314 %
NM Sch. for Visually
Hand. 1.312 %
Char. Penal & Reform -499 %
Werters Rewerpyo s .620 %
Improve Rio Grande 137 %
Public Bldgs. Cap.
Inc. 1.620 %
Carrie Tingley
Hospital -001 %




NEW MEXLCO STATE INVESTMENT COUNCIL

SSETS U MANAGEMENT: $64.038 BILLION"
(6/30/25)

Third Party Clients $2’683
Tax Stabilization $2,317
Severance Reserve M

Tax Perm. Sl Cnllte Higher Education Trust $1,026
Fund Edu. & Care Fund M

$11,095M Fund —

$9.623M Eﬁgétal Dev. and Reserve $504 M
lﬁggcco Settle. Perm. $422 M
A Conservation Legacy

‘ Perm. Fund HER2 1

Land Grant H‘ﬁ§§55555555 Water Trust Fund $213 M
Perm. Fund Opioid Settlement $108 M
$35,589M Restricted Fund

Rural Libraries Endow.

Fund $350 M

Workforce Dev. & Appren.

Trust Fund B2 L

Behavioral Health Trust

Fund* $100 M

Source: NMSIC Investment Holdings Report, June 2025 Med i Cai d Trust Fund* TBD

*New fund established in the 2025 legislative session, values not reflected in June 2025 AUM




Summary Matrix of NMSIC Funds

Preservation
Focused

Growth Focused

Moderate Enhanced Stability- Workforce
Growth Liquidity Focus Development

High
Growth

Group Name Growth Growth w/ ETI

NMSIC Funds WTF | RLF LGP';L_:_:::'PF I STPF E$§§£ I| :I::;'::I CDRF | MTF TSR WDAF****
5.0%
T 4.7% (WTF) 5.0%*
0, 0, 0, _— 0,
Distribution Rate (%) up to 5.0% (RLF) (_ECEEE;E;I? 4.7% 4.7%** >:0% 17%
Target Return (%) -- 7.0% (LGPF) 6.75% - -- -- --
Long-Term Targets (%)
US Equity 15% 20% 20% 20% 15% -
Non-US Equity 15% 20% 20% 20% 15% -
Low Duration Fl - - - - 10% 35%  [gioioneYears
Public Market FI 7% 6% 5% 13% 20% 20% 50% of Remaining
Private Debt 8% 15% 11% 20% 20% 30% 50% of Remaining
Real Return 15% 12% 11% 10% 10% --
Real Estate 15% 12% 11% 7% 5% 15%
Private Equity 25% 15% 10% 10% 5% --
SVCP & ET|***** - - 12% - - -
Cash Equivalents -- -- - - - - Disfrlijk::ﬁin;nYZ?r:sunt
2025 RVK Capital Market Assumptions (%)
Expected Compound Return 7.2% 7.1% 7.0% 6.8% 6.4% 5.5% 5.1%
Estimated Annual Yield 2.6% 3.2% 2.9% 3.7% 4.3% 5.6% 6.0%
Max Drawdown (1-Year) -28.0% -26.6% -27.6% -22.1% -14.0% -1.4% -1.7%

*ECE has a minimum distribution of $500 million.

**TSPF distribution rate is 4.7%.

***The CLPF distributes annual investment income in excess of $5 million.

****WDAF will distribute $5M in the first two years, with a $3M annual distribution thereafter until the Fund is
exhausted. Annual distribution rate represents 17% of the initial funding amount. Expected return and risk
reflect the estimated profile upon initial funding and will vary over the life of the Fund.

o FXXAXAGVCP & ETI refers to Strategic Venture Capital Program & Economically Targeted Investments.
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NEW MEXICO STATE INVESTMENT COUNCIL

New Mexico State Investment Council As of May 31, 2025
Comparative Performance - NMSIC Funds
1 3 5 7 10

