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STATE OF MINNESOTA

OFFICE OF THE LEGISLATIVE AUDITOR

VETERANS SERVICE BUILDING, ST. PAUL, MN 55155 = 612/296-4708
JAMES R. NOBLES, LEGISLATIVE AUDITOR

March 14, 1991

Members
Legislative Audit Commission

Dear Members:

In May 1990, The Legislative Audit Commission directed the Program Evaluation Division to
review the revenues and expenditures of the Game and Fish Fund to determine whether they are
consistent with state law and appropriate to the goals of the fund.

Overall, we found that the Department of Natural Resources is managing the Game and Fish
Fund in compliance with state law and legislative intent. However, in recent years, the Legisla-
ture has expanded the scope of what is paid for from the fund. This has contributed to an
increase in fishing and hunting license fees and caused controversy, since many hunters and
anglers do not think the increased fees directly benefit their activities.

How direct the link should be between activities supported by the fund and hunting and fishing is
a policy question for the Legislature to decide. While we present arguments on both sides of the
debate, we have no basis for judging which side is correct. We do hope, however, that this report
will help focus and inform the debate.

In conducting this review, we received the full cooperation of the Department of Natural
Resources.

The report was researched and written by Tom Walstrom with assistance from David Chein and
Jay Kroshus.

Sincerely yours,

Roger A Brooks
Deputy Legislative Auditor
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EXECUTIVE SUMMARY

icense fees from anglers and hunters are deposited into a separate ac-
count in the state treasury known as the Game and Fish Fund. Reve-
L_4nues of the fund are dedicated to pay for the activities of the
Department of Natural Resources (DNR) Fish and Wildlife Division as well
as certain other department expenses. Over the last decade, license fees have
risen faster and more frequently than in the past. Concerns among legislators
over the rate of increase and the makeup of the fund’s revenues and expendi-
tures led the Legislative Audit Commission to direct a study of the fund’s sta-
tus. The audit commission sought answers to the following questions:

® How have Game and Fish Fund revenues and expenditures changed
over time?

© Has DNR charged appropriate amounts to the Game and Fish Fund
for administration and other departmental expenses?

@ Does the department have appropriate financial controls over the
fund?

In order to address these questions we interviewed DNR managers, reviewed
budgetary and financial records, interviewed officials from other states and
the U.S. Fish and Wildlife Service, and our financial auditors reviewed certain
of the fund’s financial transactions.

REVENUES

Game and Fish Fund revenues have grown from $10 million in 1975 to over
$45 million in 1990. The fund receives most of its revenue from license fees
paid by hunters and anglers. As the figure shows, the fund currently receives
about 72 percent of revenues from license fees, 23 percent from federal
grants (up from 12 percent in 1975), and 5 percent from other sources.

Over one million fishing licenses were sold in license year 1989 generating
about $13 million in revenue. Almost 800,000 hunting licenses and 200,000
waterfowl and pheasant stamps were sold, generating $14 million in revenue.
In addition, 130,000 Minnesotans bought combined or sportsmen’s licenses



Revenues have
grown to over
$45 million per
year.
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Revenue Sources, FY 1980

Total Revenues: $45 569,400
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Source: DNR Budgetary Fund Statement.

adding $2.3 million in revenues. Most of the revenue comes from just a few
types of licenses, primarily the resident fishing and deer licenses. Resident
deer licenses account for $9 million in revenue, 62 percent of all hunting re-
ceipts or 85 percent of non-dedicated receipts. Overall, about 87 percent of li-
cense revenues in 1989 were collected from state residents.

As shown below, when the fishing license surcharge is included, resident fish-
ing license fees have increased slightly in constant dollars since 1962. Without

Resident vs. Non-resident Fishing
License Fees in Constant Dollars,
FY 1862-80

Dollars

30

Source: DNR.
Note: 1990 Dollars.




EXECUTIVE SUMMARY

Federal fishing
revenues are
likely to grow
substantially.

xi

the surcharge, license fees have declined slightly over the last thirty years. De-
mand for resident fishing licenses is relatively inelastic with respect to their
price. The number of fishing licenses sold has remained about the same de-
spite recent price increases since the early 1980s. However, some sports
groups believe that license fees have become high enough to discourage ca-
sual participants.

In constant dollars the resident deer firearms license costs about the same as
it did in 1962, but the non-resident deer license fee has decreased 60 percent.

Minnesota residents’ license fees are comparable to those charged in neigh-
boring states, with the exception of the fishing license. The resident angling li-
cense cost 17 percent more than the regional average and will increase one
dollar in license year 1991. Non-resident license fees are also comparable
with the exception of the small game and the basic angling license, which are
slightly below those charged in neighboring states. DNR is proposing that the
Legislature raise each of these fees in the 1991 legislative session.

Federal funds have risen substantially over the last decade, because of an ex-
pansion of the Wallop-Breaux Sport Fish Restoration aids, the addition of a
senior fishing license, and a slight increase in Minnesota’s share of wildlife
aids. The Wallop-Breaux expansion of sport fish restoration funds in 1984
and the 1990 budget reconciliation act provisions have increased the state’s
federal fishing aids substantially. As the result of 1990 changes, federal fish-
ing aid is likely to increase well over $2 million in the next few years.

The sale of senior fishing licenses has increased federal aids because 60 per-
cent of the state’s allocation is based on the number of licensed anglers. Min-
nesota has sold approximately 105,000 of the $4.00 senior licenses in each of
the last three years. Approximately one-third of the senior citizens buying a li-
cense requested a refund. In addition to processing costs, each refund costs
the fund approximately $4.70 in federal aid as well as the $4.00 license fee.

Some have suggested that the refund is a social policy unrelated to hunting
and fishing and that the cost of the refund should be borne by the General
Fund. However, if the General Fund were to reimburse the Game and Fish
Fund for the senior license refunds, federal regulations would still prohibit ad-
ditional federal aid accruing to the state.

EXPENDITURES

As the first figure on the next page shows, the primary expenditures from the
Game and Fish Fund are for fish and wildlife programs and the enforcement
program. Total fund expenditures reached almost $45 million in 1990. Expen-
ditures on fish management in 1990 were over $14.4 million and expenditures
on wildlife management were over $10.7 million.
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xii

Expenditures by Program, FY 1990
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Fund Revenues and Expenditures in

Constant Dollars, FY 1963-90
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About 68
percent of
conservation
officer time
was spent on
game and fish
activities.

xiii

Total fund expenditures have risen in nominal and constant dollars. The sec-
ond chart shows that fund expenditures have more than doubled in constant
dollars since 1962.

Expenditures for the fish management program measured in constant dollars
were at a historic high in 1990. The basic wildlife program’s constant dollar ex-
penditures are 38 percent higher than in 1975, but lower than in the late

1970s and early 1980s.

@ Despite the name of the fund, a large portion of expenditures —
approximately 44 percent in 1990 — were on programs other than
fish and wildlife management.

It is these other fund expenditures not directly for fish and wildlife programs
that most concern anglers, hunters, and legislators concerned about the fund’s
solvency.

One of the largest programs financed from the Game and Fish Fund is the en-
forcement program, costing over $8.2 million in 1990. The rationale for par-
tially financing the enforcement program from the fund is that conservation
officers’ activities primarily benefit hunters and anglers. The enforcement
program is an integral part of fish and wildlife management, but it also pro-
vides benefits to the general public.

The proportion of the enforcement division’s budget that has come from the
fund has changed over the years. The proportion rose from 58 percent in
1981 to 82 percent in 1984. This has had a substantial effect on the fund’s sta-
tus during the 1980s. For example, if the enforcement division had been 60
percent financed from the fund, approximately $13 million would have been
available for other purposes. The 1989 Legislature reduced the percentage of
the enforcement budget paid from the fund to 70 percent based on a study of
how enforcement officers spent their time. If the division had been financed
at the 70 percent level during the 1980s, the fund balance would be $5 million
higher today.

We examined the enforcement division timekeeping system and conservation
officer daily logs. Based on our review, we estimate that in 1990 about 68 per-
cent of conservation officers’ time was spent on activities relating to the
Game and Fish Fund. Our review suggests that the timekeeping system pro-
vides a reasonable estimate of how much time conservation officers spend on
Game and Fish Fund related activities, although the fund may be financing
slightly more than its proportional share of enforcement expenditures.

Another major expenditure item from the fund is the administrative overhead
and support costs of the department. In fiscal year 1990, these amounted to
about $7.6 million or about 17 percent of fund expenditures. These costs in-
clude a portion of the commissioner’s office, financial management, computer
services, statewide indirect costs, the attorney general and state auditor’s fees,
regional administration, field services, real estate management, and engineer-
ing services.
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Payments to
Indian tribes
have cost the
fund over

$8 million
since 1981.
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There is no definitive standard for how much various funds should contribute
for departmental administrative support services. How much is paid by any
fund for any program is determined by the Legislature during the appropria-
tions process. Our review suggests that the Game and Fish Fund is not paying
more of its fair share of departmental support costs. For example, the per-
centage of departmental support costs paid for the Fish and Wildlife Division
(about 17 percent) is less than its proportion of the department’s total budget
(about 26 percent) or its proportion of DNR’s total salaries (about 23 per-
cent).

