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ABOUT TCCRI TASK FORCES

The Texas Conservative Coalition Research Institute's Task Forces are the batkib®ne
Institute's research and education efforts. Based on the conservative principles of limited

A2OSNYYSYy(Gs AYRAGARdzZ t ftAOSNIASEE FTNBS Syi|SN

Forces develop legislative leaders and sound public pokasilly bringing together legislators,
experts, industry leaders, and stakeholders in a unique forum that fosters discussion and
debate among public and private sector leaders. This approach has proven to be very
successful.

THE200910 STATE BUDGEASKH-ORCE
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chaired by State Senator Tommy WilliamsT{fe Woodlands) and State Representative Warren
Chisum (FPampa). The Task Force was convened to offer conserbattiget ideas for the
201213 biennium.

This report summarizes the work of the Task Force, presenting both the philosophical and
practical case for a balanced budget that does not raise taxes, as well as range of potential
budget reforms that will enabliegislators to achieve that goal. Delivering state services more
effectively and efficiently, and ensuring that the state is focused on its core responsibilities are
the bases on which the Task Force undertook its work.

The budget proposals presented ihis document are neither alinclusive nor exhaustive but
are simply intended to illustrate that the 20223 general revenue budget can be balanced
without raising taxes. This report is just a startiqgpint: The Task Force expects that the

Senate Finane Committee and the House Appropriations Committee will advance many
revenue saving options that are not contemplated by this report in pursuit of the goal of
balancing the budget without raising taxes.
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1. Balancing the Budget Without Riaig Taxes

The 201213 State Budget in Perspective

On January 10, 2011, the Texas Comptroller of Public Accounts anndhacedenue estimate for the
201213 biennium. The projection estimates that the state will have $77.3 billion in general revenue
available for appropriation. However, a $4.3 billion shortfall is also estimated for the current-{2010
biennium and the state will deposit around $800 million into the Economic Stabilization (Rainy Day) Fund,
leaving a net general revenue amountfor2ako 2F PTH ®H OAf f A2y dor200XKS / %
the state can expect to have $72.2 billion in funds available for gepargbse spendingThis represents a
2.9 percent decrease from the corresponding amount of funds available for?Dg'0

It is the second time that Texas legislators have been faced wgigmaral revenueshortfall in the past
decade, and this shortfall must be addressed in the same yaygducingspending andvithout raising

taxes. Balancing the budget without raigj taxes is both possible and imperatteereduce the footprint of
government in TexasWhile the budget shortfall that must be addressed is just a temporary problem, the
liberal policy approach of raising taxes would damage the economy of the stagetaiincreases are
economically undesirable and typically end up being permanent shifts in state policy.

In the 2011 legislative session, conservativas not onlycarefully andneaningfully reduce state spending
to balance the 20143 state budget, bualso to effect longerm costsaving reforms that reaffirm Texas'
commitment to prosperity, economic growth, aschall, effective government

The projected budget shortfallemands thategislatoramakesignificantchangego extraneous programs

that are outside the core mission afjenciesand enacicostsaving measures and reductioimsthe public
sector workforce to prevent lorterm fiscal insolvency as a result of too many people relying on taxpayers
for a salary and retirement benefits

Texas is @il-positioned to address the shortfall because of the budggting measures that were
undertaken in 2003, when the state met a $7.4 billion shortféthout raising taxes As a result of these
Odziaz ¢ SEI &aQ isahaBS peicéhRgdBsite gediefllrdvdnuthan that ofmany other
states (notably lllinoiand Nevadd), taxes remain relatively lothough property taxes are much too high)
and the state's business climatethe best in the nationOther states are taking a decidedlyferent
approach and will suffer as a consequentiinois, for instance, is increasing its state income tax by 67

percent and the state corporation tax by 45 percent in response to its 51 pestatietbudget shortfall.

In addition to concerns aboit KS adl 4§ SQa SO2y 2 Yitingthe Rudgetmugalgcdbaian Of
imperative so that the state can retain some revenue in reserve for the future: for exaaggieding to
estimates from the Texas Health and Human Service Commigsiolledicad expansion requiretly

t NB & A RS y fedetaldhéalhcapaitiative will cost Texaat leastan additional $27 billion in state

general revenu®ver the next ten yearandeed, many costs can not yet be estimated since federal
regulationsasaresl@ ¥ G h ol YI Ol NB ¢ Changifly thé Boiirseoffovedime@dwill help
prepare the state for th@egativeimpact of federal health canmandates and regulatiorsver the next

decade.
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A Structural Deficit or a Spending Problem?

Liberal advocacgroupsinvariablyargue that the state must raise taxes in order to close what they refer
toasad & 0 NHzO G dzNJ f ¢ 6 dzR 3 SdiCeried for Pibic Palicy Prdatidl) aguésitiiat: y O S

Unfortunately, Texas is a letax state with a structural dBBA OA G @ hdzNJ adF 6SQa Y
tax, is primarily a tax on goods, but increasingly Texas businesses sell services. Consequently,
even when our economy grows, Texas nonetheless struggles to fund an inadequate budget. In
2006, the state made its stetural deficit worse by pledging to pay for a local school property

tax cut.'

Similarly, the House Select Committee on Federal Economic Stabilization Funding, chiareteby

Rep. Jim Dunnaif>-Waco) issued a report during the &1 egislature that alsblamed the school
RAAGNAROG LINBLISNIie GFE NBtAST Syl OGSR Ay wunnc ¥F2
NEGBSydzSa FYyGAOALI GSR FNBY (KS wnnc LINRPLISNIe& G H

Even if there is a structurakficit, singling out property tax relief as the sole cause is disingenuous for
two reasons: Unlike most spending, property tax relief was a legal and financial imperative. Also, the
Legislature enacted and funded property tax relief just as it enactuants a vast array of other
programs. It can be

more reasonably 90 -
argued that growth in 80 -
health and human

services programsr

the number of stateand 60 -
public education

Available Revenue 2000 - 2013

70 ~

w
S 50 -
employeeshas created =
g 4 40 -
the deficit v
30 -
In other words, there 20
are two sides to a
shortfall: spending and 10
revenue. Increased tax 0 , , , , , ,
receipts accruing from 2000-01 2002-03 2004-05 2006-07 2008-09 2010-11 2012-13

economic growth, or
cutting state

expenditureswould immediately address the expected state budget shortfall. Indeed, Article IlI,
{SOGA2Y nopl 2F GKS ¢SEIl & /rdpyation ih éxdedsiofxhé caShsafid- 0 f A & K
FYGAOALI SR NB@SyYydzS 2F (GKS FTdzyRa FTNRBY ¢KAOK adz0

Sources: Texas Comptroller of Public Accounts and Legislative Budget Board.

A glance at several areas of the budget underscores this point.
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Health and Human Services

Totalunadjusted health and human servicgsending has increased 108rpent from $16.0 billion in
1999 to$33.5 billion in 2009 Within the health and human services budget, the creation of the

| KAt RNBy Qa | S|t K ibyoa7dzdslcrgaies a iew®ridingloMigatioh forlthe étate
that exceeded $1.1 billiomithe 201011 biennium. Under the auspices of CHIP, a range of programs
funded in part by general revenue were also creatadluding Immigrant Child Health Insurance at
$34.4 million in 20141, Perinatal Serviceg $577.5 million in 20101, and the &hool Employee
Children Insurance Program at $35.3 million in 2010

Significant spending increases in the Texas Medicaid SALARIE & WAGES
Erogram havalsocontributed 'to the overall increase AS%OF TOTAL

in the health and h.uma.n services budggt. .Over the RANKING STATE STATSPENDING
past decade, the bienniabst of the Medicaid

program has soared from $23 billion to more than 10 N. Carolina 17.2 percent

$46 billion. To put this into perspective, Texas

Medicaid enrollment has increased by more than 70 14 Virginia 15.8 percent

percent over the past decade, while All Funds
spending on the program has increasedli9p
percent over the same period. 16 Washington  15.6 percent

15 New Jersey 15.7 percent

StateEmployees 22 TEXAS 14.6 percent

In total, the Legislative Budget Board (LBB) reports 34 lllinois 13.7 percent
238,404 state government fulime-equivalent

. . _ 40 Pennsylvania 11.5 percent
positions in FY2010, an almost ten percent increase

from the 218,342 state government FTEs in FY2006 41 Florida 11.4 percent
Expanded public employment, both at the state leve 42 Ohio 11.3 percent
and school district levels, creates an additional strai _
on the state budget particularly when longerm 43 Arizona 11.1 percent
benefit obllg.atlons are incurred. While Texas is low~* 45 California 10.9 percent
than the national average at 122 empl@seper
10,000 population, the state hashigherrate of 46 Massachusetts 10.9 percent
state employees than several other large states,
including California (106 per 10,000), Florida (104 p 47 New York 10.6 percent
10,000), and lllinois (97 per 10,080)Specifically, 48 Georgia 10.3 percent
Texas has:

49 Michigan 10.2 percent

€ 14 public hospital FTE pasits per 10,000

population, which is more than Florida (2 FTE

! 1t should be noted that the Texas Workfer€ommission (TWC) reports a considerably higher number of state
employees than does the Legislative Budget Board. TWC figures ingii&6®0state government employees,
which is 60 percent higher than the LBB estimate.

11




positions per 10,000); Georgia (7 FTE positions per 10,000); lllinois (8 FTE positions per 10,000); and
Pennsylvania (10 FTE positions per 10,000).

M

10 public welfare FTE positions per 10,00Qudation, which is more than: California (1 FTE position
per 10,000); New York (3 FTE positions per 10,000); and, Ohio (3 FTE positions per 10,000).

(o]

46 higher education FTE positions per 10,000 population, which is more than New York (26 FTE
positions perl0,000); Florida (31 FTE positions per 10,000); and, New Jersey (36 FTE positions per
10,000).

Texas spends a relatively high proportion of its state buddet.6 percent; on employee salaries and
wages. This places Texas ahead of many,largktradii A 2 y I f f & & @dmilz&ed statgsR £ | 6 2|NJ
including lllinois, Pennsylvania, Massachusetts, New York, Michigan, and California. According to the
Legislative Budget BoardBBX & ¢ SEI & a LISy Ra ySINIé& mp LISNOSyid 47
and wages, which ranks it twentyecond among the 50 states and fifth among the 15 rpagiulous
adlrasSaong

Public Education Employment

LBB also reports that among the 15 mpspulous states, Texas has the highest per capita number of
state and local governmemmployees in elementary and secondary schdolexas has 273 school
employees per 10,000 population, while California has 193, Florida just 184, and New York 252

¢KS aAl S IyR 02ad 2F FRYAYAAUGNI GA2Yy ImaRo piaczd 2 NI
strain on the state budget despite adding little or no value to the essential functions of a school:

teaching and learning. Administrative spending, no matter how important to the management and
operation of a school, diverts resourcesrfrezlassroom instruction and also grows the cost of education
while not contributingto improvededucational outcomes.

