THE TEXAS LEGAGY FUND

MAINTAINING THE AAA RATING

The Comptroller’s office proposes using part of the
Economic Stabilization Fund (ESF) to create a
permanent endowment that would generate new
revenue to address Texas’ pressing long-term
obligations. The proposal would keep a healthy balance
in the ESF and preserve its ability to protect state

finances in times of economic volatility.
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THE ESF THAT EXCEEDS
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* The ESF currently contains
more than $11 billion.

* The corpus of the Texas
Legacy Fund would not be
spent. Instead, it would be
smartly invested, generating
earnings that could total
billions of dollars in future

years.
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State law requires a
“SUFFICIENT BALANCE"

to be kept in the ESF, which

is supported mainly by oil and

gas severance taxes.The

sufficient balance is $7.5 billion

through the 2020-21 biennium.
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Texas Legacy Fund, the
proposal by the Comptroller’s
office would allow the money
that remains in the ESF (the
sufficient balance) to be
invested with the objective of
keeping pace with inflation.



MAINTAINING THE AAA RATING
Employee Retirement System (ERS) / Teacher Retirement System (TRS) TH[ T[XAS L[GAEY FUND

ERS AND TRS FUNDING
THE LEGACY

THE PROBLEM ---- FUND CAN
- The - PROVIDE THE
$20 —————— ACTUARIALLY SOUND .
- - CONTRIBUTION LEVEL ---- _ . difference - NEEDED FUNDS

" WITHOUT TEXAS LEGACY FU B Dbetween what - AND MORE.
DISTRIBUTIONS e - . -- ACTUARIALLY SOUND --- -

is needed -- CONTRIBUTION LEVEL

$15 — WITH TEXAS LEGACY FUND

and what is - DISTRIBUTIONS

provided will
continue to
grow. = : ERS and TRS
actuarially

sound.

STATUTORY
CONTRIBUTIONS
TO ERS AND TRS

IN BILLIONS
IN BILLIONS

) S0 -
2020 2025 2030 2035 2040 2020 2025 2030 2035 2040 2045

Information is based on 8/31/18 valuations

INVESTING THE RAINY DAY FUND

More than three decades ago, the Texas Legislature decided to The Comptroller is proposing an alternative to amassing so much
put aside a portion of state revenue from oil and natural gas tax revenue in the ESF. It calls for creating a special endowment, the
severance taxes to be deposited into the Economic Stabilization Texas Legacy Fund, with part of the ESF balance.
Fund (ESE). This idea wouldn’t reduce the “sufficient balance” that must be kept
The ESF was intended as a hedge against revenue swings due to in the ESF ($7.5 billion for the 2020-21 biennium). That amount
economic downturns, giving the state a “rainy day fund” to would still be readily available to access. It wouldn't affect the
manage its finances in times of trouble. portion of oil and gas revenue dedicated to the State Highway Fund,
either.

But what started as a budget management tool has grown to an

enormous asset to the state. Money in the Texas Legacy Fund would be invested in a way that
1d yield billi f dollars in fut t t the state’

The Comptroller’s recently released Biennial Revenue Estimate cowldyie 1Hions ol doflars In Hilure years to meet the stales

. . long-term obligations.

says that, absent any appropriations by the Legislature, the ESF

balance is expected to be $15.4 billion at the end of the 2020-21 As these charts show, using the money in this way could make both

biennium. Texas’ state employee pension plan and its teachers’ pension plan

tuariall d in a littl th decade.
Most of the ESF simply isn’t being used by the state, and the actuarially sound in a fitle more than a decade

majority of it is invested in a way that in recent years hasn’t even
kept up with inflation. That’s not much better than burying the

money in a hole on the Capitol lawn.
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! Rating agencies cited pensions and over-reliance on oil- and

It makes sense for Texas to wisely invest gas-related revenue for general-purpose spending needs.
o . 2Rating agencies also cited state debt increase.
the billions of dollars it has on hand meet Rating agencies also cited structural imbalance.

these long-term obligations.
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