In our view the decision about what proportion of overhead costs to pay for
from the Game and Fish Fund should be kept separate from actual expendi-
tures. It would be very awkward and administratively inefficent if DNR were
to try to match funding sources exactly to each expenditure category. Instead,
the department pays for some administrative activities completely from one
source of funding and others completely from other financing sources. Al-
though this can cause confusion and questions among license holders about
why the Game and Fish Fund is paying for certain activities, it is a reasonable
response by the department.

Another expenditure that some have questioned are payments made to local
governments in-lieu-of-taxes. Payments in-lieu-of-tax are made by DNR
mainly to counties and townships to reimburse for property taxes that they
would have received if DNR had not acquired the land for public purposes.
The Game and Fish Fund makes payments in-lieu-of-tax on lands acquired for
wildlife management areas. Payments in-lieu-of-tax for other natural resource
land, such as forests, scientific and natural areas, and parks, are made from
the General Fund. In 1990, DNR paid a total of almost $5.3 million in-lieu-of-
taxes. Most of the total, over $4.5 million, was paid from the General Fund.
In lieu-of-tax payments from the Game and Fish Fund amounted to about
$722,000 in fiscal year 1990. In-lieu-of-tax payments have grown slightly in re-
cent years because of the addition of lands bought for wildlife management
areas with Reinvest in Minnesota (RIM) funds. We estimate that in 1991 the
fund will pay approximately $17,000 in additional in-licu-of-tax payments on
the lands added by RIM.

The rationale for making payments from the Game and Fish Fund is that the
license fees should pay the in-lieu tax for land acquired for public hunting
grounds and wildlife refuges. An opposing argument is that these lands are
also used by non-anglers and hunters, and that the payments should be consis-
tent for all lands acquired by the department. There are currently no charges
to non-hunters for using wildlife areas. The Governor’s Citizens Commission
to Promote Hunting and Fishing recommended in December 1984 that in-lieu-
of-tax payments be made from the General Fund.

Another new expenditure from the fund has been payments to Indian tribes

to settle past treaty obligations. Settlement agreements have been negotiated
with the Leech Lake, Grand Portage, and Fond du Lac Bands of Chippewa In-
dians. The state and the Game and Fish Fund could be making payments

soon to the Fond du Lac and Mille Lacs Bands. The Game and Fish Fund cur-
rently pays for 20 percent of the cost of the settlement agreements totalling
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Financial
management of
the fund has
improved.

about $1 million in fiscal year 1991. No additional revenues were targeted to
the fund to pay for these settlements, so the net effect on the fund since 1981
has been additional payments of $8.3 million. Some have argued that the
total cost of these treaty settlements should be borne by the General Fund,
since they are a societal obligation. Others maintain that hunters and anglers
are the primary beneficiaries of the settlements, so they should share in mak-
ing the payments.

FINANCIAL MANAGEMENT

We were asked to review the Game and Fish Fund in part because of concern
that DNR might be expending game and fish money on DNR activities un-
related to the fund’s purpose.

Our financial auditors tested expenditures and transfers from the Game and
Fish Fund accounts and found that the expenditures were made in confor-
mance with financial controls required by state statutes. In short:

@ We found no evidence that DNR was spending Game and Fish Fund
money on unallowed department activities.

The only exception to this was the department paying unemployment compen-
sation from the Game and Fish Fund to several employees whose salary had
been paid from other funds. The department has stated that it will change

this practice. In general, we found that expenditures were appropriately re-
viewed before being paid by the Financial Management Bureau.

A program evaluation we conducted in 1986 and previous financial audit re-
ports noted problems in federal aid administration. Specifically, our previous
report found that DNR was not submitting reimbursement requests often
enough and it did not have a letter of credit arrangement with the U.S. Fish
and Wildlife Service resulting in slower reimbursement and less investment in-
come. We were also concerned with the department’s ability to adequately
track and control the accrual of costs allowable for reimbursement.

We found in this review that:

@ The administration of federal aid had improved dramatically as a
result of the implementation of a new cost accounting system and
changes in DNR’s procedures.

We also reviewed the department’s projections for the future fund balance.
The chart shows the department’s fund balance projections through 1997.
The department estimates that the fund balance will be negative beginning in
fiscal year 1996. We regard the department’s projection, with some excep-
tions, as a reasonable estimate of the Game and Fish Fund’s status, although,
all such projections are sensitive to changes in assumptions. For example, the
department’s projection assumes three percent inflation but if inflation were
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actually 5 percent, the —
fund balance would turn Projected Game and Fish Fund
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fund could be liable for as
much as $700,000 per year
in additional payments to
Indian tribes. Although
the fund projections do
not fully account for re-
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Source: DNR.

We found that statutory restrictions on expenditures associated with semi-ded-
icated receipts are ambiguous. It is unclear exactly what expenditures of the
department the Legislature sought to restrict. Our financial auditors con-
cluded that DNR is technically in compliance with the spending restrictions,
but it is actually spending other funds on restricted activities. DNR maintains
that it is impossible to run the special purpose programs without incurring
costs in excess of the statutory limits. If the Legislature wants to hold the de-
partment accountable for spending only a certain percentage of stamp and sur-
charge revenue on administrative costs, then:

@ The Legislature should clarify statutory restrictions on the
expenditure of semi-dedicated receipts. The Legislature should also
consider raising the limit on administrative expenses.




ike most states, Minnesota funds the activities of its Department of Nat-
ural Resources (DNR), Fish and Wildlife Division, primarily through Ii-
dcense fees from resource users. In Minnesota these fees are deposited
in a separate fund of the state treasury known as the Game and Fish Fund.
The fund is dedicated to pay for the activities of the Fish and Wildlife Division
as well as certain other department expenses. In recent years license fees
have risen more frequently than in the past. Concerns among legislators over
the rate of increase and the makeup of the fund’s revenues and expenditures
led the Legislative Audit Commission to direct a study of the fund’s status.
The commission sought answers to the following questions:

@ How have the Game and Fish Fund revenues and expenditures
changed over time?

© Has DNR charged the appropriate amounts to the Game and Fish
Fund for administration and other shared departmental functions?

@ Is there appropriate financial control over the expenditure of game
and fish funds?

In order to answer these questions we interviewed DNR managers, reviewed
financial and budgetary records, and interviewed officials from other states
and the U.S. Fish and Wildlife Service. We coordinated our review with a con-
current financial audit of the Game and Fish Fund that was issued February
27,1991.

We make the following major points about the Game and Fish Fund:

€@ Total Game and Fish Fund revenues and expenditures have grown in
the Jast thirty years, in both nominal and constant dollars.

@ Much of the growth in revenues and expenditures is attributable to
special purpose programs that have been added by the Legislature in
the last ten years.

® [xpenditures on basic fish and wildlife management programs have
risen slightly in constant dollars since 1975.
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©® Overall financial management of the fund has improved in the last
five years.

© DNR has improved its management of federal aid projects.

© The Legislature may want to reexamine the fund’s current mix of
revenue sources and expenditures. Some hunters and anglers have
suggested that license fees are no longer adequate to finance all of the
fund’s current and proposed activities.

@ Certain statutory spending restrictions placed on semi-dedicated
revenues of the fund need to be clarified.

The Legislative Audit Commission requested that we examine the appropri-
ateness of certain expenditures made from the fund. Critics have questioned
the appropriateness of making payments to counties in-lieu-of-taxes, pay-
ments to Indian tribes for past treaty obligations, and certain administrative
payments from the fund. This report reviews the arguments for and against
the fund paying for these items. However, we conclude that there is no empir-
ical basis for preferring one argument over another. The appropriateness of
expenditures from the Game and Fish Fund are policy questions that the Leg-
islature will decide through the appropriations process.

This report is presented in four parts:

@ An overview of the fund’s revenue sources and how they have changed
over time.

@ A review of the fund’s expenditures, including a discussion of whether
certain programs should be financed from the fund,

® A discussion of the role of the fund balance in maintaining the fiscal
solvency of the fund, and of the current fund balance trend; and

@ A discussion of the current financial controls over the fund and their
adequacy.

SOURCES OF FUNDING

The Game and Fish Fund derives most of its revenues from license fees. Fig-
ures 1 and 2 show the major sources of financing for the Game and Fish Fund
in 1975 and 1990 respectively. As might be expected from the fund’s name,
the major two sources of revenue are from fishing and hunting licenses and
special stamps (over 72 percent of 1990 revenues). The other major source of
financing is federal aid (23 percent of 1990 revenues, up from 12 percent of
1975 revenues). Allstates receive a portion of excise taxes on sporting equip-
ment to aid state fish and wildlife programs. The remaining five percent of
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Several new

revenue
sources have
been added to
the fund.