MTD QrD CYTD FYTID Vit Vaas. Veak Wess Wenes 2024 2023 2022 2021 2020
Land Grant Total Fund 2.1 3.04 4.01 .87 8.95 6.65 8.92 .27 7.10 790 1047 -6.87 17.06 8.94
Land Grant Interim Policy Index 1.96 2.82 4.29 1.57 8.33 6.22 9.04 7.34 7.07 7.15 977 -658 1653 10.04
Difference 015 022 028 0.30 0.62 043 012 -0.07 0.03 076 040 029 054 -110
Severance Tax Total Fund 2.1 3.05 .87 6.90 7.76 541 T7.14 5.79 6.05 6.56 848 7.84 13.60 7.89
Severance Tax Interim Policy Index 1.97 277 4.18 6.69 7.32 478 741 623 6.32 5.66 752 -746 1313 10
Difference 014 028 0N 021 0.44 063 027 D44 D27 0.90 096 -0.37 047 231
Early Childhood Total Fund 2.15 3.09 4.22 8.15 9.15 6.72 = = = 7.99 760 -1.99 9.57 =
Early Childhood Interim Policy Index 1.93 2.79 4.27 7.56 8.40 5.69 - B - 7.26 770 -512 8.74 -
Difference 0.22 0.30 -0.06 0.59 0.76 1.03 - B - D73 -0.10 313 0.83 -
Tax Stabilization Reserve Total Fund 0.14 0.54 2.25 5.52 6.07 3.1 3.55 = = 3.99 31T 061 4.99 5.68
Tax Stabilization Reserve Policy Index -0.09 0.52 2.65 5.56 5.87 3.48 322 - - 3.96 376 -240 4.15 240
Difference 0.23 002 -D40 -D.0O4 0.20 022 0.34 B - 0 0.01 1.79 0.85 328
Higher Ed. Trust Total Fund 2.42 3.42 422 8.38 9.46 - = = = = E - - =
Higher Education Trust Policy Index 2.26 324 476 8.46 - - - - - - - - - -
Difference 0.15 0.18 -054 -D.08 - - - - - - - - - -
Capital Development Total Fund GET 2.60 3.84 B8.47 = - = = E = e = = =
Capital Development and Reserve Policy Index 1.64 254 4.36 7486 8.30 - - - - - - - - -
Difference 0.13 0.07 -051 061 - - - - - - - - - -
Tobacco Settlement Total Fund 237 3.38 427 8.85 9.94 7.39 8.53 7.09 6.89 1.67 Ta7 273  13.38 2.88
Tobacco Settlement Policy Index 226 324 476 7.46 7.66 499 7.10 505 573 528 554 -194 1090 533
Difference 0.1 013 -D4g 140 228 240 1.43 2.04 1.16 239 1.63 467 248 244
Conservation Legacy Total Fund 2.28 3.29 39 8.11 9.29 = = = = 8.38 E = = =
Conservation Legacy Policy Index 2.3 325 461 6.08 8.81 - - - - 7.56 - . - -
Difference -0.03 003 070 0.03 0.48 - - B - 083 - - - -
Water Trust Total Fund 1.76 2.74 3.35 7.27 8.28 6.69 10.19 8.62 8.1 7.65 7.1 3.18  21.86 5.82
Water Trust Policy Index 1.74 253 3.96 6.96 7:52 5.04 9.1 1.74 - 6.16 5271 039 1969 §.40
Difference D02 o2 -0.60 0.30 075 1.65 1.08 0.88 - 1.49 1.85 278 217 -258
Opioid Settlement Total Fund 2.30 3.26 4.08 8.56 9.87 - - o = 8.80 : = - =
Opioid Settlement Policy Index 2.26 324 476 8.46 9:39 - - - - 8.25 - - - -
Difference 0.03 002 -068 0.10 0.48 - - - - 054 - - - -
Rural Libraries Total Fund 1.76 2.76 EX4| 7.26 8.29 5.57 51 - - .77 3.98 0.74 6.69 4.57
Rural Libraries Policy Index 1.74 253 3.96 6.96 7.52 460 3.88 - - 6.16 362 -240 415 240
Difference 0.02 023 055 0.30 0.77 0.97 1.42 - - 1.61 0.36 314 255 218

Workforce Development Total Fund 0.33 0.63 2.35 6.30 - - = = = 2 - - - -



WMEPCErswenvestment distributions-
support a variety of state
government functions
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Source: NM State Investment Office, estimate as of April 2025 (base scenario)