Teacherarethe essentiakore of the educational system, yet they currently account for barely half of
all public school system emplog®
200708 SCHOOL DISTRICT STAFF & SALARIES BY CATEGORY

CATEGORY FTEs of Total FTE« Av. SALARY TOTAL SALARY

Teachers 327,663 50.7% $48,334 $15,837,263,442
Campus Administrators 18,325 2.8% $69,447 $ 1,272,616,275
Central Administrators 6,672 1.0% $86,342 $ 576,073,824
Professional Support 54,476 8.4% $56,563 $ 3,081,325,988
Educational Aides 62,460 9.7% $18,319 $ 1,144,204,740
Auxiliary Staff 177,220 27.4% $22,238 $ 3,941,018,360

TOTAL: 646,815 100.0% $39,969 $25,852,502,629

Source: TexaEducation Agency, Pocket Edition, 2008
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To put these figures into perspective, Texas school districts have one employee for every 7.3 students,
and one classroom teacher for every 14.3 students. Both of these figures stand in stark contrast to the
22:1 teacher/student ratio that is mandated for all classes in kindergarten through the fourth grade.

¢tKS &A1 S IyR 02ai 2F FRYAYAAUNIGA2Yy FyR adzZJLi2 NI ¥
reduced ¢ KS 2NHLIFYAT I GA2Y ofdystenSvith niofe thaddz@®®0school3iRtdz andl A
8,300 separate campusggeates unnecessary levels of bureaucracy that must be redoeeause
administrative spending, ho matter how importaits advocates claim tb be tothe management and
operation of a school, diverts resources from classroom instrucspecifically teacher payf the Texas
public education system were a private company, it would be the fifth largest in the world by employee
count. LG A& I f&a2 62 NIlK edugatioh gyemih&simidre @mpleykes Ban ddny 6f A O
' YSNROIFQa fFNHSAG O2N1LRN)I GA2yasx AyOf dzRPatiardl . da|dz
and AT&T.

This is illustrated in the following table, which shows where the Texas public school systéarfall in
a list of the largest private employers in the world as compile&dryunemagazine:

¢19 2hw[5Q{ [!wD9{¢ 9at[h,9w{ 06! b5 ¢19 ¢9f !

Walmart Stores 2,100,000
China National Pebteum 1,618,393
State Grid Corporation of China 1,537,000
United States Postal Service* 765,088
TEXAS SCHOOL DISTKICTS 646,815
Sinopec (China Petrochemical Corp.) 639,690
Carrefour Group (French Grocery Chain) 495,287
Hon Hai Precisiomdlustry/FoxConn Tech. Group 486,000
Gazprom 456,000
Deutsche Post 451,515

Source: Fortune Magazine, Top Companies: Biggest Employers, July 2009.
*Fortuneincludes USPS because it is a revegererating entity, although not technically a privaterquany.
#Not included byFortune figure supplied by TEA.

Human services and the public sector workfone&e grown to a pointhat they are the cause of the
current budget problem afflicting the state

Contrasting Texas' budget with that of two otheatsts-- California and New Jerseyunderscores that
different fiscal philosophies meaningfully impact a state's economicclima8 E 8 Q 6 dzR3ISG Oqzi a
and 2005 set the stage for a sustained period of fiscal stability. In contrast, the growthfoACF 2 Ny A | QJa
state budget is entirely attributable to the growth of government and the public sector in the Golden

State. The spending reduction observable in 2010 when the budget was cut by a nominal $30 billion
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was achieved throughoth spendingcuts andtax increases, a failed formula that will continue to impair
I FEATF2NYALFI QA FoAfAdGe (G2 NBO2GSNI SO2y2YAOlLffeod

According to the California Budget Project, the .
2010 budget was projected to raise $11.3 bhillion
by: 140 -

California Annual Spending (2002-2010)

120 |

1 Increasing the state sales tax by one 100 |
percentage point (a $4.5 billion tax hike); |

1 Increasing the state personal income tax by~
one quarter percentage point (a $3.7 billion

illions

80

take hike);
1 Increasing the vehicle license fee from 0.65
e o -
percent to 115 percent (a $17 bllllon tax 2002 2003 2004 2005 2006 2007 2008 2009 2010
h | ke) ; and y Source: State of California, Senate Committee on Budqet & Fiscal Review.

1 Reducing certaipersonal income tax credits (a $1.4 billion tax hike).

TheSan Francisco Chronisleccinctly points out the negative impact that these tax hikes will have:

Californians will pay more to shop, to drive their cars and simply to live in the Golden State
under a new budget to be signed by Gov. Arnold Schwarzenegger today that raises $12.8 billion
in new taxes

California provides clear evidence that raising tageunterproductivewhen the objective is to
oFLtlyOS | 0dzRISG D g3 Qs 2MIHRA @B A L AIAaNB IR &I SLINB/2
increases, revenue will not meet the projections:

General Fund taxes have been somewhat softer than expected. Based on our analysis of current
and expected economic and revenue trends, we expeat @eneral Fund revenues and
0N yAFTSNR oAt f ocBOXH. lyllibmless thah budigetgd). Ay H AN @

The projection should reinforce the resolve of lawmakers in Texas to balance the state budget without
raising taxes/ I £ A F2 NI A I Q ashafply fith thieNaBdgedtday wiasiginadiingo lawn 2010by
New Jersey Governor Chris Christie (Rje Economist dzY Yl NAT S$& D2@0d / KNR &G A S

State spending jumped nearly 50% from 2002 to 2008. Local spending has risen 69% since 2001.
Accord/y 3 G2 ! YSNAOlIyYya F2NJ ¢FE wSF2NX¥I | 02y &SN
pp: fSaa adAydzZ dza aLISYyRAYy3I ((KFy GKAA @Sl NRA&(

After months of political wrestling with the Democradntrolled legislature, Mr. Christie has

emerged with abudgetveryzla S (2 (GKS 2yS KS LINRLR aSBROMAY al

from school aid and nearly half a billion from aid to cities.

Sending in New Jersey is depicted in thart on the following page D2@® / KNRA&aGASQA
represented by the righinostbar. It is worth noting that from the spending high achieved in 2008, the
most recent New Jersey budget cut spending back to 2006 levels: if Texas can do the same in 2011, the
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Legislature will comfdably balance the state budgeb S ¢ WS NA S &nfpeessivedzRc8o8ding th &
the Office of Management and Budget, some of the key features of the 2011 budget ificlude

Education

1 Lowering general fund aid to school districts.

1 Lowering school lunch assistance and school breakfast assistance spending.
1 Reducd appropriations to community colleges.

1 Reduced appropriations to the Educational Opportunity Fund Program.

Health and Human Services
40 New Jersey Annual Spending (2002-2011)
1 Reduced appropriations to the
Department of Human Services.
T 9t AYAYIlIGA2Y 280 88 NAFdza aOF N
the way governmentexvices are 2 |
provided to needy populations, such a%
those with chronic diseases. 57
1 Reduced appropriations to the 10 4
Department of Children and Families. 5
1 Reduced appropriations to AIDS drug o
distribution programs.

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Source: State of New Jersey, Department of the Treasury.
Welfare Programs
§ Elimination of cash assistanaeabled 2 RA SR aAy3t Sa IyR OKAf Rf Saa
FaaAadlyOSe &adzllll2 NI @
1 Reducing the State Rental Assistance Program appropriations (which supplement federal Section 8
housing assistance).

d

bS¢ WSNESE QA 0dzR3I S NIBs insphdidn SoPcONESwitives in ddsas dife RuiccasS NI

of the 200405 budget can be repeated and the political climate for shrinking the size of the public
sector andeforming governmenhasneverbeen stronger.
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2. How to Get There From Here: Aiddrint for a Balanced Budget

Overview

¢ KS / 2YLI NBf t the\B2anial I RBMRNRESHStImALE that theystate will have $72.2 billion in
General Revenue funds during the 2612 biennium means that legislators will haveréaluce and
reform the statebudgetin order to avoid raising taxes while keeping the state on a sound fiscal footing.

Balancing the budget without raising taxes is a task that requires tough decisions to be made. In making
these decisions, thereraseveral guiding principles thatill help ensure that the state can continue to

meet its obligations to schodhildren, themedicallyuninsured and the indigent, as well asher groups

who are dependent on the assistance of their fellow Texahkis reporturges legislators to mak&vo
fundamental choices: 1) hGose classroom instruction ovedecational bureaucracy; 2)hGose

a2t Sy 0e 27F ¢ SEI & QgMelhdkide byNiaking ehéngdsothumiah serSice 8pendifigi
wherever permitted by federal layand to continue to pess for program flexibilityThe human services
status quo confronts every state with impending bankruptcy: the status quo cannot stand.

Reducingoureaucracyis the startingpoint for the TCCRk lueprint for aBalancedBudget. Reducing
bureaucracyhelps the state meet its budget shortfall without negatively impacting its core
constitutionalresponsibilities such gwovidingpublic educationpuilding and maintaining a system of
transportation and maintaining lavenforcementandjustice For instace, this report recommends
stripping away layers of bureaucracy in the public education system in order to help balance the state
budget. Thesehangesan be achieved without impacting classroom instruction or cutting teacher

salaries.

_ _ GENERAL REVENUE FUNDS
While the stateundoubtedly requires a large 2010-11 BIENNIUM

number of employees to administer even its core

. . . .. INMILLIONS TOTAL = $80,614.2 MILLION
functions, keeping this number as low and efficient s
as possible is paramounEvery state employee Business and Regulatory
entails an additional fiscal burden for state Economic Development 9118 (0-4%) »

. . $586.8 (0.7%) General Provisions
tax.payersglven the generous my !ongewty pay, A (0.7%) ———— §2.1 (<0.1%)
retirement benefits, health and life insurance, and Natural The Ledisl

. . Resources gislature
overtime pay to which almost every state employee  pyblic Safety and 55751 (1.1%)= [I—"5354.3 (0.4%)
is entitled. It is these costs that grow without regard  Criminal Justice General Government
to the level or quality of service provided to Texans 6302 (10.7%) §2,442.9 (3.0%)
whichmust be curtailedoth in order to balance the »

_ - The Judiciary Health and

pudget without raising taxes, and to keep the state $437.8 (0.5%) Homan Services
fiscally sound for years to come. $24,413.6 (30.3%)
All of this is not to say that no programs or services Education
will be untouched there has been a massive and $48,942.9 (60.7%)

unsustainable expansion of the rolétbe state
government over recent decades. Many programs _ . o
. NoTe: Figure does not account for the $6,383.3 million reduction in
and agencies, such as county courthouse General Revenue Funds in Article XII; the total of $80,614.2 million
preservation and the Commission on the Artay does make the adjustment.
] . Source: Legislative Budget Board.
serve a useful purpose baan no longer be justified
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because they are natore responsibilities of the stateNo matter how wellintentioned a program is,
the state must live within is meansby focusing on itsonstitutional responsibilities Educating
children and providing health care to those who cannot provide it to themselves must be prioritized
over preserving historic courthouses or subsidizing the arts.