Figure 1: Revenue Sources, FY 1975
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Figure 2: Revenue Sources, FY 1990
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fund revenues comes from commercial license fees and occupational permits,
sale of natural resources, fines, forfeitures, and restitutions, and investment in-
come.

As Figure 3 and Table 1 show, the total revenues of the Game and Fish Fund
have grown from $10 million in 1975 to over $45 million in 1990. In constant
dollars, revenues and expenditures have also grown, as Figure 4 shows.!

Figure 3: Fund Revenues and
Expenditures, FY 1963-90

Millions of Doflars

50

Revenues

%% Expendilures

40 -

7
30 O s

NN

T Or,rsrr: -

AN

2p e

10

ZBZ
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One of the reasons for revenues increasing in constant dollars is the addition
of several new special purpose fees that supplement basic fishing and hunting
license fees. These additional fees have taken the form of surcharges or addi-
tional stamps and licenses required to pursue certain activities. In 1990, these
fees accounted for approximately $5.3 million or 12 percent of the Game and
Fish Fund receipts.

In the next sections we examine the Game and Fish Fund’s revenue sources in
more detail.

Federal Aid

Minnesota receives federal funds from the Wallop-Breaux program (formerly
the Dingell-Johnson program) for fisheries and the Pittman-Robertson pro-
gram for wildlife programs, as well as smaller amounts from several other

1 Allcharts portraying constant dollars are inflation adjusted 1990 dollars using the GNP implicit price
deflator for state and local government services.
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Revenues and

expenditures
are at historic
highs.

GAME AND FISH FUND

Figure 4: Fund Revenues and
Expenditures in Constant Dollars,
FY 1963-90

Millions of Dollars
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Source: DNR Budgetary Fund Statements.
Note: 1990 Dollars.

federal programs.? The Wallop-Breaux program receives funds from a ten
percent excise tax on many items of fishing equipment, a three percent
manufacturer’s excise tax on electric trolling motors and certain sonar devices,
a portion (1.08 percent) of federal fuel tax revenues attributable to sales of
motorboat fuel, and interest.

As a condition of receiving federal money, states must assure that license fees
and federal aid are not “diverted to purposes other than administration of the
state fish and wildlife agency.”® States are also required to expend 10 percent
of the federal sport fishing funds on boating access.*

Historically, federal aid has been from 10 to 25 percent of the Game and Fish
Fund’s annual receipts; in recent years federal funds have made up a some-
what larger portion of fund revenues. Figure 5 shows that total federal grant
revenue in constant dollars has increased significantly in the late 1980s. Begin-
ning in fiscal year 1987, federal fisheries aid significantly increased and ex-
ceeded the amount of Pittman-Robertson funds for the first time.

2 TFederal Aid in Wildlife Restoration Act (Pittman-Robertson Act) 50 Stat. 917, as amended 16 U.S.C.
669-669i, and Federal Aid in Sport Fish Restoration Act (Dingell-Johnson Act) 64 Stat. 430, as amended 16
US.C. 777-7T7k.

3 50 CFR Ch. I, Subchapter F, §80.3.

4 Although as we later discuss, the water access expenditures do not necessarily have to come from the
Game and Fish Fund.
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Federal aid has
increased
substantially.

This increase in fed-

eral aid has resulted
from the expansion of
the excise tax under
the Wallop-Breaux 127
program, the addition
of a senior citizens’
fishing license, and a
slight increase in
Minnesota’s share of
the Pittman-Robert-
son funds. Federal aid
apportionments are
partially based on the
number of licenses
sold, therefore, the re-
quirement for senior
citizens to buy a reduced price license increases Minnesota’s aid.> Prior to
1988 senior citizens were not required to buy a fishing license.® The state
began collecting a $4 senior citizen’s fishing license fee in license year 1988.
However, there is a several year lag in license certification for federal aid pur-
poses and it is only in the current fiscal year that Minnesota began receiving
additional federal aid because of the new senior licenses. DNR estimates that
it will receive $4.70 in federal aid for each additional fishing license sold.

Figure 5: Federal Grant Revenue
in Constant Dollars, FY 1975-90

Millions of Dollars

75 76 77 78 79 80 81 82 83 84 85 86 87

Source: DNRA Budgetary Fund Statements.
Note: 1830 Dollars.

In license year 1989, almost 107,000 senior citizen licenses were sold, about
the same number as in 1988. When the Legislature authorized the senior fish-
ing license it provided for the possibility of a refund. There were 40,527 re-
funds of the senior license fee in license year 1988, and there were 35,473
refunds in license year 1989.” In other words about one-third of the senior li-
censes sold have been refunded. In addition to processing costs, each refund
costs the fund the $4 license fee and the approximately $4.70 in federal aid.
Thus, the fiscal impact of the refund to the fund has been over $660,000 in

the first two license years it has been in effect. Alternately, one could say that
the Legislature has added over $250,000 each year in revenue to the fund by
requiring seniors to buy a license, and begining this year the fund will begin ac-
cruing additional federal aid of over $300,000 per year.

Some have suggested that the refund (and other free licenses issued by DNR)
are part of a social policy unrelated to hunting and fishing and that the cost of

5 Minnesota’s share of Sport Fish Restoration (Wallop-Breaux) funds is determined 60 percent by the
number of licenses sold and 40 percent by the state’s land area.

6 Minnesota also exempts from licensing residents serving in the military outside the state, retired rail-
road workers and postal workers receiving disability pay, and residents of state institutions. Free licenses
are issued for disabled veterans and recipients of supplemental income for the aged, blind, and disabled.
DNR estimates they have issued approximately 10,000 free licenses or exemptions.

7  As of February 1991, almost 92,000 senior licenses were reported sold in license year 1990 with about
34,000 refunds.
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the refund should be borne by the General Fund. But if the General Fund
were to reimburse the Game and Fish Fund for senior fishing license refunds,
no additional federal aid would accrue to the state. Federal regulations re-
quire that the cost of a license must “return net revenue to the state.” How-
ever, the Game and Fish Fund would benefit from not paying the $4 direct
cost of the license refund.

There were two increases to the Wallop-Breaux trust fund in 1990 that will in-
crease Minnesota’s future federal sports fishing aid. The federal government
provided for an increase in federal fuel taxes, and a portion of that will go into
the trust fund.® The national increase will be about $32 million per year.

Additionally, an amendment to the Internal Revenue Code provided that the
excise tax on small gasoline engines (such as lawn mowers, chain saws, and
weed-eaters) will be transferred to the fund. The national increase will be
about $52 million per year. Minnesota received about 3.7 percent of the na-
tional sport fish restoration funds in the most recent federal fiscal year. Thus,
beginning in state fiscal year 1992, Minnesota will begin receiving what will
eventually amount to more than $2 million per year in additional federal aid.

Fishing and Hunting Licenses

The major source of revenues for Minnesota’s Game and Fish Fund is from li-
censes sold to anglers and hunters. Over one million resident and non-resi-
dent fishing licenses were sold in license year 1989. Table 1 shows that total
fishing license sales brought in over $13.2 million in fiscal 1990.°

Almost 800,000 hunting licenses and 200,000 waterfowl and pheasant stamps
were sold in license year 1989, generating over $14.4 million in revenue for
the fund.!® In addition, 130,000 Minnesotans bought sportsman’s licenses for
both fishing and hunting, contributing almost $2.3 million in revenues.

Most of the revenue from fishing and hunting licenses comes from just a few
types of licenses, primarily the resident fishing and resident deer licenses. For
example, resident deer licenses account for about $9 million, 62 percent of all
hunting receipts or 85 percent of non-dedicated hunting license receipts. Res-
ident individual and combination fishing licenses account for about $8.5 mil-
lion of fishing license receipts. However, non-resident anglers also buy
significant numbers of licenses, accounting for about 32 percent of fishing li-

8 The Congress authorized a five cent increase in the federal gas tax. One-half of that will go to the High-
way Trust Fund. The Treasury has determined that about 1.08 percent of the Federal Highway Trust Fund
receipts are attributable to fuel used by motorboats. These funds are then transferred to the Sport Fish
Restoration Account of the Aquatic Resources Trust Fund (commonly known as the Wallop-Breaux Trust
Fund).

9  This includes the fishing license surcharge and the trout stamp. The number of licenses is reported for
the license year ending February 28, 1990; revenues are reported on a fiscal year basis.

10 This includes the small game surcharge, waterfowl stamp, and pheasant stamp. The number of licenses
is reported on a license year basis, revenues on a fiscal year basis.



GAME AND FISH FUND

cense revenues. Overall, about 87 percent of license revenues in 1989 were
collected from residents.

