Policy Note ﬁ
NUTMEG E&F and PET Tax Revenue — FY24 .. rounsend crou

Summary: CT Budget Agencies Miss Again by Another Huge Margin.

OPM and OFA released a new Consensus Revenue Forecast (CRF) on April 30". The CRF
revealed another huge miss on tax revenue from Estimates & Finals (E&F) and the Pass-
Through Entity Tax (PET), repeating the big miss last year in fiscal 2023. This Note analyzes
CRFs over the course of FY2023 and FY 2024; see in Attachment 1.

1. Back-to-back offsetting misses in FY 2024 and FY 2023.
a. InFY 2024, CRF was low by $645 million (net).
b. In FY 2023, CRF was high by $500 million (net).
c. Highlighted in yellow within red box on Attachment 1.
d. Huge adjustments with only 2 months remaining in these two fiscal years.
e. Huge adjustments almost 3 months after start of budget sessions in February.
2. The huge misses are an inevitable function of a flawed CRF Forecasting regime:
a. Budget agencies rely upon “data points that will provide us an evidence-based input
to change our estimates,” per OPM. They should not be “evidence-based.”
b. Instead, stock market performance is best predictor of E&F / PET tax revenue.
c. January CRF should reflect stock market results in the calendar year just closed, not
YTD data as to E&F and PET tax receipts.
d. Mid-January CRF should be rescheduled two weeks to encompass initial results from
the mid-January filing of the last of 4 E&F filings each annual tax cycle.
e. Better estimates are critical to better state budgeting starting in early February.
f. InFY 2023, OPM left unchanged its E&F/PET estimate as late as 4/20/23.
g. In FY 2024, CRF was reduced based on YTD data before April, making 4/30/24
revision of CRF that much larger. See light green highlight in green box on Att. 1.
3. Budget agencies flip-flopped on long-term forecasts too.
a. InFY 2024, 4/30 CRF added $1.8 billion (net) to 4 years of FY25 to FY28.
b. In FY 2023, 5/1 CRF removed $1.5 billion (net) from 3 years of FY24 to FY26.
c. Highlighted in light red within red box on Attachment 1.
4. CRF in April 2024 increased E&F projection for FY24-FY25-FY26 by $1.0 billion,
as highlighted in light blue in blue box on Attachment 1.
5. Without explanation, budget agencies added an extra year to long-term forecast.
a. 4/30/24 CRF adjusted FY24 and projected FY25 to FY28 — 4 years.
b. 5/01/23 CRF adjusted FY23 and projected FY24 to FY26 — 3 years.
6. Budget agencies do not disclose assumptions underlying their CRF forecasts.
7. Budget agencies (and Volatility Cap law) focus on gross E&F and PET tax revenue and
ignore large totals of refunds of E&F and PET taxes paid.
a. In FY 2024, E&F and PET refunds totaled $1.8 billion, YTD through April.
b. In FY 2023, E&F and PET refunds totaled $1.8 billion.
c. InFY 2022, E&F and PET refunds totaled $1.5 billion.
d. Numbers on Attachment 1 are net revenue receipts, not gross receipts.
8. This Note incorporates by reference NRI-Townsend studies of Mar. 14, 2024 & Mar. 2023.
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