From a practical perspectivehd federal Patient Protection and Affordable Care Act of 2010 (PPACA)
prohibits the state from making any meaningful reductions to the majority of Article 1l spending

(pF NI A Odzf F N @ aSRAOFAR yR GKS / KAfRNByQa | SIfidK
to look primarilyto Article Illto make the necessary reductions in state general revenue spending.

Under Article 1ll, hundreds of millions of dollars directed to programs that do not directly contribute

to classroom instruction, while the higher education system currently benefits from a wide range of

grant programs that must be reduced

If the state had more flexibilitio reduce Article Il spendinghe reductions to Article 11l would not need

to be so severe Indeed,Texans can thank President Obama and tl®ngresded by former House
Speaker Nancy Pelofir the passage of PPACHhichis directly responsible for the massive

reductions that arerequired in other areas of the budget&andparticularly publicand higher

education However, as the charn the preceding pagshows, Article Il accounts for almost 61
percent of the entire general revenue budget, or almost $50 billion ove@i®11 biennium.

Therefore, even if Article 1l spending could be meaningfully reduced, Article 111 would still have to bear
significantreductiors, since it accounts for such a large proportion of the state general revenue budget.

What followsis an overvievof the blueprint for a balanced budget. Please note that the blueprint is
merely intended to make the case that the state budget can be balanced without raisingutalxeeat it
seeks only to reduce natedicated General Revenue expenditures. Dedicageatral Revenue
Accounts are not generaléffected by the reductions discussed in this documeith thenotable
exception of the Texas Enterprise Fuliie TCCRI State Budget Task Force presentgd¢aestions
and reformsaspart of a rangeoptions br legislators as they sk to balance the state budget.

The options presented in this document are neittai-inclusive nor exhaustiveut are simply
intended to illustrate that the 201213 general revenue budget can be balanced without
raising taxes This report is just a starting pointhe Task Force expects that the Senate
Finance Committee and the House Appropriations Committee will advance many revenue
saving options that are not contemplated by this report in pursuit of the goal of balancing the
budget without raising taxes.

The Task Force Wtontinue to updatéhe savings generated by each of the recommendations
throughout the legislativesessiorso that legislators have access to the most current information. Some
of the recommendations coained in the blueprint do not yet have final estimates; the Task Force will
provide these numbers as soon as they are available.

Note: Every effort has been made to ensure that the estimates presented in this document reflect general revenue
savings oer the 201213 biennium. However, each figure is merely an estimate; the Legislative Budget Board
should be consulted for an officjalojectionof the fiscal impact of any policy proposal or item of legislation.
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Blueprint for a Balanced BudgeA Startng Point

Geaeral State WorkforceReductions

$3.157 billion

Alternatives explored or implemented in other states:

State Ageny Hiring Freeze

State Employee Reductions

End State Longevity Pay

10 Percaent Sate Employee Pay Cut

2-Day per mortt State Employee Furlough

Other

Article 1 ¢ General Government

Employee Reement System Cuts
Texas Enterprise Fund

Film and Music Marketing

Other

Article ll¢ Health & Human Services

Deferrals
Managed Care Expansion
Other

Article Il1- Education

Deferrals
NonRenewal of Stimulus Funding
NonTeaching Reductions

$0.496billion
$0.400 billion
$0.323billion
$0.865bhillion
$0.856billion
$0.217billion

$0.462billion

$0.153 billion
$0.210 billioA
$0.066 billion
$0.033 billion

$1.271billion

$0.547 billion
$0.601 billion
$0.122billion

$12.682billion

$1.200 billion
$2.642 billion
$3.250billion

Public Education Productivity Improvements $4.000 billion

Highe Education Administration
Highe Education Grant Pgrams
Other

Other Cuts (Articles VI, VII, & I

$0.266hillion
$0.386billion
$0.938billion

$0.287 billion

TOTAL 20123 GENERAL REVENUE CUTS$17.859billion

Policy Reforms

TOTAL GENERAL REVEREEEUCTIONS

Note: Totals may @t sum due to rounding.

2 This cut would require sweepirige balance of the GRedicated Texas Enterprise Accounbitite General Revenue

Account.
8 Pending revenue estimate by Legislative Budget Board.
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A Blueprint for a Balanced Budget

Cutting State Bureaucraty

The best approaclho reforming government ifo reduce general revenue appropriations to all agencies

of government to achieve a&2% $3billion savingthrough staff eductions and other personnel changes
These changes should Hetermined by agency management to provielgch agency with the

maximum flexibilityto meet its core goals and objectivelt is important to trust state agency leaders to

do this job. In adition, reducing the overall workforceill also maximizemmediate savings to balance

the budget, while also relieving stress on the Employee Retirement Systetime longterm, legislators
should consider enacting a meaningful cap on the number oé €atployees that is based on the
ANRPGOK 2F GKS adlrdadsSQa LRLWAFGA2y PfOAYEFOSE e
grow faster than the population of the state, and state employment should be impacted by
technological changes.

Some of he proposals noted beloysuch as pay reductionsave been proposed and implemented in
other states such as Californiand provide alternfive approachesor supplementsto FTE reductions.

(0.1) ATenPercent Pay Cut for All State Employees GR Saving$0.865billion

Cuttingall state employees' salaries, including highereation employees' salaries, bgn percent
ensures that the state budget can be balanced without ending essaetigicegrovidedto the

neediest TexansAs outlined in the intvduction to this report, the growth of the public sector in Texas
is a driving force behind the current budget shortfall. One of the most effective ways to begin
addressing the shortfall is to reduce compensation paid to state employees.

The $0.86%illion saving figure associated with this reduction is illustrative of the impact that a state
employee pay reduction could have on the state general revenue budget. In practice, it would likely be
ySO0Saal NBE (2 SESY LI -indot&enpl@gds frinksBch & rieductidhQaithaf tigeydd NJ
not become reliant on site programs such as Medicaid CHIRhat would end up costing the state
revenue.

(0.2) A State Agency Hiring Freeze GR Saving: $0.448llion

As noted earlier in this reporf,exashas more full time equivalergtate employeepositionsper capita
than several other large states, includi@alifornia, Florida, andlinois. While Texas is significantly
lower than the national average in terms of full time state employee positidtwsstatespend nearly
15 percent of itsoverall state budget on salaries and wagesiking 22nd in the nation and above
several traditionally "blue" states, including California, New York, Massachubittsés, and
Pennsylvania

Initiating a state gency hiring freeze during the 2013 biennium will address these discrepancies
while helping to balance the state budgethis measure will allow state agencies to keep all current

4 Except where otherwise noted, the savings estimates in this section were provided by the Office ahjiteo@er of Public
Accounts. Recommendations outlined are those of the TCCRI State Budget Task Force alone.
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employees but, through attrition, these state agencies will graduallyesese in size and increase in
efficiency. By requiring all state agencies to fulfill their mission with fewer employees, we ensure that
our state employees are providing the same value as the rest of the ndtiimportant to exclude

the Departmentof Criminal Justice and the Department of Public Safety from a hiring freeze, since these
agencies have a direct impact on the safety of the publhich is a coreonstitutional responsibility

(0.3) End Longevity Pay for All & Employees GR Savig: $0.323billion

Fultime state employees are eligible to receive an additional $20 per month for every two years of
lifetime service credit up to 42 years. This is effectively amerit based bonus which costs state
taxpayers more than¥3million each bienniumand continues to grow without regard to need or
achievement Eliminating all longevity pashould be considexdin any event given that salary
enhancements should never be based on the length of service

(0.4) A State Agency Overtime Freeze GR Saving: $0.04llion

An overtime freeze would underscore the point that the state must live within its means as a result of

the budget shortfall. Agencies should complete their core mission without resorting to overtime, where
possible althoughit would likely be necessary to exempt the Texas Department of Criminal Justice and
the Texas Department of Public Safety because the services they provide directly affect the protection of
the public and enforcementf the law, which is a core respondiity of government

(0.5) Initiate a TwoDay per Month State Eployee Furlough GR Saving: $0.85dllion

While the value of this reduction would be impacted by the other cuts to state employee pay and

benefits recommended in this document, a twlay pe month furloughcould provide additional

savings to the state by reducing employee pay by around five percent and overall payroll costs by almost
ten percent.

(0.6) Offer State Employees Early Retirement GR Saving: $0.021 hillidn

According to the Offie of the Comptroller,he last time Texas faced a major budget deficit, legislators
passed a temporary provision that offered state employees over 55 years of age a lump sum retirement
incentive package equal to 25 percent of the employee's total regaliary. A total of 13,447

employees took advantage of this option.

Investigating a similar early retirement option for the 2612 biennium is necessary given the state's
budget shortfall. Taking advantage of an opportunity to cheaply and permanentigedte state's
workforce on a voluntary basis is something that should not be overlooked: the savings in th#32012

¢ KA A& A gAy3a SadAvYrdS Aa olFaSR 2y (GKS [S3ratrkiagsS . dzR3ASG
similar proposal relad to early retirement for state employees.

22

L2



biennium-- $21 million-- are just a starting point since the state would continue to save money into the
future.

(0.7) Improve State Pocurement Practices GR &ving: $0.15illion

.FaSR 2y (GKS /2YLIWiNRffSNRaE lylrfearaz G4KS adaras
results for recipients of state services and at a lower cost to taxpaysatralizing certain aspecbf

GKS LINPOdzNBYSYyd LINRPOS&aa Ay (GKS /2YLIINRftSNRA hT¥
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ensure that best practices are followed and tlo@timal outcomes are achieved for state taxpayers.

(0.8) Cut Selected Objects of gense by 30 percent Awaiting GR Saving

The Legislative Budget Board categorizes all state spending by "object of expense" codes, derived from
the primary function on with the state revenue is expended. These "objects of expense" cut across all
agencies, ranging from "salaries and wages" and "utilities", to "consumable supplies" and "travel".

Eliminating spending at all agencies on objects of expense sudkvat peiodicals, subscriptions,

plants, fabrics and linens, consumable supplies, and domgdior the 201213 biennium would help
balance the budget without raising taxeendwithout undermining the core functions of state agencies.