In the past, the Legislature has reviewed license fees about every six years.
But the review cycle has changed recently. Resident fishing licenses were
raised in license years 1982, 1988, and 1991. In addition, a $2.50 fishing li-
cense surcharge was added after license year 1984.1' Resident hunding li-
censes were raised in both the 1982 and 1983 license years and again in
license years 1988 and 1991.12

In addition to raising 1991 license fees 10 percent across the board, the 1989
Legislature changed the policy of reviewing fees on a six year cycle.

To reduce yearly fluctuations of the game and fish fund balance and to
provide improved long-range planning of the fund, the policy of the
state is to make fee adjustments as part of the budget process.'B

The Commissioner of DNR is to make an explicit request for fee adjustments
for all receipt items and the Department of Finance is to review the fee re-
quests and submit a six year projection of fund revenues and expenses to the
Legislature each biennium.

License Fee Trends

Collections from both fishing and hunting licenses have risen steadily over
time. In constant dollars, license revenues are slightly above 1962 levels. Fig-
ure 6 shows the trend for the resident and non-resident fishing license fees,
with and without the fishing license surcharge. With the fishing license sur-
charge included, Figure 6 shows that license fees are above the average level
of the last twenty-eight ‘

years. Not including
the surcharge, fishing
license fees are at
about the average
level of the last twenty
eight years.

Figure 6: Resident vs. Non-resident
Fishing License Fees in Constant
Dollars, FY 1962-90

Dofllars

Figure 7 shows that de-
mand for resident li-
censes has remained
relatively constant as li-
cense prices have in-
creased over time. In L L
economic terms, de-
mand for resident fish-

Source: DNR.
Note: 1980 Dollars.

11 For example, the resident individual fishing license (not including the $2.50 surcharge) increased from
$6.50 to $9.50 in license yuear 1988 and increased again to $10.50 in 1991.

12 For example, the resident firearm deer license increased from $15 to $20 in license year 1988 and to $22
in 1991.

13 Minn. Stat. 97A.055, subd. 3.
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Figure 7: Resident Fishing Demand
for Individual Licenses, License Years

1980-89
License Price (Dollars) Number Sold (Thousands)
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Source: DNR.

ing licenses is relatively “inelastic” with respect to price. In other words, most
Minnesotans will buy a fishing license even if the price goes up. However,
there has been a slight decrease in licenses sold since the imposition of the
$2.50 fishing license surcharge. License fees increased approximately 10 per-

Figure 8: Non-resident Fishing License
Demand, License Years 1980-89

License Price (Dollars) Number Sold (Thousands)
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cent in the 1991 license year beginning March 1, 1991.* Sports groups are
concerned that the historic inelasticity of license demand may change. They
believe that casual anglers will stop buying licenses because of the frequent re-
cent increases in license fees. Put another way, they believe frequent anglers
will buy a license and generally regard it as a bargain, but that the many peo-
ple who fish only a few days a year might change their behavior.

This concern is illustrated by the 20 percent decrease in demand for non-resi-
dent fishing licenses since 1980 as prices doubled during the decade.® Figure
8 shows that non-resident demand for licenses is more elastic than resident de-
mand. That is, non-resident demand decreases more with an increase in price
than resident demand does.

Figures 9 and 10 show that
in constant dollars resident
deer license fees are about
about the same level as in
1962, while non-resident li-
cense fees have decreased
over sixty percent.

Figure 9: Resldent Deer Firearm
License Fees In Constant Dollars,
FY 1962-90

Dollars

Table 2 shows the hunting
and license fees for neigh- 10
boring states and provinces
of Canada. With the excep-
tion of the fishing license,
Minnesota resident licenses
cost about the same as in
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Source: DNR.

these states. Minnesota res-

ident angling licenses cost Figure 10: Non-resident Deer Firearm
about 17 percent more in
1990 than the average and
will increase 10 percent in a0 P2
1991. Minnesota 1990 non- '
resident license fees were
also comparable to those in
surrounding states with the
exception of the small game
and the basic angling li-
censes. The small game li-

Lleense Fees in Constant Dollars,
FY 1962-80

Il ' s

cense COSt abOut nine Q JL I U N AC A A M S B S A S B N A M B IR S St e |
62 64 66 68 70 72 74 76 78 80 82 B4 86 88 90
percent less than the aver- Source: DNR,

age and the angling license

cost about eight percent

less than the average. DNR is proposing that the Legislature raise the non-
resident angling license by five dollars and the small game surcharge by one
dollar in 1991.

14 This will increase the cost of the individual angling seasonal license shown in the figure to $13 with the
fishing license surcharge.

15 Part of this decline is accounted for by a combination of one-day resident and non-resident permits be-
ginning in 1987. Between 1982 and 1985, DNR sold about 20,000 non-resident one-day licenses per year.
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Table 2: Hunting and Fishing License Comparative Data, 1990

North South
Minnesota owa Michigan Dakota Dakota

RESIDENT
Hunting
Basic license or habitat stamp® $4.00 $5.00 $1.00 $6.00 $5.00
Small game 9.00° 8.50 9.85 6.00 19.00°
3r. citizen small game 4.50° 8.50 4.00 - -
Deer firearms 20.00 20.00 12.85 19.00 20.00
Deer archery 20.00 20.00 12.85 18.00 20.00
Bear 30.00 - 14.35 - -
Moose 250.00 - - - -
Turkey 15.507 20,00 12,859 5.00 10.00
Trapping
General trapping 16.00 15.50 15.35 -~ 7.00 15.00
Junior trapping 5.00 2.50 7.85 — -
Sportsman license
Individual 16.00° 2850 45.35 - 30.00
Husband & wife 22,00° - - - -
NONRESIDENT
Hunting
Small game 51,00° 47.50 50.35 56.00 50.00
Deer firearms 100.00 - 100.35 101.00 95.00
Deer archery 100.00 - 75.35 100.00 95.00
Bear 150.00 - 150.35 - -
Turkey - - 28.35 — 35.00
Furbearer hunting 125.00 150.50 - - 25.00
Moose - - - - -
STAMPS
Waterfowl stamp
Resident 5.00 5.00 385 - 2.00
Nonresident 5.00 5.00 3.85 8.00 75.00
Pheasant stamp
Resident 5.00 - - - -
Nonresident 5.00 - - - -
FISHING
Resident’ 12,00 850 9.85 9.00 9.00!
Family' 33.00 - - - 35.00
Nonresident' 20.50 15.50 20.35 -20.00 30.00
Legislation for changes yesh no no no yes
in the near future? 1/1/91

Source: Minnesota Department of Natural Resources.

#Basic license or habitat stamp required with purchase of any hunting or trapping license.
Does not include $4.00 surcharge for wildlife land acquisition.
€includes basic fee, habitat stamp, and small game stamp.
YIncludes $3.00 application fee.
Includes $6.60 resident and $21.60 nonresident application fee.
Includes hunting and fish licenses and all stamps.
9IIncludes $6.25 game bird license.
Ten percent increase on all licenses (except stamps) in 1991.
lIncludes $2.50 fishing surcharge.
IPlus $5.00 basic.
¥$23.00 for non-Ontario Canadians.

Wisconsin

9.60
15.00'
15.35
15.60
31.60°

13.75

13.60

32.60

66.60
106.60

76.60
121.60°

136.60

3.25
3.25

9.10
41.60
24.10

yes
1/1/91

Manitoba

$8.00
7.00

20.00
20.00
15.00
33.00
12.00

5.00

85.00
115.00
115.00
115.00

300.00

100.00

10.00

30.00

no

Ontario

6.25
19.25
20.25
19.25
25.25
13.25

6.00

41,759
100.00
101.00
100.00

220.00

11.50%

34.50
(seasonal)

yes
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Dedicated and Semi-dedicated Revenues

As we noted earlier, special
purpose stamps and sur-
charges have accounted for
much of the growth in fund
revenues during the past de-
cade. Figure 11 shows the
special purpose revenues in
constant dollars from 1978
to 1990. In this section we
discuss these new revenue
sources in greater detail.

Small Game
Surcharge

Figure 11: Surcharge and Stamp Revenue
In Constant Dollars, FY 1978-80

Milllons of Dollars

78 79 80 81 82 83 84 85

86 87 88 83 90

Source: DNR Budgetary Fund Statements.
Note:Includes Fish, Small Game Surcharge
and Waterfowl, Trout and Pheasant Stamp.

One of the first special purpose sources of financing was a small game sur-
charge, enacted in 1957. The small game surcharge of $4 (originally $1) is
added to each small game hunting license for the purpose of acquisition and
development of wildlife lands. In 1989, 161,000 small game surcharge fees

were paid.

The small game surcharge is a dedicated revenue, that is, the proceeds of the
surcharge are separately accounted for in the wildlife acquisition subaccount
and must be used for land acquisition specified in Minnesota Statutes
§97A.071 and §97A.145. If all of the surcharge proceeds are not used in one
year, the balance carries over into succeeding years rather than reverting to
the general balance of the Game and Fish Fund.

