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Fitch Ratings: Texas SB2 May Impact Local Government Ratings
 
 
 
Fitch Ratings-Austin-10 June 2019: Both houses of the Texas legislature recently approved and sent to the
governor Senate Bill 2, which once signed into law will reduce local government control of property tax rate
increases for operations. Fitch Ratings expects this change to negatively impact its assessment of some local
governments' independent revenue raising ability, and that ability is a component of one of Fitch's four key
rating drivers in its U.S. public finance tax-supported rating criteria.  
 
Although Fitch does not expect the law to trigger a significant number of rating actions immediately, given other
core credit strengths, it fundamentally weakens one of the key powers that a government has to control its
financial position and leaves it more vulnerable to weakening if other credit strengths deteriorate. 
 
The maximum property tax rate increase in Texas not subject to petition, currently called the rollback rate, is a
calculated rate that produces an increase in operating tax levy of 8% from the prior year's levy. If local taxing
jurisdictions exceed the rollback rate they are subject to a petition, and, if the petition garners enough
signatures, an election to reduce the rate back to the rollback rate. SB 2 will reduce the rollback rate (now the
'voter approval tax rate') to 3.5% from 8% for local taxing units. SB2 will also require a ratification election
(replacing the current petition process) if any local taxing unit exceeds its voter approval rate.  
 
This requirement excludes junior college districts, hospital districts and taxing entities with very small property
tax rates ($0.025 per $100 of taxable value or less); these entities will continue to have an 8% limit. Separate K-
12 funding legislation includes a tax rate limitation for school districts, which will not change Fitch's assessment
that school districts have minimal revenue-raising ability. The tax rate limitation in SB2 excludes new additions
to tax rolls, allows for banking of unused margin for up to three years, and allows for disaster-related expenses
and certain county criminal justice and hospital expenses. It includes a $500,000 annual allowance for cities
with a population of less than 30,000, which is intended to allow smaller jurisdictions to raise taxes for large
one-time outlays without triggering an election.  
 
In analyzing a local government's revenue framework, Fitch considers the entity's ability to independently
increase operating revenues without voter or other jurisdiction approval. For Texas cities, counties, community
college and special districts, Fitch views the current rollback tax structure as only a potential threat to revenue-
raising ability. A restriction on tax revenue increases would require both a successful petition effort and
subsequent election. Constitutional, statutory and charter tax limits could also restrict revenue-raising ability,
although nearly all of the local governments rated by Fitch are well below them. As a result, Fitch's assessment
for independent revenue-raising ability of Texas cities, counties, community college and special districts is
predominantly at the 'aaa' level.  
 
Once SB2 is signed into law, Fitch will incorporate the lower tax rate limitation in its analytical reviews of rated
Texas local governments affected by the new law. Application of a uniform tax rate limitation will not have the
same effect on all governments. Most local governments retain the ability to increase non-tax revenues (e.g.
fines, service charges and fees). In addition, Fitch considers the amount of tax revenue that can be raised
relative to expected revenue volatility in a typical downturn. The anticipated revenue volatility varies among
taxing entities given their revenue history. Finally, the assessment of independent revenue-raising ability is only



6/11/2019 [ Press Release ] Fitch Ratings: Texas SB2 May Impact Local Government Ratings

https://www.fitchratings.com/site/pr/10078708 2/4

one component of Fitch's analytical framework. The strength or weakness of other considerations (revenue
growth prospects, expenditure flexibility, long-term liability burden, and operating performance) will determine
how much a shift in the revenue-raising ability assessment will affect an entity's overall rating.  
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Managing Director 
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Media Relations: Sandro Scenga, New York, Tel: +1 212 908 0278, Email: sandro.scenga@thefitchgroup.com 
 
Additional information is available on www.fitchratings.com 
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in making other reports (including forecast information), Fitch relies on factual information it receives from
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ratings and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings
and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.  
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001 
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
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rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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