Total GR Savings fromulting State Bureaucracgnd Improving Efficiency $3.157 billion

{SSY Galyl3Ay3a GKS / NRaAAA Ay tdofA0 tSyarzyasé:
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Article |: General Governméht
(1.1) ERS HealthSelect and Retiremd?ian Reforms: GR Saving $0.158llion’

A range of cossharing measures are recommended for the health and retirement benefits offered to
state employees through the EmployeediRenent System (ERS). These reforms, which are estimated
to save $18 million in GR over the course of biennium, are detailed specifically below:

(1.1.9 Reduce State Subsidy to Dependent Health Coverage
GR Saving: $0.108 billion
Currently, the site covers 50 percent of each state employee's dependants'
health insurance premiums. By lowering the state's subsidy to 40 percent, the
state saves over $100 million without cutting any employee's direct benefits.

(1.1.b Increase ERS HealthSdal&rimary Care and Speciali€topays
GR Saving: $0.018 billion
Effective 2010, ERS HealthSelect incredlsecprimary care copay from $20 to
$25. The specialist copay was raisehfr$30 to $40. By increasing tgecopays
by another $5 and $10 spectively, the state would save an estimated $18
million in general revenuever the biennium

(2.1.9 Increase ERS HealthSelect Annual Out ofk&b Maximums by 20%
GR Saving: $0.015 billion
Also dfective 2010, ERS HealthSelect increasechtimial employeeout of
pocket maximum fron$1,000 to $2,000. By increasing the maximum
another 20 percento $2,400, the state would sal5 million in general
revenue and general revenue dedicatiethds over the course of the biennium

(2.1.9 Discontinue State Contribution to Employee Life Insurance
GR Saving: $0.012 billion
Life insurance for state employees is a gratuitous benefit that the s@t@ot
continue to subsidize during a budget shortfall when some services and
programs are being cuBy discontinuing thisubsidizationthe statewould save
money andemployees would be required wontribute only $2.20 per month
to continue theirlife insurancepolicy.

(1.1.¢ Increase the Employee Contribution to ERS RetiegmPlans
Awaiting GR Saving
Currently, employees only contribute 6.5 percent to their retirement benefits.
By increasing this contribution to 7 percg@at7.7 percent increasgthe state
could save monewhile maintaining thegenerous retirement bendés offered

6 Except where otherwise noted, the savings estimates in this section were derived from agency legislative appropriations
requests for the 20123 biennium.
’ All estimates under item 1.1 were provided by the Hoypes Retirement System.
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to state employeesHowever, a 7 percent state employee contribution rate
would give Texas one of the highest emplogeatribution rates in the nation.

(2.1.9) Create A $50 Deductible in the ERS HealthSelect Plan
Awaiting GR Saving
TheERS HealthSelect Plan currently has no annual deductible. Establishing a
$50 annual deductible places a minimal burden on state employees while
reducing the state's costs.

(1.2) Abolish the Sta¢ Kids Insurance Program (SKIP) GR Saving $0.014llion

The Legislative Budget Board reports that

During fiscal year 2009, theveere monthly averages of 6,116 employees enrolled in SKIP,
and 10,82&hildren covered by the programemployees who meet certaimcome-eligibility
guidelines pay a reducembst fordependentchild coverage (either $15 per month or $25 per
month) depending on income.

Given the already generous health plan and benefits given to state employees, there is no need to
continue paying almost 100 percent of state emplageildren's insurance premiums, particularly

when the SKIP program provides subsidized coverage to the families of state employees that exceeds
the coverage provided by the CHIP program to the gdrpopulation. This is a doub&andard that

the state can nodnger afford.

(2.3) Suspend GR tthe Texas Commission on the Arts GR Saving $0.001 billion

The Commission's main purpose is to distribute grant money to artists in the state to spur private
donations. It currently has 18 full time employees and persberpenditures reaching $1 nlh. The
dedicated GR from thers Operating Accounis $8.8 million. In this budget cycle, tiismmission
should be able to fulfill itsnission with the fees they colledespite the reduction in general revenue
funding

(1.4) End GR Funding for Historic Courthouse Preservation GR Saving: $0.002 billion

According to the Legislative Budget Board:

After the National Trust for Historic Preservation adde§ E & O2 dzNIi K2 dza $& (2
11 Most EndangereHiistoricPlaces in 1998, the Historic Courthouse Preservimgram was
established in 1999. Through this prograhe Texas Historical Commissimovides matching

grants of up to $6 million toounties statewide for the preservation of their courthous&ne

the program was initiated, $204.5 million has bemmarded to assist with the restoration and
preservation of 7@ourthouses, including 52 full restorations.
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The majority of this program's funding last cycle came from outstanding bonds roughly gob@lin
million. State general revenulinds basic administration of previously funded and ongoing projects.
Moving forward, counties must take responsibility foe administration of this progranThe state's
taxpayers cannot afford toontinue tofund this program through general revenue at a time when many
programs and servisare being reducedFurthermore, preservation of local courthowsie not a core
state responsibility.

(1.5) End GR Fundinigr Regional Grant Assistance GR Saving: $0.005 bdl

The Legislative Budget Board describes the regional grant assistance programs under the purview of the
Office of the Governor as follows:

These grants provide fundirigr state planning assistance for the purposes of coordinating
regional plans and pgrams with local governmentigveraging federal funding assistance, and
assisting locajovernments. Eligibility requirements and the fundfogmula for regional grants
are set forth in the Loc&overnment Code and are primarily populatidrven.

Thesegrants were intended to help local governments. The result, however, is that the state exerts
even more control over local issues that are best handlelbtgl officials This expenditure can no
longer be justified: eliminating this program will allthe stateto save money and local governments to
re-exert their authority over local issues.

(1.6) End GR Appropriation for StatEederal Relations GR Saving: $0.002 billion

The Office of the Governor currently receives an appropriation for gederalrelations. This function

AK2dzf R 6S LISNF2NX¥SR GgAGKAY (GKS 20KSNJ NBaz2dzNDSa
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the federal governmentvithout an additional appropriatiorin the budget.

(1.7) ReduceAppropriations to the Emerging Technology Fu@R Saving: $0.014llion

While the goals of the Emerging Technology Fund are laudaiybeopriations tathe program should be
halvedfor the duration of the 201213 biennium in order to help the state meet its core obligations in
public educationand push toward solvency of Medicaid pending changes in federalPasitioning the
state to be an economicalgompetitive center for emerging ingtries and technologies is a lotaym
goal on which the state can continue to focus in the futuraadire revenue is availablénrough

favorable tax and regulatory policies

{ S S\ Andlysis of Texas Economic Development Incentives 2010h ¥ T KddriptroleFof RuiS
Accounts
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(1.8) SuspendAppropriations tothe Texas Enterprise Fund GR Saving: $0.21illion®

Similar to the Emerging Technology Fund, the Texas Enterprise Fund hasaplaigeattracting
business and jobs to the state. Howewduiring a severe budget shortfall, the state must continue to
focus on its core responsibilities. The $210 million that would be saved comes from-fbed&Rted
Texas Enterprise Fund Account. This money would need to be transferred to the GenerakeReven
Account in order to help balance the state budget.

{ S AN Andlysis of Texas Economic Development Incentiveé 2010h F Te/Canéptrofet of Fuklic
Accounts.

(1.9 End GR Funding for Film and Music Marketing GR Saving: $0.066 billion

Althoughstate-funded film and music marketingrovide a shorterm economic boostcontinuing to

fund these programs during a budget shortfall is a luxury that cannot be affahgigag the 201213

biennium especially since the economic benefit is miniscule congérehe size of the Texas

economy Texas already has a booming music and film industry because of the state's unique
geographic qualities, history, and culture. Combined with Texas' competitive tax structure, these factors
are more than sufficient to gdinue to attract filmmakers and musicians to the state without a state
subsidy.

{ S AN Andlysis of Texas Economic Development Incentiveé 2010h F FA OS 2F G KS [/ 2Y
Accounts

Total Biennial GR Savings from Article | Reductio®3:462billion

® This cut would require sweeping the balance of the[&Rlicated Texas Enterprise Account into the General Revenue
Account. It is the only time dedicated funds are used to help balance the budget in this report.
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Article II: Health and Human Servites

As noted earlier in this report, the federal healthcare reform legislation enacted in 2010 (the Patient
Protection and Affordable Care Acr PPACHprevents states from making eligibility changes to
programssuch as Medicaid and CHIPhe shorisightedness of the authors and advocates of
dObamacaré severely limits the ability of state budgetriters to reduce Article Il spending/hich is

why the reductions listed in this section are considerably lower tieglnictions outlined in Article 1§
Education.

(2.1) Defer Payments GR Savingb0.547billion

In 2003, various éhlth andHuman Servicesprograms were asked to defeertainpaymentsto their
contractorsfor 30 daysthus pushing the payments intbe subsequent bienniumrhis budget cycle,
the state can sav#541 millionby askinghe Health and Human Services Commissiodefer allsimilar
payments until the 20145 biennium.

According to HHSC, these savings would be accrued as follows:

1 $117million from delaying payments for Medicaid HMO services;

1 $72 million from deferring payments to nursing facility service providers;

1 $5.5 million from delaying payments to community centers that serve persons with mental
retardation;

1 $84 million from defering acuteservices payments to pharmacists*

1 $268 million from delaying payments to the HHSC claims administratdmo in turn reimburses
hospitals, physicians, and other medical providers.

*According to HHSC, these services are paid for weekly; T&i€C&tived at an estimated monthly figure by

Ydzt GALX @Ay 3 11 {/ Q& We8efet t6 BHSCHhnd MBS f6iifinabedtimates dzNIb

(2.2) Expand Melicaid Managed Care GR Saving: $0.601 billion

The HHSC LAR for 2e1i2 recommended several expansoof Medicaid Managed Care STAR+PIlus,
including into the South Texas counties that are currently exempted. The proposal also carved dental
services into managed care andad hospital costs into STAR+$nanaged care. Total GR savings
total $600,600,0000r the biennium.

These reforms are critical so that Texas can provide Medicaid services in the most efficient and cost
effective way possibleCounty and serviespecific exemptions from managed care cannot be justified,
particularly when the result ia higher cost to state taxpayers and lowgrality services to Medicaid
recipients.

9 Except where therwise noted, the savings estimates in this section were derived from agency legislative appropriations
requests for the 20143 biennium or from information provided directly to TCCRI by the Health and Human Services
Commission.
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care in the Texas Medicaid pregn and can be viewed online atcri.org/publications/starplus_medicaid. pHf

(2.3) Reduce TANF Welfare to Work Exemptions GR Saving: $0.010 billich

Currently, state law and rules promulgatedthg Health and Human Services Commission exempt
individuals from participation imemporary Assistance for Needy FamiliB&NFwork activities that the
federal Department of Health and Human Services mandates are required to be included in the
calculatian of state performance. Statutory changes related to work participation in TANF programs are
necessary to ensure that everyone receiving TANF aid is deserving of taxpayer support.