Figures 12 and 13 show the trend in small game license fees in constant dol-
lars since 1962. As is the case with deer licenses, non-resident fees have de-
clined in constant dollars while resident fees are at about the same level as in

1962.
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Source: DNR.

Figure 12: Resident Small Game License
Fees in Constant Dollars, FY 1962-30

Dollars
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Figure 13: Non-resident Small Game
License Fees in Constant Dollars
FY 1962-90
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Semi-dedicated Receipts

Unlike the small game surcharge, the other new funding sources added in re-
cent years are not dedicated funds. They are what we will call earmarked or
“semi-dedicated funds.” For semi-dedicated receipts the Legislature has ex-
pressed a statutory purpose for the
use of the funds, but there is no
legal requirement that the revenue
raised must be spent for that pur-
pose.

Semi-dedicated receipts include:
the Migratory Waterfowl Stamp, en-
acted in 1977; the Trout and

Salmon Stamp, enacted in 1981; the
Pheasant Stamp, enacted in 1983;
and the Fishing License Surcharge,
enacted in 1983. Figure 14 shows
the intended uses of the semi-dedi-
cated receipts.

These semi-dedicated revenues are
collected from sportsmen with a
specific purpose in mind, but they
are deposited into the Game and
Fish Fund without a requirement
that they be expended on the in-
tended purpose. The reason for
this is to retain flexibility in manag-
ing the cash flow of the Game and
Fish Fund. All the same, the de-
partment and the Legislature have
made an attempt in the appropria-
tions process to maintain a general
link between the amount of funds
generated from a specific license
fee and the appropriations for that
purpose.

Each of these fees is paid by individ-
uals engaged in pursuing a specific
activity, and paid only by those indi-
viduals. These fees are essentially
user fees designed to raise addi-
tional revenues from a group of in-
dividuals to benefit the species or
activity that they are interested in.

One option for the Game and Fish
Fund would be to treat all of these
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Statutory
restrictions on
expenditure of
semi-dedicated
receipts are
ambiguous.
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semi-dedicated receipts as truly dedicated funds, like the small game sur-
charge. This would ensure that all of the funds that sportsmen paid in for spe-
cial purposes would be used only for those purposes. The disadvantage of
dedicating the funds is that it would remove flexibility in managing cash flow
and fund balance and complicate fund accounting.

Although the Legislature has put statutory restrictions on the expenditure of
semi-dedicated receipts, some of these restrictions are somewhat ambiguous.
For example, the statutory language for administration of the trout and
waterfowl] habitat stamps limits expenditures for “necessary related administra-
tive costs” to 10 percent of annual revenues. Not more than 10 percent of the
pheasant stamp revenues may be spent for “necessary related administrative
and personnel costs.” The fishing license surcharge calls for “administrative
and permanent personnel costs” not to exceed 10 percent of the annual reve-
nue.

It is unclear what the Legislature meant by administrative costs and whether
personnel costs are included in administrative costs under the trout and
waterfowl] habitat programs. Because it is unclear exactly which costs the Leg-
islature sought to restrict, it is difficult to hold the department strictly account-
able for administrative expenses.

Our financial auditors examined whether DNR was complying with the statu-
tory restrictions and they found that, technically speaking, DNR did not spend
more than 10 percent of the semi-dedicated funds for administrative pur-
poses. DNR has a separate account for administrative expenses for each of
the stamps and surcharges. The department allocates a portion of administra-
tive expenses associated with these special purpose programs to this account.
This administration account is less than 10 percent of the receipts for each of
the stamps. However, DNR incurs other administrative and personnel costs
associated with administering the programs. These are charged to related
Game and Fish accounts and, therefore, fewer funds are available for other
game and fish programs. DNR estimates that between 15 and 21 percent of
revenues from these special purpose stamps is actually spent on administra-
tion and related personnel costs. The department maintains that it is impossi-
ble to administer these special purpose expenses without incurring costs in
excess of the statutory limits.

If the Legislature wants to hold the department accountable for spending only

a certain percentage of stamp and surcharge revenue on administrative costs,
then:

@ The Legislature should clarify statutory restrictions on the
expenditure of semi-dedicated receipts. The Legislature should also
consider raising the limit on administrative expenses.
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Over 40
percent of
expenditures
are on
programs
other than fish
and wildlife
management.

GAME AND FISH FUND
EXPENDITURES

Overall Expenditures

Figure 15 shows the major programs financed from the Game and Fish Fund.
The primary expenditures are for the fish and wildlife management programs
and the enforcement program. Expenditures on fish management in 1990
were over $14.4 million, and expenditures on wildlife management were over
$10.7 million. Figures 16 and 17 show the constant dollar expenditures for the
basic fish and wildlife programs financed by the fund. Expenditures in con-
stant dollars for the basic fish management program are at a historic high.

Figure 15: Expenditures by Program,
FY 1990

Total Expenditures: $44,648,500

Witdlife Mgmt & Acq.
24%

Ecological Services

2% Reglonal Admin.
2%
Enforcement Field Oper. Support

19% 9%

Waler Access & Other
2%

Pmts, in Lleu/Treaty

4%
Admin. Management

6% Fish Mgmt./intensif.

32%

Source: DNR Budgetary Fund Statement.

The basic wildlife program’s constant dollar expenditures are 38 percent
higher than in 1975, but lower than in the late 1970s and early 1980s.

Table 3 shows the fund’s expenditures on various programs for the last fifteen
years. Despite the name of the fund, a large portion of the expenditures —
approximately 44 percent in 1990 — are on programs other than fish and
wildlife management.! It is these other expenditures of the fund not directly
related to fish and wildlife management programs that most concern anglers,
hunters, and legislators interested in the fund’s solvency.

Other programs financed through the fund include enforcement, administra-
tion, payments to counties in-lieu-of-tax, ecological services, statewide indi-

16 The department notes that some of these expenditures, for example, on uniforms and equipment, do di-
rectly support the programs.
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Fish
management
expenditures
are at a
historic high
point.

Figure 16: Fish Management Expenditures
in Nominal and Constant Dollars,
FY 1975-90

Millions of Dollars

75 76 7 78 79 &0 81 82 83 84 85 86 87 88 89 90

Source: DNR Budgetary Fund Statements.

- Nofe: Excludes fish Intensification and

trout stream expenditures.

Figure 17: Wildlife Management
Expenditures in Nominal and Constant
Dollars, FY 1975-90

Millions of Dollars
10

Constant Dollars

Nominal Doflars

Expenditures Increased 38% in
constant dollars since 1975.

75 76 77 78 79 80 81 a2 83 84 85 a6 a7 a8 88 90

Source: DNR Budgetary Fund Statements.
Note: Excludes habitat improvement
and wildlife acquisition expenditures.
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rect costs, and a portion of payments to Indian Bands for treaty obligations.
These programs all benefit game and fish activities in some way, although the
extent to which they should be financed from the Game and Fish Fund is a de-
batable issue. We consider each of these expenditures in the following sec-
tions.

Enforcement

Expenditures from the Game and Fish Fund for enforcement, the largest non-
fish and wildlife management program, were over $8.2 million in fiscal year
1990. The rationale for funding enforcement from the Game and Fish Fund
is that the activities of the Enforcement Division primarily benefit anglers and
hunters. The enforcement program exists to “protect our natural resources
and guard against their abuse and depletion.” Minnesota’s 184 conservation
officers protect all public lands, waters, parks, timber, and wild animals of the
state. Although enforcement activities are an integral part of fish and wildlife
management, they also benefit and serve much broader state interests. This
has become increasingly true in recent years as enforcement officers have be-
come more involved in enforcing regulations related to recreational vehicles
such as snowmobiles and all-terrain vehicles and in enforcing environmental
laws. Conservation officers also enforce regulations in state parks, scientific
and natural areas, state forests and campgrounds, wildlife management areas,

state game refuges, and on the state trail system.

The proportion of the Division of Enforcement’s budget that comes from the
Game and Fish Fund has changed through the years. For example, the pro-
portion rose from 58 percent in 1981 to 82 percent in 1984. This shift of fi-
nancing to the Game and Fish Fund was one way to help the General Fund
during the budget crisis of the early 1980s. The effect of this, however, was to
decrease the amount available for expenditure on fish and wildlife programs.
If enforcement had been financed at the historical level of 60 percent
throughout the 1980s, an additional $13.1 million would have been available
for other game and fish programs. If enforcement had been financed at the
current rate of approximately 70 percent through the 1980s, an additional $5
million would have been available.