Note: K-12 & Higher Education includes LGPF (distrib.to common schools, PED, and higher education institutions) and HETF; Early Childhood includes LGPF (distrib. to early
childhood department)and ECECF; Health includes LGPF (distrib. to hospitals), TSPF, OSRF, BHTF, and MTF; Infrastructure includes relevant LGPF beneficiaries, CDRFand WTF;
and GeneralGovernmentincludes STPF, relevant LGPF beneficiaries, RLEF, CLPF and WDAF.
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Gar@wd Bg: [Mapertance of Investment .
funding for public schools &
early childhood

Public School Funding ($VIM) FY23 FY24 FY25 FY26

Public School Support Operating Budget

$ 3873 $ 4176 $ 4428 $ 4761

BOECD General Fund Budget $ 32r$ A8 $ 269
Early Childhood Trust Fund Budget 0% 150 $ 250 $ 49
Qubtotal Early Childhood GHECTF 26 $ 47 $ 58 $ 760
Other Early Childhood Funding Sources 227 $ 168 $ % $ 9%
Total Early Childhood System (all funding sources) 462 $ 645 $ 62 $ 86
Source: LFC Post-Session Reports

LGPF5%Distrib. for Common Schools 86 $ 97 $ 108 $ 1200
40%of addt'| LGPF1.25%for Public Schools - $ 97 $ 108 $ 120
Total LGPFDistrib. for Public Schools 86 $ 1064 $ 1192 $ 1320
BCECF Distrib. to Program Fund 0% 150$ 250 % 50
60%of addt'l LGPF1.25%for Early Childhood - $ 145 ¢ 162 $ 180
Total Perm./Endow. Distrib. for Early Childhood 0D $ 2058 412 $ 630
Source: NM State Investment Office

Investment Funds %of Funding FY23 FY24 FY25 FY26
LGPF%of Public School Budget 23% 25% 21% 289
ECECF & LGPF%of Total Early Childhood Funding 6% 46% 60% 8%

Investment Funding Percentage of
Public School Budgets

27% 28%

25%
23% I I

LGPF % of Public School Budget

FY23 FY24 mFY25 MBFY26

Investment Funding Percentage of
Early Childhood Budgets

78%
60%

46%
6%

ECECF & LGPF % of Total Early Childhood Funding

FY23 FY24 mFY25 MFY26
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Permanent Fund distributions to
make up growing share of general
fund revenue

NM’s Consensus Revenue Estimating Group projects general fund revenues from the oil and gas industry will decline over time as the
world transitions beyond traditional energy sources. As energy-related revenues decline, permanent fund distributions will grow
significantly as a share of general fund revenue, helping to displace estimated future declines in oil and gas revenues.

Estimated Sources of General Fund Revenue

FY25 FY50

Permanent Fund
Distributions
32%

Permanent Fund
Distributions
13%

Severance & Income

Rents/Royalties Taxes
7% 20%

Severance &
Rents/Royalties
23%

Source: NM State Investment Office analysis of NM Consensus Revenue Estimating Group Long-Term Revenue Outlook, September 2024, Baseline Scenario & December 2024 Consensus Revenue Estimate



Permanelt"Fund" distributions help
offset expected future declines In
oil and gas general fund revenue

General Fund Revenues from Severance Taxes, Rents & Royalties,
Indirect Oi1l & Gas, and STPF Distributions

m Direct Oll & Gas (Production Taxes & Royalties/Rents) miIndirect Oll & Gas (GRT + il & Gas Witholding) = STPF Distributions = LGPF Distributions

Pre-SB26 Counterfactual

14,000 14,000 Current Law
12,000 12,000

10,000 10,000

8,000 8,000

6,000 6,000

4,000 4,000

2,000 2,000

Note: in billions of dollars

Source: NM State Investment Office using data derived from the NM Consensus Revenue Estimating Group, Long-Term Revenue Outlook, September 2024, base
case scenario.
Actual future oil and gas revenues and STPF distributions will depend on commodity prices, market performance and fund contributions.

FY50
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