(2.4 Cut Selected NotfrederallyRequired MedicaidPrograms GR Saving: $067 billion

The state operates and funds numerous health care and social programs that are not mandated by the
federal government and do not fall under the auspices of the Medicaid progfdrese programs

include: theKidney Health Cargrogram Family RInning Services, Substance Abuse Prevention,

Adoption Services, Foster Care Services, Abstinence Education, Mental Health Services, Texas Families
Together ad Safe, and HIV/STD Prevention.

Qutting funding for these programs is one of the only ways fhatas can meaningfully reduce Article I
spending because the federal government has prohibited significant changes to the Medicaid and CHIP
programs. Medicaid and CHIP eligibility levels and service cannot be reduced by state legislators per
PPACA, whiiclimits the state's ability to enact cesaving measures (the expansion of Medicaid

Managed Care aside). As a result, cutting thesefadarally mandated programs is one of the only
costsaving routes open to legislatars Article 11

(2.5 Pay Hospals According to the Medicaid Fee Schedule GR Saving:($046 billion

Currently, hospitals are reportedly getting reimbursed by the state up to 200 percent of the current
Medicaid rate By reducing this to the federal ratdHSC estimates that théate could save $6.3
million in general revenue over the bienniurim a December 30, 2010 letter, HHSC Executive
Commissioner Tom Suehs noted that:

HHSC has already implemented limiting inpatient hospital reimbursement to related parties to
no more than Medical. By extending that to nerelated parties, an estimated $119.3 million
all funds ($46.3 million general revenue) is projected to be saved over the next biehnium.

The Medicaid fee schedule exists to ensure that hospitals are reimbursed at a stanédiat each
procedure and servicehere is no defensible reason to pay more than this rate simply because hospitals
are able to bill managed care organizations at rates higher than the fee schedule permits.

This general revenudf3dzNBE A& RN} gy FNRY (GKS [ S3rattdrads . dzR3ISG . 21 NRQa
reflective of an updated estimate by any state agency.
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(2.6) Carve Nursing Services into Medicaithnaged Care Awaiting GR Saving

By carving certain nursing services into Medicaid Managed Care, the state catdiignal funds by
providing nursing services in a capitated environment, rather than through théfegervice model.

Total Biennial GFSavings from Article || Reduction$1.271 billion
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Article 11l: Education

Public Educatiori

(3.1) Delay Payments GR Saving: $1@ billion
The Legislative Budget Board notes that in the 208dbiennium:

The Legislature deferred one month of statiE payments to school districts, about $800
million, delaying its delivery to the districts only by a few weeks but pushing costs into the 2006
07 biennium®

A similar approach should be pursued in the 2AB2biennium in order to help balance the stdtedget
without raising taxes Given the public education spending growth that has occurred since-@B0i is
estimated that deferring school district payments again would save around $1.2 billion and that there
would beonly anegligible impact on theperation of school districts.

(3.2) Do Not Renew Stimulus (ARRA) Funding GR Saving: $2.624 billiéh

In the current (201€L1) biennium, school districts received funding via the state resulting from the
federal American Recovery and Reinvestment ACOOBZARRA Schools were told this money would
not be provided in the next budget cyclin an October 2009 letter, Education Commissioner Robert
Scott noted that:

Local Education Agencies (LE#k&)uld construct a solid framework for the use of these-
time funds by thinking both creatively and strategically to provide a strong pathway to
educational succes$[Emphasis added]

Removing this funding is an imperative which should not directly impact the core services offered by
school districts sincehe onetime nature of the funding was made clear at the outseArticle Xll of the
Appropriations Act for 2012011, and reinforced by TEK school districts used orme stimulus

funds for recurring expenditures such as salaries, they did so ifuliHeowledge that these funds

would not be available beyond the 201Q biennium.

(3.3) Improve Public Education Productivity GR Saving:45000 billion

¢ KS / 2 YL NPdpdrtIINTAY FNBOGS V(G | £ f 2 OF (i Mo pfodyctivitzRthe F2 NJ ¢ $

public education system ranked every school district in the state based on how productively they use
0KS Y2ySeé GKIFIG Aa FEtft20GSR G2 GdKSYO® Gt NP RdzO( A
weighted against the amount of money that each ditreceives on a per student basis. As a result of

this report, legislators, school distrg;tand the general public have ready access to a wealth of data
concerning the relative productivity of each school district in the state.

1 Except where otherwise noted, the savings estimates in this section were derived from agesiagivegappropriations
requests for the 20143 biennium or from information provided directly to TCCRI by the Texas Education Agency.
2cssB 1 (81R), the General Appropriations Act for the-2DBlennium.
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There is considerabkcope to save general revenue by using the 206rérked school districts as
models for the operation of every school district in the stalethese districts can produce strong
academic outcomes at less cost than other districts, then all distractgmprove performance while
achievingsignificant financial savings

In concert withimproving productivity, the state should allow school districts more flexibility to run their
own operations by reducing and eliminating state mandates. One of thé pna®inent and costly

state mandates is the 22:1 student to teacher ratio in kindergarten through the fourth gracisording

to the Office of the Comptroller:

alye aoOKz22ft 2FFAOAlIfa 0StASOS (GKS daHmHYostt A
effectively, asserting that classes with up to 25 students can operate without any loss of
instructional effectiveness. Some suggest that the 22:1 requirement be based upon average
class size rather than applying to all classes, giving districte fiedibility to set class size,
allocate resources and limit costs.

Basing the studenrteacher ratio on average class size would permit classes of up to around 25 students
and would save $558 million all funds per year. Adjusted for state geneealue\across a biennium,

this reform would yield savings of around $580 billion in GR over the-28i2ennium.Beyond the

class size mandate, there are dozens of other mandates imposed on school districts; one need only
glance at the Texas AssociatiofoO K2 2f | RYAYAAGNI §2NBEQ hOG206SNI Hn
mandates to get an idea of the scale of the problem. While many mandates may have merit, they also
impose costs on school districts and limit the ability of schools to operate as prodyas/pbssible.
Eliminating mandates both to save money and to give school districts more flexibility is therefore an
imperative.

SeeTexas Comptroller of Public Accounts, "Financial Allocation Study for Texas," online at:
http://www.fastexas.org/

(3.4) ReduceNon-Teaching Positions GR Saving: $3.250 billion

Teachers should be the core of the educational system, yet they currently account for barely half of all
publicschool system employeedhe size and cost of administration and support functiong ¢ SE I & Q
public education system should be reduced so that more resources can be directed to teddners.

number of support and administrative staff in Texas' public education sylstexincreased by more

than 20 percent since 2004. The number of snidehowever, has only increased by 7 percent over

that same timeframe

As outlined in the first section of this repofitexas public schools currently have a 1:1 ratio ofhon
teaching staff to teachersTEA figures show that the 1970s, the teacher toon-teacher ratiowas
around 2 ¥%:12 and while comparisons between multiple decades can be problemtitare is at least

31t should be noted, however, that TEA altettéé methodology by which staff were countéeginning with the
197576 school year, and again in 1988 with the advent of the Public Education Information Management
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some evidence that amalker number of nonteachers, relative to teachers is not only possible, but
should be expected of our pubkchool districts.

Reducing nofteaching stafto a point wherethe teacher to norteacher ratiois approximately 3:2
would not affectclassroominstruction while the state would sav&3.25 billionin general revenue funds
over the biennium In the aggegate, hisreform would require school districts to eliminate
approximately 80,00@0n-teaching stafin total, including codges, librarians, counselomsursesand
educational aides, as well as campus and central administrators

Because the state skl not mandate precisely how school districts should effect these reductions, the
TCCRI State Budget Task Force recommends thatatesbudget should simply reduce appropriations

to each school district proportionately and allow the individual disttictdetermine which employee
positions should be eliminatedSchool districts should be encouraged to focus on productivity and
student achievement so that classroom instruction and educational attainment are not negatively
impacted by any of theeductionsenacted. It is the intent of the Task Force that only n@machers

should be relieved as a result of this recommendation.

(3.5) PossibleSupplement to (3.
One Month Furlough for NoiTeaching PersonnelGR Saving: $0.438 billion

Mandating a onemonth furlough over the biennium for all ne@aching personnel in
the public education system could be enacted either as an alternative to #3.3 and #3.4 or
else as a supplement to either of those approaches.

The furlough optiomvould cut all norteaching employees' work schedudesl salaryby
one month out ofeachcalendar yeain the biennium.It should be noted that GR
savings would be lowef énacted in concert witfB3.3) because the furlough would only
apply to the remaining noeteaching pogions.

(3.6) ReducePublic Educabn System Oversight & Support GR Saving: $661billion

The BxasEducationAgency (TEAQurrently receives funding for an enormous numbecehtralized
programsthat, while aimed at improving the public educationtgys, do not directly impact classroom
instruction.

Reducing the general revenue funding for each of these prograreghsr 50 or 100percentis
recommendedStatewide Educational Programs (A.2x$)100 percentSchool Improvement and
Support (A.2.4lby 100 percent Adult Education and Family Literacy (A.Bypb0 percentHealth and
Safety (B.2.2py 100 percentimproving Educator Quality (B.3k) 50 percentAgency Operations
(B.3.2)by 50 percentState Board for Educator Certification (B.®8p0 percent, Central
Administration (B.3.4Dy 50 percentandInformation Systems (B.3.5y 50 percent

System (PEIMS). These changes may impact comparisons between the current persoiees e those
numbers that ae available before 19888 and 197576. However, all numbers referred to in this report are
official TEA statistics and represent the best available data.
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No formula funding to school districts would be affected by these reductions, which would simply
impact the programs administered by TEA.

(3.7) Redice the PreKindergarten Grant Program GR Saving: $0.209 billion

Currently, PreK programs are funded from General Revenue distributed through the Foundation School
Program (FSP)Statefunded preK program have a role to play in preparing childirem school
readiness as they enter the system of public educatidame preK programs, such as the School
Readiness Certification System, have proven to be highly effective and have demonstrable results.
However, the history of the fullay program eveals a track record of mixed results. In a review of the
TEA PrK Early Start eligibility tables, more than 60 percent of the school districts that receivddyfull
prekindergarten grants had third graders who scored substantially below the statewgdlage on their
math and reading tests. Furthermore, academic gains frorikPiend to diminish by the 3rd grade.
Despite spending almost $1 billion dollars on-faly prekindergarten over the last decade, these results
demonstrate that the program hasot generally delivered on the promise of better educational
attainment for many childrenAs a consequence, in light of the budget shortfall -idirprograms should

be considered for reduction, with an emphasis on utilizing those with accountability ettet b

outcomes.