Figure 1~8 shows t}}at the Figure 18: Percent of Enforcement
fund-pald proportlon of Division Expenditures Paid from the
the enforcement bUdget Game and Fish Fund, FY 1981-90
increased to over 80 per-
cent in the mid-1980s and 100
then declined slightly to o0 J
approximately 75 percent

in 1989. A study by the
Department of Adminis-
tration in 1988 showed
that enforcement officer
time reports indicated that
about 70 Percent of con- Source: Blennlal budgets, game and
servation officer hours fish fund budgetary statements.

Nole: Excludes local assistance.
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were spent on game and fish related activities.!” This meant that approxi-
mately $600,000 per year in enforcement costs were paid from the fund that
were not justified based on how conservation officers charged their time. The
1989 Legislature reduced the percentage of the enforcement budget paid
from the fund to approximately 70 percent.

We examined how the department allocated enforcement costs to the Game
and Fish Fund to see if its method was reasonable and appropriately reflected
the costs incurred. In order to do this we examined the enforcement
division’s time reporting system and examined a sample of conservation
officers’ daily logs. We stratified the sample of officers geographically and
looked at one month in each season of the 1990 fiscal year. The enforcement
division has a cost accounting system that accounts for officers’ time using ap-
proximately 100 activity codes. In addition, each officer keeps a more detailed
daily log that records their movements, activities, and contacts during the day.
We wanted to see if the codes the officers used to report their time corre-
sponded to the activities that they noted on their daily logs. We also wanted
to see if the department’s determination of what codes should be charged to
the Game and Fish Fund made sense based on the kinds of activities that offi-
cers were charging to each code.

The primary usage of the division’s timekeeping system is for department man-
agers to know how resources are being allocated to various activities in differ-
ent areas of the state. In other words, the timekeeping system is designed as a
management tool, not as a basis for allocating costs to the Game and Fish
Fund. Department financial manager’s have used the timekeeping system as a
proxy for a more detailed estimate of which fund benefits from different en-
forcement activities. Our review found that the estimate from the timekeep-
ing system approximately reflects the activities noted on the officers’ daily
logs. Table 4 shows the fiscal year 1990 estimates from the timekeeping sys-
tem and our adjusted estimates after our review of officer daily logs. Our re-
view suggests that the Game and Fish Fund finances slightly more than its
proportional share of enforcement expenditures and the General Fund fi-
nances slightly less. However, one should guard against building too much
precision into estimates such as these which are based on work hours (not ac-
tual costs) and a time accounting system developed and used for a different
purpose.

If DNR and the Legislature continue to use enforcement time reports as a
basis for determining the Game and Fish Fund’s share of the budget, then the
enforcement division should consider changes to its time keeping system to
more accurately apportion conservation officer’s time between the various
funds that benefit from their activities.

Administrative Overhead

Another major expenditure item from the fund is the Department of Natural
Resources administrative overhead costs. Money is appropriated from the
fund for the administrative management, regional administration, and field

17 See Department of Administration, Management Analysis Division, An Analysis of the Departinent of
Natural Resources Game and Fish Fund. (St. Paul, 1988).
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Table 4: Enforcement Hours Allocated to Different
Funds, FY 1990
Unadjusted Adjusted

Fund Total Hours Percent Total Hours Percent
General Fund 79,868 20.3% 87,623 22.3
Water Recreation Account 13,541 3.5 14,240 3.6
Special Revenue Funds

Non-game 2,234 0.6 — —

ATV Three Wheeler 4,080 1.0 — -

Snowmabile 15,364 3.9 - —

Subtotal 21,678 55 23,618 6.0
Game and Fish Fund 277,557 70.7 267,161 68.0
Total 392,643 100.0% 392,643 100.0%

Source; Office the Legislative Auditor analysis of enforcement officers’ time sheets.

services programs of the department. In fiscal year 1990, these three pro-
grams accounted for $7.6 million or about 17 percent of the expenditures
from the fund.

Administrative management expenditures fund a portion of the central man-
agement activities of the department, including: the commissioner’s office, fi-
nancial management, the license bureau, office services, internal audit, and
the department’s computer services. Expenditures for the administrative man-
agement program in 1990 were about $6.2 million of which the fund paid $2
million or about one-third of the total.

The Game and Fish Fund also must pay its share of statewide indirect costs in-
cluding a portion of the costs for the Department of Finance, the Department
of Administration, the Department of Employee Relations, and the Legisla-
tive Auditor. Statewide indirect costs amounted to over $500,000 in fiscal
year 1990.

Included above in administrative management expenditures, the Attorney
General’s office bills the fund directly for costs of services provided. Attorney
General billings are expected to be about $185,000 in fiscal year 1991. All
funds but the General Fund pay 100 percent of the Attorney General’s fees.
The General Fund pays 50 percent of the fee. Similarly the State Auditor’s of-
fice bills the fund directly for the costs associated with auditing county audi-
tors. (The county auditors oversee the sale of licenses in each county.) These
costs are budgeted at $95,000 for fiscal year 1991.
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The fund has also been affected in the last three years by a requirement that
state agencies pay sales tax. In fiscal years 1989-91, this requirement has re-
sulted in an additional $557,000 in fund expenditures.

Regional administration includes the regional administrators and support staff.
The regional administration program provides administrative support services
to regional field staff, including business office and financial services, and
many of the field services functions such as procurement, equipment mainte-
nance, fixed asset and inventory control, and fleet management. Until the
late 1970s, regional administration costs were paid from the General Fund. In
fiscal year 1990, regional administration accounted for over $760,000 in Game
and Fish Fund expenditures.

Field services includes three bureaus: field services, real estate management,
and engineering. The Field Services Bureau oversees DNR fixed assets, in-
cluding the maintenance and repair of DNR-owned buildings and fleet, and
coordinates other support acctivities including radios and uniforms. The Real
Estate Management Bureau provides administrative support for the over five
million acres of DNR managed land, including issuing leases and easements,
and acquiring and disposing of land. The Engineering Bureau conducts
topographical surveys, produces user and wildlife management maps and also
designs and oversees the construction of various DNR facilities such as camp-
grounds. Field services accounted for almost $4 million in Game and Fish
Fund expenditures in fiscal year 1990.

Figure 19 shows that administrative expenses are currently about 17 percent
of fund expenditures, up from a low of 14.1 percent in 1981. Figure 20 shows
the change in Game and Fish Fund administrative support expenditures over
time in constant dollars.

Figure 19: Administrative Costs as a
Percent of Fund Expenditures, FY 1980-90
Percent
20 -
17
15.7 16.1 15.9 16.8 15.4 15.8 15.8 15.9
) AT 14: 1
15 -
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o -
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Source: DNR Fund Statements.
Note: Administrative costs include admin
mgmt, reglonal, and field serv. support.
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How much is paid from

what fund for any program Figure 20: Game and Fish Fund
is ultimately determined by Adminisirative Costs In Constant
the Legislature during the Dollars, FY 1980-80

appropriations process. Millions of Dollars
How does the department
determine what is the ap-
propriate percentage to
propose in its budget for
each program? This ques-
tion is really at the heart of
concerns over the appropri-
ateness of certain items Source: DNR Fund Statements.
bein ald frofn the Game Note: Administrative costs Include admin
g p . mgmt, regional, and field serv. support.
and Fish Fund. Basically,

the department does not

try to balance expenditures with funding sources on a program by program
basis. The department’s budget largely reflects past allocation decisions made
by the Legislature, but the department does try to ensure a balancing of fund-
ing sources. New initiatives in the areas of administrative services are usually
proposed from the General Fund.

We looked at several measures to compare administrative expenditures from
the Game and Fish Fund with those of other funds. First, the department has
prepared an analysis of program support costs for various funds. Program
support costs for the department as a whole made up 19.5 percent of its total
budget in 1990. Table 5 shows the percentage of program support costs DNR
budgeted from various funds in 1990. The table shows that less than the de-
partment average was budgeted from the Game and Fish Fund for administra-
tive support costs. Also, the General Fund paid for a higher percentage of
support costs.

Table 5: Comparison of Budgeted Support Costs for Various Accounts,

FY 1990

Program Costs

Total Program Costs
Percent of Budget

Total Program Support Costs
Percent of Total Budget

Snowmobile Water ATV General DNR
Account Rec Account Account Fund Total
$3,885,900 $6,763,700 $705,900 $59,049,800 $119,789,500

86.9% 81.9% 94.9% 79.7% 80.5%
$587,100 $1,499,300 $38,100 $15,010,200 $28,977,400
13.1% 18.1% 5.1% 20.3% 19.5%

Source: Department of Natural Resources.

Another comparision is provided by the department’s indirect cost plan pre-
pared for the federal government. The indirect cost plan allocates the
department’s indirect support costs among programs based on some criterion.
Some programs costs are allocated based on share of total budget, some on
share of total salaries, and other costs are allocated based on some more spe-
cific criterion. For example, most of the costs for financial management and
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the services of the Department of Finance are allocated based on the number
of Statewide Accounting System (SWA) transactions that each division initi-
ates. The idea is to choose a basis of allocation that roughly approximates the
amount of work the support unit performs for that division. If the Fish and
Wildlife Division initiates 25 percent of the SWA transactions, then 25 per-
cent of the costs of financial management services would be allocated to the
Game and Fish Fund.

