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Fiscal Background 

 Texas bi-annual budget:  Legislature meets January – 
May of odd numbered years to establish appropriations for 
following 2 years. 

 January 2015: Beginning of 84th Legislative Session 

 State Revenue Collections > Forecast for 4 consecutive 
fiscal years, 2011- 2014 

 2014-15 Estimated Ending Certification Balance = $7.5 
billion (~7.2% of estimated biennial General Revenue 
collections) 

 Numerous proposals for various tax reductions 
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LBB Dynamic Analysis 

Texas Government Code: 

“The (LBB) shall prepare a dynamic fiscal impact statement (DFIS) for 
each bill… that raises or lowers the rate or amount of a tax or fee… (by) 
at least $75 million annually.”  

 

“The DFIS must, based on dynamic scoring principles, project for (a) 
five-year period…  the estimated fiscal and economic impacts of raising 
or lowering the rate or amount of the tax or fee…” 
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REMI Tax PI 
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REMI Budget Calibration 
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REMI Budget Calibration 
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REMI Budget Calibration 
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Tax Reduction Proposals 

Compare equal revenue loss ($2 billion per year) for 4 
proposals: 

 Increase resident homestead exemption for School 
District Property Taxes 

 No state Property Tax 

 State reimburses School Districts for lost revenue 

 Decrease Franchise Tax rate 

 Increase Franchise Tax total revenue exclusion 

 Decrease Sales Tax rate 
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Issue #1: Structural vs Cyclical Surplus 

 REMI economic forecast and budget calibration: August 2014 

 2014 Annualized Q3 Texas GSP ↑ 10.6% 

 Annualized Employment Growth ↑ 3% 

 Oil Prices ≈ $100 bbl; Texas YoY Oil Production ↑ ≈ 600 Mb/d 

 Tax PI predicts Structural Surplus 

 Model Runs on Tax Reductions: February 2015 

 Oil Prices ↓ 50%, Oil Production still growing, but slower pace 

 Effects on Texas economy highly uncertain?  Surplus structural or cyclical? 

 Solution: 

 National Simulation w/ Output declines in Mining Sector and 
Consumer/Business Price declines for Petroleum related products 

 Create “Cyclical Surplus” revenue variable 
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Issue #2: Balanced Budget Requirement 

 Texas has “Pay as You Go” balanced budget requirement 

 Legislature cannot appropriate more General Revenue Related funds than 
Comptroller of Public Accounts forecasts will be available. 

 Not the same as requiring Expenditures ≤ Revenue 

 Legislature can appropriate $ amount of fund balances in Dedicated 
accounts within GR Fund without appropriating the actual fund balances 

 58% of predicted $7.5 billion ending balance = dedicated account balances 

 Tax PI balanced budget feature does not take balances into account. 

 Solution: 

 Create “GR-D Balance” revenue variable (similar to Surplus variable) 

 Allows some level of tax cuts w/o forced spending cuts by Tax PI balanced 
budget feature. 
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Issue # 3: State/Local Budget Interaction 

 No Local Govt. spending/revenue variables in model. 

 Property Tax Reductions:  

 State mandates school districts reduce property taxes 

 State reimburses school districts through school funding formulas 

 Local reimbursement = ↑ State Expenditure 

 However, ∆ Total Education Spending = 0 

 Solution: 

 Create spending variable w/ no link to economic indicators or policy 
variables 

 ↓ Consumer Spending on Imputed rent of owner-occupied housing 

 ↑ Consumer Reallocation by equal amount (some saved, some spent 
in other consumption categories) 
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Issue #4: Alternate Distribution of Benefits 

 Requested comparison: Equal amount of revenue loss for 2 different franchise tax 
reduction proposals. 

Tax benefits of 2 proposals have different distribution across industries, across size 
of firms, and across types of firms (in-state vs. out-of state and corporations vs 
partnerships vs sole props). 

 Increase “no tax due” threshold from $1 million total revenue 

 All of $ tax benefit to small, mostly in-state taxpayers 

 Decrease franchise tax rate 

 Most of $ tax benefit to large multi-state firms 

 Tax PI: no ability to model alternate distributions of a tax reduction. 

 Solution: 

 Create sales and franchise revenue variables for each NAICS industry 

 Use distribution of franchise tax paid by industry size to proportionally allocate 
tax benefits 
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Contact 
Kevin Kavanaugh 

kevin.kavanaugh@lbb.state.tx.us 
512.463.9205 
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