(3.8) SuspendGR Funding fo€Communities in Schools GR Saving: $0.001 billion

Communities in Schoostarted as a volunteer program to preventrgk kids from dropping out of
school. Today, it serves almost 85,000 students. It hasahegnission but with general revenue
budget. During this budget crisis, the funding needs to be suspemdleding the program to continue
with volunteers

(3.9 Abolish Regional Education Service Centers GR Saving: $0.043 billion

The state funds 2fegional education service centassross the stateAccording to the Texas System of
Education Service Centers:

Regional education service centers provide high quality,-effettive support programs for

local schools and districts.Examples of supporprograms include professional staff and
curriculum development, financial, personnel, transportation, food, custodial, data processing,
testing and assessment, special education, printing, media, purchasing, technology, alternative
and charter schools, ral other programs traditionally associated with central office
administration™

The state cannot afford to coordinate these functions through separate entitregional education
service centers- during the 201213 biennium. Insteadhese functionshould be reorganized into
related agenciesuch as TEA, while-gervice training should be conducted online in order to maximize
efficiency
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Higher Educatiott
(3.11) Cut Central Administration for Higher Education Systems GR Saving: $0.023llion

Cutting30 percent from the central administration of each higher education system and 10 percent
from each scho@ administration line item is a necessary spending reduction that will require colleges
and universities to find administrative efficieies. These reductismill not directly impact higher
education instruction andre therefore a viable option for legislators to pursue.

(3.12 Cut Discretionary NotsFormula Higher Education Funding GR Saving: $0.239 billion

The state currentlyunds a wide range of discretionary programs related to higher education
achievement and financial support. Howeveack of these discretionary programs serves a-nore
purpose. Cutting 60 percenof this fundingwill helppreserve fundig to core edaation functions such
as student instruction

Cusswould apply to the following programs:

Close the Gaps Loan Program,

TANF Scholarship Program,

Teach for Texas Loan Repayment,

Border Faculty Loan Repayment Program,

OAG Lawyers Loan Repayment Progra

Student Financial Aid Programs (not includimg TexasGRANProgram),
Engineering Recruitment Program,

Texas Armed Services Scholarship Program,

Baylor College of Medicine Graduate Medical Education,
Primary Care Residency Program,

ProfessionaNursing Shortage Program,

Alzheimer's Disease Centers, and

Adult Basic Education Community College Grants.

=4 =4 =4 4 -4 -4 8 -8 -4 -8 -8 —a -

(3.14) Reduce Funding for the TEX&®8ant Program by @ Percent GR Saving: $0.123llion

Based on financial need, the TEXAS Grant prograndetuition and fee support in the form of grants
to higher education students based on financial need.

Federal grantdinancial aidand parttime employmentwill still allow studentdo access funding to help
them attend collegeWhile Texas is addssing a budget shortfall it is appropriate to reduce TEXAS

14 Except where otherwise noted, the savings estimates in this seattwa derived from agency legislative appropriations
requests for the 20123 biennium.
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Grants by20 percent so that core funding for higher education programs and institutions can be
maintained throughout the biennium.

(3.15) Suspendruition Eyualization Grants GR Savings0.210billion

According to the Legislative Budget Board:

The Tuition Equalization Grants programs (TEGs) medoly Texas residents pay the difference
between the tuitionat a private college and a comparable public institution. ther 201Q;11
biennium,funding for this program total$211.9 million®”

In essence,tis program provides taxpayer dollars to students who choose to attend a private state
college or university, such as Baylor, Rice, or SSli$pendindEGs will help balance the state budget
and is appropriate becausibsidizing attendance at private colleges is not a core function of state
government.

(3.16) Eliminate the Doctoral Incentive Program GR Saving: $0.001 billion

This program provides loans to students wishing to puesdectorate in their field of interest.
Althoughhigher education should always be encouragiis money cannot be justified while making
difficult decisions for other loan and scholarship programs. Priority must go to other incentive programs
such as th Engineering Recruitment Prograhat have a more practical or vocational application

(3.17) Suspendhe Top Ten Percent Scholarship Program GR Saving: $0.052 billion

Created in 2007, the Top Ten Percent Scholarship Program provides tsigpgtadents in the top 10
percent of their graduating clasBased on financial neeal $2,000 scholarship for higheducation is
made available to these studentSuspendinghis programduring the 201213 bienniumis appropriate
because many of thesstudents will be able to apply for federal financialtaithelp them take

advantage of guaranteed admission to state collegek S LIN2 INI Y O2dzf R 6S NBAY

fiscal position improves; but current financial conditions demand that tlagiam be temporarily
suspended.

(3.18) Suspend the Research University Development Fund GR Saving: $0.050 billion

The Research University Development Fuad created in 2009 in order to provide incentives to help
Texas' emerging research univéies become nationallyecognizedi ¢ A S N@sbaytISigstitutions.
However, while this is an important lostgrm goalfor Texasthe state must focus on its core
responsibilities during the budget shortfallherefore, the appropriations to the Reseatghiversity
Development Fund should be suspended during the 203 Biennium.

39




(3.19) ReduceGR to Community Colleges by Five Percent GR Saving: $0.093 billion

2 KAfS Lzt AO 2dzyA2NJ YR O02YYdzyAdGe O4aidnkySteh§a LI | &
higher education is not a constitutional responstbitf the state. Community colleges have both the

ability to levy property taxes and to charge fees to their students; it is therefore appropriate for the

state to cut general revenue apgpriations to community colleges by 5 percent in ordeihelp balance

the state budget.

Total Biennial GR Savings from Article Il Reductios2.682billion
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Articles VI, VII, & VIlINatural Resource8usiness and Economic Development, and
Regulatoy™

(4.1) Cut GR to Article VMIII, & VIII Agencies by 30 Percent GR Saving:®&242billion

As the state faces a general revenue shortfall, it is clear that many agencies that are funded from state
tax revenues will have to continue to do more witlsdeuntil economic conditions improve. Many Article
VI, VII, & Vllagencies receive large amounts of general revenue fighdivhich should be reduced b9 3
percent for the duréion of the 201213 biennium:

Department of Agriculture $0.038 billion
AnimalHealth Commission $0.006 billion
Commission on Environmental Qualit$0.008 billion
General Land Office $0.001 billion
Department of Parks and Wildlife ~ $0.010 billion
Railroad Commission $0.017 billion
Soil & Water Conservation Board  $0.013 hilion
Water Development Board $0.017 billion
Lottery Commission $0.009 billion
Department of Rural Affairs $0.004 billion
Department of Transportation $0.010 billion
Texas Workforce Commission $0.082 billion
Department of Insurance $0.020 billion
Public Utility Commission $0.006 billion

TOTAL$0.242 billion

Many of these agenciggceive a significant amount of fumdj from feesdedicated accountsand
federal funds These revenuasould not be affected by theseD3percent GR reductions.

(4.2) Eliminate the Department of Housing & Community AffairsGR Saving:@&045billion

The Texas Department of Housing and Community Affairs (TDHCA):

Srves as a financial and administrative resource that helps provide essential services and
affordable housing opportunities to Texans who qualify for this assistance based on their

income level. Additionally, the Department is a resource for educational materials and technical
assistance for housing, housing related, and community services m#tters.

!> Except where otherwise noted, the savings estimates in this section were derived from agency legislative
appropriations requests for the 20123 biennium.
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TDHCAhould be eliminated because it does not fulfill a core role of state government and performs
many roles that are duplicated at other agencies and by the private sector.

Total Biennial GR Savings from Article, Wll, & VIIIReductions$0.287billion

TOTAL GR SAVINGS ACROSS ALL ARFICIESBILLION
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The Economic Stabilization (Rainy Day) Fund

The budget cuts outlined above tota¢arly $18billion in general revenuand provide legislators ample
latitude to meet the budgethallenge fo the next biennim. Together with the policy reforms

contained in the following section of this report, the Task Force believes that whatever the final shortfall
turnsout to be, sufficient revenue can be saved througtuctionsand reforms mainly to he

management of the public sectan balance even the worstase budget scenaridn other words, it

may be possible for the Rainy Day Fund to remain untouched.

However, if that is not the case, tiitainy Day Funcbuld be used to help balance the budge
preference to a tax increase h@ Comptroller estimatethat the Fund wilshow a positive balance of
$9.4 billion at the end of the 20123 biennium (absent appropriations by the"8Regislature)

The Texas Constitution governs the use of the Raayyfund:

If an estimate of anticipated revenues for a succeeding biennium prepared by the comptroller
pursuant to Article Ill, Section 49a, of this constitution is less than the revenues that are
estimated at the same time by the comptroller to be avalafor the current biennium, the
legislature may, by a threfifths vote of the members present in each house, appropriate for
the succeeding biennium from the economic stabilization fund an amount not to exceed this
difference.[Tx. Const. Article Illg8. 49g(l)]

As the state's "savings account" is it important to retain as large a balance as possible in the Rainy Day
Fund, particularly because a healthy balance in the Fund helps maintain the state's strong bond rating.
In turn, a strong bond ratingeleps borrowing costs low, which benefits the state in the long tan.

addition, as noted previouslpyer the next decadthe state will face tremendous increases in general
revenue expenditures to fund the Medicaid expansioandatedby the federal hedh care reform

legislation. Retaining a balance in the Rainy Day Fund will help the state meet that budget challenge
when it arises. In sumakancing the budget through spending cuts alone wouldheemost prudent

course of action given the econdercanditions facing the state.
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3. Policy Reforms

The policy reforms recommended in this section will require either constitutional or statutory changes
to state law, or action by a state agency or the federal government that is beyond the scope of the
Generd Appropriations Act for the 20123 biennium. However, each of the reforms would reduce

state spending and could be used to help balance the budget without raising taxes assuming that they
could be enacted in time to impact the 2013 state budgetTheTask Force estimates that these policy
reforms would save approximately $3billion over the course of a biennium, resulting in around $21.4
billion in total GR savings when combined with the budget cuts outlined earlier in this document.

The Budget Procss: Transparency
(6.1) General Revenue must be shown in budget

It is a challenge for even the most seasoned legislative staff to find out how much general revenue is
being spent on a given line item in the budgée current format ofthe General Approgations Act
only lists the all funds appropriation for each line item.

For the budgeprocess to be transparent and accessible to all Texans, the budget should make clear
exactly how much GR is attached to every budget item. To accomplish this, eveet blidgld be

uniform and required to have four columns: all funds, general revenue, dedicated general revenue, and
federal funds.

(6.2) Stop diversion of dedicated highway funds

The Constitution provides that highway funds may only be expended for itamgughtsof-way,
constructing, maintaining, and policing such public roadways." Yet, these funds are used for barely
tangential programs. By clarifying this provisbbmeaningthe Legislaturean reinvest inhe state's
transportation infrastructure

(6.3) Suspend funding of exceptional items

For the next two sessions, thedislature cannot afford to fund items that are not included in an
agen@ Mase funding request.

(6.4) Eliminate contingency appropriations except for pending legislation

The Appropriations process should end with the certification of the budget by the Comptroller of Public
Accounts The only nonspecific funding items in the appropriations bill should be those that are
contingent upon the passage of a specific measure tidgtiires funding butvhich mightbe passed

after the appropriations bill has beeadopted by both ChambersNo expenditures should take place
based on the future availability of revenue.