Table 6 shows the basis for allocation of the department’s federal indirect
costs. As one can see, for almost all of the allocation bases, the percentage of
support costs that would come from the Fish and Wildlife division would be
higher than the actual percentage of supg)ort costs (about 17 percent) cur-
rently paid by the Game and Fish Fund.” Although this analysis is not defini-
tive it suggests that the Game and Fish Fund is not paying more than its share
of administrative support costs.

Payments in-Lieu-of-Tax

Payments to counties in-lieu-of-tax are made by DNR to reimburse local gov-
ernments for property taxes they would have received if DNR had not ac-
quired the land for public purposes. The Game and Fish Fund makes
payments in-lieu-of-tax on lands acquired for wildlife management areas. Pay-
ments in-lieu-of-tax for other natural resource land, such as forests, scientific
and natural areas, and parks, are made from the General Fund. In 1990,
DNR paid a total of almost $5.3 million in-lieu-of-taxes. Most of the total,
over $4.5 million, was paid from the General Fund. In lieu-of-tax payments
from the Game and Fish Fund amounted to about $722,000 in fiscal year
1990.” In-lieu-of-tax payments have grown slightly in recent years because of
the addition of lands bought for wildlife management areas with Reinvest in
Minnesota (RIM) funds. We estimate that in 1991 the fund will pay approxi-
mately $17,000 in additional in-lieu-of-tax payments on the lands added by
RIM. In addition, since 1975 DNR has received bonding money for land pur-
chases. This program, called Resource 2000, was combined with RIM in 1986.
Acquisitions since 1986 under this program account for an additional $12,000
per year in-lieu-of-taxes.

The rationale for making payments from the Game and Fish Fund is that the
license fees should pay the in-lieu tax for land acquired for public hunting
grounds and wildlife refuges. The opposing argument is that these lands are
also used by non-anglers and hunters, and that the payments should be consis-
tent for all lands acquired by the department. There are currently no charges
to non-hunters for using wildlife areas. The Governor’s Citizens Commission
to Promote Hunting and Fishing recommended in December 1984 that in-lieu-
of-tax payments to counties be made from the General Fund.

18 'The Fish and Wildlife Division is funded approximately 85 percent from the Game and Fish Fund and
is therefore an appropriate proxy in an analysis like this.

19 'This includes a $685,700 appropriation and an additional $36,000 that was paid from another wildlife ac-
count because the appropriation was insufficent.
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We talked with natural resource managers in neighboring states to determine
how they made in-lieu-of-tax payments. In Wisconsin payments are made
from the fish and wildlife account of the Conservation Fund. Towa began in
1987 to make in-lieu-of-tax payments for lands acquired with habitat stamp
revenues from its equivalent of the Game and Fish Fund. Michigan also has
historically made payments in-lieu-of-taxes on wildlife lands from its Game

and Fish Fund.

In-lieu-of-tax payments and payments to Indian tribes have had a significant
marginal effect on fund status over the last decade. Figures 21 and 22 show

the combined effect of these two expenditure items over the last decade as a
percentage of fund expenditures and in constant dollars. In the next section
we discuss payments to Indian tribes in more detail.

Figure 21: Treaty Payments and Payments
in Lieu of Taxes as a Percent of Fund
Expenditures, FY 1980-90

Percent

Payments in Lleu

l:l Treaty Payments
)

Source: DNR budgetary fund stalements.
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Figure 22: Treaty Payments and Payments
in Lieu of Taxes in Constant Dollars,
FY 1980-90

Millions of Dollars
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Source: DNR budgetary fund statements.

Treaty Payments

As the result of the settlement of a federal lawsuit, members of the Leech
Lake Band of the Minnesota Chippewa tribe are exempted from state hunting
and fishing laws within the reservation. A 1973 agreement, ratified by state
law, provided that in order to hunt, trap, or fish on the Leech Lake reserva-
tion, other Minnesotans could purchase a more expensive “unrestricted” li-
cense, with the increased funds paid to the Leech Lake Band.?® In 1980, the
agreement was modified, and in return for allowing non-tribal members rights

Over $8 million

charge) sold in the state.

in treaty

payments have
been made
since 1981.

to hunt and fish on the reservation, Leech Lake receives five percent of the
proceeds from all fishing and hunting licenses (except the small game sur-

When the agreement was reached with the Leech Lake Band, no additional
sources of revenue were targeted for the Game and Fish Fund to pay for the
agreement. The Game and Fish Fund originally paid 60 percent of the costs
of the settlement. The result, then, was a three percent decrease in revenues

available from fish and wildlife licenses. In fiscal year 1989, the Leech Lake

20 Minn. Laws (1973) Ch. 124
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Band received $919,000 from the Game and Fish Fund. In 1990 the payment
percentage changed to 20 percent from the Game and Fish Fund, for a total
payment from the fund of $319,000.

In 1988 the state, again pursuant to a federal court action, negotiated a similar
agreement with the Grand Portage, Bois Forte, and Fond du Lac Bands of
Chippewa Indians affected by an 1854 treaty.! The Fond du Lac Band has
chosen to cancel its participation in the agreement, but the Grand Portage
and Bois Forte Bands collected a total of $653,000 from the Game and Fish
Fund in fiscal year 1990. As with the Leech Lake agreement, the Game and
Fish Fund pays for 20 percent of the cost, and the General Fund pays for 80
percent. The Fond du Lac tribe has implemented a conservation code similar
to that called for by the settlement agreement and could at any time ask for
their participation in the agreement to be reinstated. If the tribe were to
choose to participate, the Game and Fish Fund would be liable for 20 percent
of the costs, or approximately $360,000 per year. '

In August 1990, the Mille Lacs Band of Chippewas filed suit against the state
in federal court to enforce certain terms of an 1837 treaty. The lawsuit is sim-
ilar to the one brought in 1985 concerning hunting and fishing rights under
the 1854 treaty. The state is currently exploring ways to successfully resolve
the situation. If the state and the band negotiate a treaty similar to the 1854
treaty, the Game and Fish Fund might face further payments for past treaty
obligations. The case has a scheduled trial date of May 1992, and so if a settle-
ment is negotiated, it would likely come before the Legislature during the
1992 session for approval. If the state were to resolve the case on terms sim-
ilar to earlier settlements, and if the Game and Fish Fund were to pay for 20
percent of the settlement, then the Game and Fish Fund could face an addi-
tional $360,000 per year in charges.

Ecological Services

The Game and Fish Fund also finances part of the activities of the Ecological
Services Section in the Division of Fish and Wildlife. The Ecological Services
Section is responsible for providing centralized laboratory services to the de-
partment, statewide supervision of the Exotic and Aquatic Nuisance Control
programs and the Lake Aeration program, environmental review for fish and
wildlife, investigation of pollution problems including acid rain, and coordina-
tion of the Division of Fish and Wildlife’s long range planning process.

Because of the section’s diverse activities, it has several funding sources. In
fiscal year 1990, the section’s budget was about $2.2 million with 22 percent
coming from the General Fund, 20 percent from RIM General Fund, 12 per-
cent from the Water Recreation account, and 46 percent (about $1 million)
from the Game and Fish Fund.

21 The agreement was again ratified by legislative action. Minn Stat. §97A.157. The 1989 payments were
made 100 percent from the General Fund. The payment percentage was changed in 1989, along with the
percentage of Leech Lake Band payments. The net result to the Game and Fish Fund was an approxi-
mately $100,000 increase in payments.
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Because the section’s activities touch on so many of DNR’s responsibilities,
we asked section supervisors to estimate the portion of their expenditures
that benefited license holders directly, and those that had broader benefits.
The section plans for its programs and budgets for its activities based on work
units. Section supervisors reviewed each of their approximately 180 work
units. They maintain that all of their activities are related to the mission of
furthering fish and wildlife goals. Section supervisors estimated that about
18.6 percent of their total expenditures provided direct benefits to license
holders. The remainder of the section’s activities had sportspersons as a pri-
mary beneficiary but also had other broader benefits to the state.

Water Access

Acquisition and development of water access sites has in the past been par-
tially funded from the Game and Fish Fund. Water accesses are acquired and
developed by the Trails and Waterways Division of DNR acting in concert
with the Land Bureau.

Prior to 1986, the Game and Fish Fund received a portion of the gas tax reve-
nues attributable to boats and financed a portion of the water access program
with that transfer. Beginning in fiscal year 1986, water access development
was paid for from a new Water Recreation Account. The Water Recreation
Account is financed from the gas taxes on boats and boating licenses and the
Game and Fish Fund no longer receives a portion of those funds. When the
Water Recreation Account was created, the Game and Fish Fund stopped pay-
ing for accesses. No appropriation for water accesses was made from the
Game and Fish Fund in fiscal years 1986 or 1987. However, beginning in
1988, the Game and Fish Fund again financed a portion of the costs of access
development. In fiscal year 1990, over $400,000 was paid from the Game and
Fish Fund to acquire and develop water access sites and about $3.7 million
was paid from the water recreation account.

