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The Issue
Oil and natural gas production may have recently slowed, but the more productive wells remain online as production has not declined as much as expected through mid-2016. For several years, the oil and gas production boom
contributed to a large increase in severance taxes that primarily fund the Economic Stabilization Fund (ESF).
The ESF is broadly considered the state’s “rainy day fund” or “savings account” that was put in place with passage
of a constitutional amendment in 1988. The ballot language that Texans approved was “The constitutional amendment establishing an economic stabilization fund in the state treasury to be used to offset unforeseen shortfalls in revenue.” However, there is no
language in the constitution or statute identifying a specific purpose for the ESF. Regardless, the ballot language sold to Texas seems
to be clear that this money is to fill unexpected revenue shortfalls. More clarity of the purpose of the fund is warranted.
Recently, the ESF balance has been used to fund various expenditures. The constitution requires a three-fifths vote in each house to
close a revenue gap and a two-thirds vote in each house to use it for any other reason. In 2013, $1.8 billion in ESF dollars were appropriated to fully fund education in the 2012-13 biennium. Texans approved amendments in 2013 to take $2 billion from the ESF
to pay for water projects and in 2014 that directed a portion of severance taxes to the State Highway Fund (SHF) instead of going
in the ESF. According to the latest provision, a committee determined the ESF minimum balance to be $7 billion in 2015, allowing
for $1.7 billion to be transferred to the SHF.
Despite these one-time and ongoing expenditures of severance taxes accumulating in the ESF, the Texas Comptroller projects that
the ESF balance will increase 23% to $10.4 billion at the end of the 2016-17 budget cycle. Considering that the ESF balance cannot
exceed 10% of general revenue funds excluding interest and investment income in the previous budget cycle, the cap this period
is $16.2 billion. The chart below shows that ESF dollars are likely to rise to the largest cap share of 64% compared with only 14% at
the end of the 2006-07 period.
It is critical that lawmakers understand that this is a one-time resource to the state. If this money is spent each session, the ESF
will quickly dwindle and the state’s credit rating will be at risk, particularly if the amount goes below 5% of general revenue-related funds.
Given a potentially tight budget next session, there will be calls
to use ESF dollars as the amount grows larger. Using one-time
funds to pay for ongoing expenditures only delays needed difficult
decisions that should be made with general revenue funds, while
simultaneously depleting one-time funds that should be used for
future emergencies, budget stabilization, or tax relief.

Oil and Natural Gas Production Tax Revenues
Reach Closer to the ESF Cap

Put differently, no reasonable person would advise a household
who is spending more than their monthly income to tap their
savings account to pay for a lifestyle beyond their means. If we
wouldn’t advise that for a family, then why would we collectively,
as a state, advise that for our government?
Source: Legislative Budget Board
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The Facts
• The rainy day fund is expected to grow by $2 billion by the end of FY 2017.
• If the fund reaches $10.4 billion as projected, the ending balance would be a record high and reach closer to the cap of $16.2
billion.
• Using one-time funds to pay for ongoing expenses is poor public policy.

Recommendations
• Determine the desired purpose of the ESF and put it in law. Ideally, the ESF balance should be spent only on stabilizing the
budget or tax relief; not on ongoing expenses.
• One option would be to create a fund to place excess ESF dollars or savings from budget cuts to return dollars to taxpayers by
temporarily lowering the state’s sales tax rate (Sales Tax Reduction (STaR) Fund).
• At a minimum, lawmakers should preserve an ESF balance equal to 5% of the general revenue-related funds each budget cycle
but should consider conservative options, especially tax relief, with the rest.
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