(6.5) Reexamine all special items in budget

Agencies receive funaly for items that are not part of their core mission. Any items that have been
funded through this procedsr less than two bienniahould betargeted for possible elimination
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State Policy
(6.6) Activity Based Costing

Activity Based Costing (ABlpws the state to identify areas of state business that maptoeured in

the marketplacavhen cost comparisons show that private enterprise does a better job providing a
service than the state @nsolidation of redundant or unnecessary activities ensutat the money

spent by the state is used efficiently and is not duplicated in other unnecessary areas of government.

(6.7) Stricter Constitutional Spending Limit

Texas' current constitutional spending limit must be improved so that it can provideaninggul check
on the growth of state spending into the future. The current limit, contained in Article Ill, Section 49a of
the constitution, reads as follows:

In no biennium shall the rate of growth of appropriations from state tax revenues not dedicated

08 UKAA O2yaidAaitdzinAzy SEOSSR (GKS SadAvYladSR N
shall appropriations exceed revenues as provided in Article Ill, Section 49a, of this constitution.

TheConstitution grants the Legislature authority to providetutory guidance to facilitate

AYLX SYSyldlidAz2zy 2F (GKS ALISYRAYy3I fAYAGFEGAZ2Y D Ly
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income for the nexbiennium by the estimated Texas total personal income for the current

0 A Sy y*A ideviehér, personal income is not a sensible basis for a spending limit: as personal income
AYONBIF&aSas GKS aySSRé FT2NJ 32FSNYYSyseaanNiAhOSE |
spending on those programs.

Despite the limitationinflation-adjusted state spending has increased from around $4,000 per capita in
the 198081 biennium to more than $7,000 per capita in the current (2Q1Pbiennium.The reason

for this growth of the state budgetiespitea constitutional spending limit is found in specific
shortcomings of the language:

a. The definition of the rate of growth is too generoudAllowing state expenditures to grow along with
personal income is too geneus. Restricting spending growth to population growth plus inflation
provides a better measure of the spending growth that is needed to maintain current services.

b. A simple majority may vote to override the limitThis provision renders the existingending limit a
YSIyAy3IftSaa daal FS3dza NR¢ F3AFAyald KAIKSNI aLISYRAyY3
Stabilization Fund can require a ttlurds vote in the Legislature, as does passing a constitutional
amendment.

c. The existing constitutinal spending limitation does not apply to dedicated fund3he effectof this
loophole: first, lawmakers may spend more money than an effective constitutional spending limit would
allow; second, spending from dedicated funds to extraneous purposesasi@yed. Dedicated

General Revenue accounts for 7.4 percent of all General Revenue funds, so the loophole allows for a
significant amount of state revenue ($6.4 billion in the current biennium) to be exempted from the
spending limit.Worse still, certairdedicated funds such as Fund @0the State Highway Funglare

used to supplant general revenue.
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To provide meaningful protections for taxpayers, the flawed constitutional spending limit should be
rewritten to limit growth of the state budget tthe lesser ofeither population growth plus inflatior
increases in gross state produdn using this measure, the state will be able to continue to provide
necessary services to the population as it grows. Any budget growth above this would be
constitutiondly restricted. In addition, a new limit should apply to dedicated general revenue funds as
well as nordedicated general revenue, and a tilurds vote of the legislature should be required to
override the limit.

(6.8) Repeal prevailing wage law

Currertly, Texas law requires contractors working for a political subdivision to pay prevailing rates as
determined by the political subdivision. The rates that are set are often highemtiaaket wagesThis
is anttcompetitive and increases costs to the taypa

(6.9) Repeal "meet and confer" provisions

{AYAEFNI G2 O2ftfSOGADGS oFNHBHFAYAYIZT aYSSOG FyR 02y
collectively with their employer to bargain for wages, benefits and working conditiéresn a policy
perspective, collective bargaining and meet and confer procedures have negative impacts for taxpayers
because they give public employee groups significant power to bargain for wages and benefits. As the
Mackinac Center points out:

Unlike consumers inthe pritaS & SOG2NE GF ELI @SNAE OFyyz2id St &j
better service provider. Public sector unions, therefore, experience little external pressure to
moderate their demands. This is one reason why the salaries and benefits of government
employees are often higher than those of employees performing comparable work in the

private sector"

Many cities across Texas have granted meet and confer privileges to their public employees under
authority delegated to them by the legislaturén effect,legislators have adopted a piecemeal approach
to extending meet and confer privileges to a large number of local government employees across the
state. However,n the aggregate, meet and confer bills have a statewide impact that insukktional
burdens on taxpayersRepealing these meet and confer privileges that have granted to cities would be
an important reform to protect taxpayers at the local level.

{SSY 4a¢KS . dGtS ! KSIRZé¢ 902y2YAadG YIF3IFTAYyST Wt
Points, October 15, 2010
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General Government

(6.10) Move from|- dafined benefit to a adefined contributione retirement plan for state
employees

Currently, state employees have definbdnefit plans. While 84 percent of state and local governments
have anilar plans around the country, only 21 percent of employees in the private sector (and only 16
percent of the nonunion workers among them) have defitethefit plans®™ Defined benefit plans
guarantee a rate of return without regard to the amount actuaidyned in the investment. This, in

turn, causes massive budget deficits in times of economic downturns or even slowdowns. As the
Mercatus Center at George Mason University notes:

The key difference between the DC plan and the DB plan is the assigofrresit. In a DC plan,

the risk or reward of varying investment performance is borne by the employee, who receives a
higher or lower pension based upon the returns generated by investments held in his
FOO02dzy i X¢ KS NARa]l A& NI yhabe SaNS e publi@ 6ctoti k& S
taxpayer) to the employe&.

From the perspective of state budgetiters, a key advantage of definembntribution plans such as

401(k) and 403(b) accountss that they cannot develop funding deficits, while still allogvthe state
government to dedicate funds to each employees plan. Michigan and Florida have already offered
defined contribution alternatives to their state employees. From the perspective of employees, defined
contribution plans are an attractive alteaitive because they are typically portable, unlike defined

benefit plans. As the Mercatus Center notes:

Once vested in a particular defined benefit pension plan, the employee risks losing a significant
amount of benefit income by terminating too early imoving around too often. This makes DB
pensions less attractive to younger, more mobile workers that employers might wish to
attract.™

Texas could begin the transition to a defined contribution model by placing all employees earning over a
specified annukincome level onto a defined contribution plan while retaining lowarners on the

existing defined benefit model. For instance, of the 157,058 employees employed directly by the State
of Texas in 2009, 80 percent earned less than $50,000 per¥/e&etaining those employees on a

defined benefit model while transitioning the 20 percent of state employees who earn more than
$50,000 per year onto a defined contribution model would be an effective way to begin the transition.
Relatively high earners aie a stronger position to take a greater responsibility for their retirement

plans, while relatively low earners could continue to benefit from the certainty of the defined benefit
model.
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(6.11) Integrate all stateweb functions to Texas.gov

Texas.gv is the official website for the State of Tex@gcording to the Sunset Advisory Commission:

More than 100 state agency, local government, and university participants offer nearly 1,000
online services through the website, such as driver license wait& vehicle registration,
property andsales tax payments, and utility bill paymefits.

The creation of Texas.gov was intended to centralize all of the web needs of Texas agencies that interact
with the public. For example, theepartment ofMotor Vehicksallows for license renewal and driving

record requests.Since the state receives a percentage of all transactiaense renewal fees etc.)

carried out through Texas.golegislators musensure that all agencies' web functions are carried out

as eficiently and effectively as possitlby integratingtheir web functions into this website.

(6.12 Utilize the private sector to moreefficiently generate casework documentation

The Department of Family and Protective Services (DFPS) currently conithcgovivate provider for

the creation of casework documentation that would otherwise have to be individually witpeby

DFPS caseworkers. Under the terms of the contract, DFPS caseworkers submit their case notes to the
private contractor via eitherdll-free dictation telephone lines, uploading recorded audio files, faxed
handwritten notes, or through direct dictation into a tablet computer. The private contractor then
provides typed versions of the case notes to the agency, typically in less tharotws.

By utilizing the private sector for this service, the state is able to cut the amount of paperwork that its
caseworkers have taacry out. In turn, this allowskilled caseworkers to devote more time to their
primary responsibilities, rather thalyping-up case notes. Expanding the use of these prigatdor
services is recommended. In particular, agencies such as the State Office of Administrative Hearings, the
Department of Public Safety, and the Department of Aging and Disability Serviezatgehe type of
documentation that could be handled more efficiently by the private sector.

(6.13) Remove provisions related to historically underutilized businesses in state contracting
According to the Office of the Comptroller, a historically undiézed business (HUB):

...is at least 51% owned by an Asian Pacific American, Black American, Hispanic American, Native
American and/or American woman,

...IS an entity with its principal place of business in Texas, and

...has an owner residing in Texaith a proportionate interest that actively participates in the
control, operations and management of the entity's affdits.

The Comptroller also notes that und€exas Administrative Code 820.18ach state agency shall make
a good faith effort to utize HUBs in contracts for construction, services (including professional and
consulting services) and commodities purchdses.
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When state agencies enter into contracts with the private sector, they should only consider factors
related to the potential contretors ability to perform the services that the state needs and the value
that the contractor would provide for state taxpayers. Prioritizing certain contractors for the reasons
outlined above should have no place in state contracting processes sinaghitn@sult in otherwise
gualified businesses being excluded from state contracts for reasons not related to their ability to
perform the services required by the state.

(6.14) Centralize state debt collection

Currently, debts owed to the state are lmted by individual agencies, as the state has no centralized
agency that is responsible for accounts receivable. As a result, there is no overall picture of how much
money is owed to the state, or oversight of whether debts owed are being uniforméctal

It is recommended that the Office of the Comptroller be given overall responsibility for all accounts
receivable and that the Comptroller contract with private debt collection agencies to ensure that all
outstanding debts are balanced in a timelgticon. Creating a competitive system through which

several vendors each handle similar debt portfolios would enhance this process further and would give
the state the ability to retain the begierforming vendors and maxize debt collection in the longin.

(6.15) Consolidate agency field offices

Many state agencies lease properties across the state in order to operate field offices away from their
central offices which are typically located in Ausfithe Office of the Comptroller estimates that

agences spend around $66 million per year leasing field offices, including $29 million by the Health and
Human Services Commission, and $25 million by the Department of Family and Protective Services.
Agencies should examine the extent to which field offiaesreecessary and if possible, consolidate field
offices to achieve financial savings.

(6.16) Sellsurplusproperty

The state should aggressively pursue the sale of surplus property. There are large potential revenue
gains for the state by pursuing thislcy option. This would be a sensible course of action so that the
state canaccess the equity in its unused property and also save on maintenance and other costs
associated with owning such a large amount of land and property.