Access acquisition and development are reimburseable expenses for the fed-
eral aid programs; any reimbursements from these federal aid programs must
be used for fish and wildlife related purposes. Beginning in federal fiscal year
1986, every state must spend a minimum of 10 percent of it’s allotment under
the Wallop-Breaux program for development of boat accesses.”2 There is
some confusion in DNR about what this provision means. As the result of
this confusion the department proposed increases in funds from the Game
and Fish Fund for public access development beginning in 1988. The depart-
ment is proposing in its budget for fiscal 1992-93 to spend an additional
$630,000 from the Game and Fish Fund for water accesses “in order to com-
ply with the federal Wallop-Breaux Act...”. However, according to U.S. Fish
and Wildlife Service officials, any expenditure the state makes for water
accesses counts toward meeting the 10 percent requirement. Thus, Minne-
sota spends far more than the 10 percent requirement (which would be about
$750,000 next year) when one considers the expenditures from the Water Rec-
reation Account. U.S. Fish and Wildlife Service officials told us that they did
closely monitor whether states meet the requirement, and that Minnesota

22 50 CFR Ch. 1, §80.24.
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meets the requirement because of spending on accesses from the Water Rec-
reation Account.

Water access is clearly a high priority for anglers and more and better accesses
clearly benefit them as well as other boaters. Therefore, there is no clearcut
answer to the question of how much, if anything, the Game and Fish Fund
should contribute to access development. What is clear is that federal law
does not require additional expenditures from the Game and Fish Fund.
Given the history of access financing in the state, the Legislature may want to
reconsider the sources of access funding.

FUND STATUS

The Game and Fish Fund is a separate dedicated fund in the State Treasury.
The revenues accruing to the fund must be expended on the activities of the
Division of Fish and Wildlife and the Division of Enforcement. Any end-of-
year balance of funds is carried forward into the next fiscal year. This carry-
over plays an important part in the financing of game and fish activities.
Because license fees are set by statute, the fees are not normally changed
every year. Instead, a fund balance is used to provide a cushion that can be
spent down between fee increases.

Historical Fund Balance

The license fees that make up the fund balance have typically been raised in
every third biennial budget cycle, or every six years. The first biennium after
license fees are raised there is usually a healthy fund balance that is slowly
drawn down over the next two bienniums, necessitating a new fee increase.
Figure 23 shows the fund balances at the end of each fiscal year since 1975.

The historical cycle of raising license fees every third biennium broke down in
the 1980s. The Game and Fish Fund ran a deficit for the five-year period

1982 through 1986. That is, expenditures exceeded revenues and the fund bal-
ance was depleted from over $6 million to an unrestricted balance of $10,000
in 1986.

The fund balance decline is partially attributable to the normal cycle of raising
license fees every six years, with a declining balance in between fee increases.
In addition, expenditure items have been added to the fund. As we have seen,
payments to the Leech Lake Indian Reservation began in 1981, and the pro-
portion of the Enforcement Division’s budget financed from the fund jumped
from 58 percent to over 80 percent in 1982. These additional expenditures
have helped draw down the fund balance much sooner than otherwise would
have been the case.” In fact, had it not been for the passage of a fishing li-

23 A 1986 report by our office on Fish Management as well as a 1988 report by the Department of
Administration’s Management Analysis Division detail these problems.
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Figure 23: Game and Fish Fund Balance,
FY 1975-90

Millions of Dollars
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Source: DNR budgetary fund statements.

cense surcharge in 1983, the Game and Fish Fund would have been in even
more difficulty.?

As a result, DNR sought fee increases in 1985, 1986, and 1989. Part of the dif-
ficulty in managing the fund’s finances has to do with timing differences be-
tween the state and federal fiscal years, legislative sessions, and DNR license
years. When the Legislature passes a fee increase, the full revenue increase is
not seen until two fiscal years later. This complicates the job of projecting fu-
ture fund balances as we shall see in the next section.

Current and Projected Fund Balances

As the result of the various license fee increases since 1985, the fund balance
at the end of fiscal year 1991 is estimated to be about $6.5 million, with $.4 mil-
lion restricted for use on wildlife acquisition land projects. As the result of
1989 legislation, the Department of Finance is now required to prepare a six-
year fund statement projection for the Legislature. However, the projection
has actually been prepared by DNR. Figure 24 sets forth the department’s
projections of fund balances for fiscal years 1991 to 1997. As one can see,
DNR projects that the unrestricted fund balance will be ($2.9 million) in fiscal
year 1996. The department’s projection assumes three percent inflation and
legislative approval of $2.4 million in change level requests and $900,000 in li-
cense fee increases during the 1991 legislative session. The projection as-
sumes no budget change level requests in fiscal years 1994-1997.

24 The use of the first funds collected under the fishing license surcharge program is detailed in our 1986
report.
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Figure 24: Projected Game and Fish Fund
Balances, FY 1991-97

Millions of Dollars
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Source: DNR.

We examined the reasonableness of the department’s projections and we con-
clude that, with the following exceptions, the projections are a reasonable esti-
mate of the prospects for the fund in the near term. The potential changes in
the projection that we would note are the contingent liabilities associated with
Fond du Lac and Mille Lacs Bands of Chippewa discussed earlier. Settle-
ments with these bands could potentially add over $700,000 in fund expendi-
tures per year.

On the revenue side, it is likely that federal aid will increase more than DNR
estimates. According to U.S. Fish and Wildlife Service officials, Minnesota’s
apportionment for federal fisheries aid, even without considering inflation,
could be as much as $500,000 higher than estimated by fiscal year 1997. We
estimate federal aid could be as much as $2 million greater than projected. In
addition, the fund will likely benefit from increased restitution payments from
violators of fish and game laws. Division of Enforcement officials estimate
that revenues from restitution payments could amount to as much as $200,000
per year beginning in fiscal year 1992.2

At the same time, we must note that all such projections are inherently
unstable. That is, the projection is very sensitive to changes in the underlying
assumptions. The projection assumes three percent inflation. If inflation is
actually higher during the period, and if salary settlements and other expendi-
tures reflect the higher inflation, the fund could require revenue enhance-
ments or expenditure reductions much sooner than 1996. For example, if

25 This increase results from a new statute, Minn. Stat. §97A.341 passed in 1989 that allows the court to re-
quire restitution for taking wild animals illegally. The department is currently conducting rulemaking that
will prescribe values for different forms of animal and fish life.
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inflation were actually 5 percent in fiscal years 1994-96, the fund balance
would be negative in fiscal 1995.

FINANCIAL MANAGEMENT OF THE FUND

We were asked to review the Game and Fish Fund in part because of concern
that DNR might be expending game and fish funds on DNR activities un-
related to the fund’s purpose.

Our financial auditors tested expenditures and transfers from the Game and
Fish Fund accounts and found that the expenditures were made in confor-
mance with financial controls required by state statutes. In short:

¢ We did not find any evidence that DNR was spending Game and Fish
Fund money on unallowed department activities.

The only exception to this was the department paying unemployment compen-
sation from the Game and Fish Fund to several employees whose salary had
been paid from other funds. The department has stated that it will change

this practice. In general, we found that expenditures were appropriately re-
viewed before being paid by the Financial Management Bureau.

Our 1986 program evaluation and previous financial audit reports had noted
problems in the administration of federal aid. Specifically, our previous re-
port found that DNR was not submitting reimbursement requests often
enough and it did not have a letter of credit arrangement with the U.S. Fish
and Wildlife Service. This slowed reimbursement and lessened investment in-
come. We were also concerned with the department’s ability to adequately
track and control the accrual of costs allowable for reimbursement.

‘We found in this review that:

@ The administration of federal aid had improved dramatically as a
result of the implementation of a new cost accounting system and
changes in DNR’s procedures.

DNR is now able to bill the USFWS immediately after each pay period for

the portion of federal aid earned during the previous period. The U.S. Fish
and Wildlife Service has given DNR approval to be reimbursed by wire trans-
fer. The wire transfer cuts several months from the time required for reimbur-
sement and thus allows increased interest income for the fund.

We found that sufficient budgetary and financial control exists over the fund.
That is, the fund is subject to the appropriations and budgetary control pro-
cess, is accounted for by the Statewide Accounting System, has allocations and
expenditures monitored by the Department of Finance, and is audited by the
Legislative Auditor.
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Corrections, forthcoming
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Evaluation reports can be obtained free of charge from the Program Evalua-
tion Division, 122 Veterans Service Building, Saint Paul, Minnesota 55155,

612/296-4708.