(6.17) Electronic childcee verification

Both voice recognition and biometric technology can improve the delivery of subsidized child care
services by accurately recording the drofb and collection times of children receiving child care. This
will reduce opportunities for fradiand error, protecting taxpayers while allowing the existing network
of home and familbased providers to continue providing care to children in Texas.

(6.18) Healthcare dependent eligibility adit

The state should contract with a private vendor to dauke continued eligibility of state employee
dependents for statesponsored insurance coverage. Dependent information is usually accurate for new
hires, but may not be adequately tracked as changes in dependent status dcgeaneral, it is
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estimatedthat these types of audits identify that
become ineligible for continued state coverage.

(6.19) Electronic Payment Card

between three and ten percent of dependents have

The state should continue to work to ensure that all payments made or receivedteyagiencies are
handled electronically, and that electronic payment cards are used to facilitate this transition where

necessary. lItis estimated that the state saves
electronic payment or electronic paymecard.

around $2 for every check that is replaced by an
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Health and Human Services
(6.200 Consolidated Funding Stream for Health and Human Services Programs

The state could operate its health and human services programs more efficiently without many of the
costdrivers that are associated with the waywhich federal funds must be used by state agencies. For
instance, the Health and Human Services Commission estimatesighétcant savings could be found

in the 201213 bienniumaloneif its federal funds were received as part of a single, congelitfunding

stream rather thanunderthectk By i a2 aGSY 2F aYlF GOKAyYy 3¢ TFdzyRa
which federal funds can be used by the state.

Savings would result from a range of approaches adopted by the state under a consolidated fundin
stream, including utilization of a robust preventive and primary care package, extensivghaosig and
personal responsibility undertaken on the part of program beneficiaries, and a focus on using affordable
employersponsored insurance where availabihile designing benefit models that discourage "crewd

out" of the private sector.

Receiving federal health and human services funds as part of a consolidated funding stream would
require approval from the federal government. It is recommended thataproval be sought as soon
4 LIN} OGAOlIoftSE IyR (KIERESEKrA® 2¢yaKkSaabiryboanr
requests made by the Legislature or the Health and Human Services Commission.

(6.21) Unmatched State and Local Funds

Currertly, a range of health and human services expenditures made by the state, by counties, and by
hospitals do not attract federal matching funds. If the federal government recognized these
expenditures as "matchable”, the federal funds that would be receddd then be used to offset

general revenue expenditures in other areas of the bud@airrent unmatched expenditures include:
adult mental health services, hospital uncompensated care, and county indigent health/¢arking

with the federal governmet to ensure that these expenditures can receive matching funds is a fiscal
imperative given the lack of flexibility to achieve savings throughout much of the rest of Article 1l of the
state budget.

(6.22 Enhance Medicaid fraud prevention

As a cossaving measure, reduce thmele of the HHSC Office of Inspector General (OIG)reanelase
Medicaid fraud detectiofoy giving more authority tdVledicaid Managed Care organizations (MCOSs).
Under this reform, MCOs would be responsible for reporting potegtfediudulent activity to HHSC,
conducting investigations of identified providers, and collecting and retaining funds identified as part of
fraudulent, wasteful, or abusive practices. Specifically, the following should be studied:

- Permit MCOs to collect fualulent overpaymentsMCOs are currently hindered in their
efforts to collect overpayments made to providers. Texas MCOs do not currently have the
FoAftAGeE G2 O2ftftSOG 20SNILI &8YSyia o0SOFdzasS 27

- Permit MCOs to retain all collectéchudulent overpayments: MCOs are currently prevented
from retaining the full amount of identified fraudulent overpayments made to providers.
The state retains a percentage of the collected overpayments unless OIG returns a case back
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to an MCO. The MCOave systems in place to identify fraud, waste, and abuse and
because they also directly contract with the rendering providers, the MCOs are in the
unigue position to capture overpayments made to these providers and educate them on
correct billing practices

- Expand reporting requirements by permitting MCOs to report all fraud, waste, and abuse
efforts to the state on a quarterly basis: MCOs are only required to report cases to OIG with
no fraud, waste, or abuse implications. This practice runs countffadas to ensure that
all efforts to mitigate fraud, waste, and abuse are utilized. Permitting MCOs to report all
suspected cases to the state will encourage state involvement with fraud, waste, and abuse
efforts, which may expedite recoveries.

A rangeof states, including Florida, Georgia, Maryland, New Mexico, Nevada, New Jersey, New York,
Ohio, Tennessee, and Virginia, have enacted reforms similar to those outlined above in order to improve
Medicaid fraud investigation and recovery.

(6.23 Disincentvize ER visits through copay differentials

Rather than making an appointment with a doctor, many people receiving taxbayeed healthcare
simplygo to the emergency roomThe state must put an incentive in place to seek out less costly health
care alernatives. By increasing the copay for emergency room visits that do not result in hospitalization
or admittance, the state recoups some of the money needed for care and disincentivizes the abuse of
the emergency care system.

(6.29 Utilize Telemedicie

¢SElFra KIFa GKS ylIGAz2zyQa fFNBS&G NUzNF € LI Lz | GA 2y
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a K2 NI | 3 SwehtpsBrendiexad countig have no doctor at all and 139 counties have no

pediatrician. The recent health care reforms will further impact this problem by pushing millions of

newly insured Texans into alreadiressed health care system.

Such a shortage of physicians demands Watiwe and creative solutions, such as telemedicine that do
not rely on the traditional health care delivery model. There are telemedicine programs throughout the
state that bring a physician located hundreds of miles away into an exam room by a liaetiveer
technology system, including video conference and internet streaming. In addition to addressing
physician shortages, telemedicine can improve the delivery of medical services in nursing homes and
correctional facilities by reducing transportatioosts as well expanding the number of specialty
physicians that are available in emergency medical services.

Recently proposed regulations by the Texas Medical Board would have a significantly negative impact on
the practice of telemedicine, felt most aclyen rural areas. A proposed rule change would require an
in-person consultation with a physician withi2 hours. It would also require a distant provider to
discontinue care if the patient is not seen within 72 hours. These proposed changes woulchinader

the benefits of telemedicine in meeting the needs of many rural citizens that have limited access to
primary health care.
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TheTexas Medical Boaighould be encouragetb replace the 7zhour requirement for a fac¢o-face
follow up visit by a physicianith a rule allowing the distant provider, in collaboration with the patient,
to determine if and when an iperson visit is necessary.

(6.25 Pass Health Care Compact Legislation
Compacts are describeéd Article |, Section 10 of the United States Gibuison .

Interstate compacts between states exist in a wide variety of areas, covering issues such as
transportation, taxation, criminal background checks, and the supervision of former prisoners. By
entering into a health care compact with other statd®xas can regain control over its own health care
policy because member states of the compact will be freed from federal regulation.

The member states of the compact would work together to ratify the compact and to gain congressional
approval. Once tcompact is ratified and approved, each state is able to crehtalth care system in

a way that meets the needs of its citizenAn interstate compact that attains the approval of Congress
becomes federal law and would therefore supersede existiatgsind federalaws.

The Health Care Compact returns the power to regulate health care to the states in the states which
pass the Compact (the Member States). Each Member State will then be able to write its own health
care laws, creating more effectiwand efficient health care policy for its citizens. Once the Member

State creates its own health care policy, its citizens will no longer be subject to federal health care laws
FYR NB3IdzA FGA2yas AyOtdzZRAYy3a ahol Y OF NBoé
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(6.26 Remove thestatutory cap on open enrollment charter schools
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200809 with results that range from excellent to abysmal. Charter schools do more wittHessame
report from the Comptroller notes thafexas barter districts account for one quart& ¥ (i KS8ar & T A @ 9
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Texas hit its cap on granting charters to new open enroltrsehools in November 2008. This means

that the State Board of Education is prohibited from issuing more open enrollment charters to existing
charter holders or entities applying for a charter for the first time, regardless of the growing student
waiting Ist. Since charter schools play such an important role providing educational choice to Texas
families, the statutory cap should be lifted so that no student is denied the education they want because
of an arbitrary statute.

(6.27) Provide charter school#or failing neighborhoods

For any school that receives an academically unacceptable rating for two years in a row, the state should
expedite a charter application for that area to provide parents a choice.

(6.28) Remove red tape for charter schools

The Center for Education Reform gave TexéB¢éa performing 16th worst in the country for failing to

provide a blanket waiver program and failing to give charter schools facility funding. Laws have
increased the administrative responsibilities of chartdraas, forcing them to adhere to regulations

not required by conventional schools. To allow these schools to succeed at the highest level, we need to
remove administrative barriers.

(6.29 Improve offpeak use of educational facilities

There is a vast maber of educational facilities across the state that could be baitdized in order to
provide savings for school districts, community colleges, and even universities. Encouraging school
districts and higher education institutions to share availabtglitees outside regular hours would

reduce the extent to which new facilities are required, and would also provide savings associated with
operations and maintenance costs. As the Comptroller notes:

The Texas Higher Education Coordinating BoardQ & Y 2entiievaNdion concerned the Fall
2009 semester. The vast majority ptiblic universities, state and technical colleges scored
below target levels on at least one thfe three measures, indicating unused hours and space for

additional classroom activitie$na K2 NIi =2 ¢ SEF 8Q KAIKSNI SRdzOI GA 2y

underuseX

XClasses offered during evenings and otherpafék times allow for more efficient usage of
existing educational space, reducing the need for more classrooms in times of hagiment
growth. They also offer schedule flexibility to students who prefer to, or must, take
classes during netraditional hours™"
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(6.30) Eliminate future debt service aid to school districts

School districts get a portion of their tax bond debtdofr by Texas taxpayers if they apply for an

award under the Existing Debt Allotment or Instructional Facility Allotment. These school districts took
on this bonded debt for local improvements and the people benefiting from the improvements should
pay forit. The state should continue to pay for that portion of the debt that it has already committed to
give, but no future payments should be madihe chart below from the Comptroller's FAST report
confirms that school district debt service is growing fast@n any other item of school district
expenditure.

Without subsidization from state taxpayers, school districts would have to take the issuance of new debt
more seriously, which would alleviate the burden on both state and local taxpayers.

(6.31) Authorize school districts to contract with Real Estate Investment Trusts (REITS) for the
construction, management, and maintenance of public school buildings

TheTexas Education Code (Chapter glguld be amendedo that school districts can contract with

Real Estate Investment Trusts (REITS) for the construction of public education facilities. School districts
should also be permitted to enter into losigrm contracts with REITs for the asset management, capital
improvement, and maintenance of their exigj facilities. These lorigrm contracts must stipulate

that school districts retain exclusive use of the facilities during hours when they offer classes or
otherwise require the facilities for schetlated activities.
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