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FISCAL SIZE-UP: 2012-13 BIENNIUM

January 2012

Fiscal Size-up is a report produced biennially by the staff of the Legislative Budget Board. Production of
this report involves thousands of staff hours. The 2012-13 edition, like previous editions, contains a wealth
of information about the structure and operation of Texas state government. Through its comprehensive
descriptions of state programs and services, including more than 360 figures, the 2012-13 Fiscal Size-up
provides Texas taxpayers with a more complete understanding of how their tax dollars are being used.

The first three chapters of Fiscal Size-up include an overview of the 2012-13 state budget (including
a summary of the fiscal challenge the Eighty-second Legislature addressed), a description of the major
state revenue sources and funds, the economic outlook for Texas and the U.S., and detailed information
on population, income, taxes, governmental expenditures, and employment for Texas and other states.
The remaining chapters of Fiscal Size-up provide an in-depth examination of the major functions of state
government and discuss the significant budget issues, programs, and activities of the agencies and institutions
that support each function.

Appendices A—C contain a listing of state agencies, institutions, and other budgetary units by function as
well as a summary of their estimated expenditures for the 2010-11 biennium and legislative appropriations
for the 201213 biennium (in both annual and biennial amounts). Appendices DG list the members of
the House Committee on Appropriations, the Senate Committee on Finance, the staff of the Legislative
Budget Board, and abbreviations and acronyms used in the 2012-13 Fiscal Size-up.

Along with other Legislative Budget Board publications and reports, the 201213 Fiscal Size-up is available
on the Legislative Budget Board’s website (http://www.lbb.state.tx.us).

I want to express my gratitude to the staff of the Legislative Budget Board and to the many state agency
officials and staff who provided the information necessary to compile this report. The interpretation and
presentation of this information is solely the responsibility of the Legislative Budget Board staff.

This publication is dedicated to the memory of Val Shepperd, a Legislative Budget Board colleague.

John O’Brien

Director
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1. STATE BUDGET OVERVIEW

2012-13 BIENNIAL BUDGET

The 2012-13 biennial budget for Texas state government

includes appropriations for state operations that total $173.5
billion in All Funds. The 2012-13 All Funds budget includes
estimated appropriations of $81.3 billion from General
Revenue Funds, $6.4 billion from General Revenue—
Dedicated Funds, $54.7 billion from Federal Funds, and
$31.2 billion from Other Funds.

All amounts shown in the 2012-13 budget for All Funds,
General Revenue Funds, General Revenue—Dedicated Funds,
Federal Funds, and Other Funds are the amounts
appropriated by the Eighty-second Legislature in the
2012-13 General Appropriations Act (GAA), as adjusted
for certain appropriations made in Article IX (General
Provisions) of the GAA, contingency appropriations, and

other bills making appropriations in fiscal years 2012 and
2013 and/or affecting fund type, and Governor’s vetoes.
Budgeted amounts for fiscal year 2011 have been adjusted
for the Supplemental Appropriations Bill, House Bill 4,
Eighty-second Legislature, Regular Session, 2011.

The 2012-13 All Funds budget includes General Revenue
Funds, General Revenue—Dedicated Funds, Federal Funds,
and Other Funds (Figure 1). A description of each of these
four method-of-financing categories follows the subsequent
discussion of the budgetary impact of available funds on the
development of the 201213 biennial budget. Other topics
discussed in this chapter include constitutional spending
limits, trends in state expenditures and healthcare
expenditures, state government employment, employee

benefits, and state indebtedness.

FIGURE 1
ALL FUNDS BUDGET, BY FUND SOURCE
2010-11 AND 2012-13 BIENNIA

IN MILLIONS TOTAL = $187,516.5 MILLION

2010—11 BIENNIUM

General
Revenue—
Dedicated

Funds
$6,306.0

(3.4%)

Federal Funds
$72,573.4
(38.7%)

General
Revenue
Funds
$81,930.9
(43.7%)

Other Funds
$26,706.2
(14.2%)

Note: Article totals exclude interagency contracts.
Source: Legislative Budget Board.

TOTAL = $173,484.2 MILLION

2012—13 BIENNIUM

General
Revenue—
Dedicated

Funds
$6,380.0

(3.7%)

Federal Funds
$54,660.8
(31.5%)

General
Revenue
Funds
$81,290.4
(46.9%)

Other Funds
$31,153.0
(18.0%)
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STATE BUDGET OVERVIEW

BUDGETARY IMPACT OF

AVAILABLE REVENUE

In January 2011, the Texas Comptroller of Public Accounts
estimated in the 2012—13 Biennial Revenue Estimate that the

Eighty-second Legislature, 2011, would have $72.2 billion
available for general purpose spending in the 2012-13

biennium. This amount represented a $2.2 billion decrease,
or 2.9 percent, from the corresponding amount of available
funds from the 2010—-11 biennium. This revenue amount
was $8.4 billion less than the amount of General Revenue
Funds appropriated for the 2010-11 biennium, and
approximately $27 billion less than the estimated cost of
continuing current services spending for the 2012-13
biennium under statutes then in effect. This estimate
accounted for growing demands in major funding areas
including education, health and human services, and
employee benefits.

The fiscal challenges the Texas Legislature faced in 2011
developed during the previous five years. In May 2006, the
Seventy-ninth Legislature passed comprehensive tax and
school finance legislation. It increased state funding to local
school districts by $7.1 billion per year in order to reduce
school district property taxes by one-third. The intent of the
legislation was to produce a net reduction in taxes. To this
end, the Legislature passed legislation that was expected to
raise an estimated $4.1 billion per fiscal year in new revenue.
The balance of $3.0 billion per year needed to cover increased
funding to school districts was to come from existing sources
of General Revenue Funds.

The centerpiece of the 2006 tax legislation was the reform of
the state’s primary business tax. Other legislation provided
for an increase in the cigarette tax, and closed a loophole in
the motor vehicle sales tax. The Comptroller of Public
Accounts estimated that the new business tax would increase
revenue by $6.8 billion during the 2008-09 biennium, and
that the increase in the cigarette tax and closing a loophole in
the motor vehicle tax would raise an additional $1.5 billion
in revenue for property tax relief during the 2008-09
biennium.

In January 2007, the Comptroller’s Biennial Revenue Estimate
resulted in $15 billion in new revenue available to cover
spending needs for fiscal year 2007 and the 2008-09
biennium. Nearly half of the new revenue came from an
expected General Revenue Funds surplus in fiscal year 2007,
which was generated primarily by higher than expected sales
tax receipts. In finalizing its spending decisions, the Eightieth
Legislature, 2007, set aside $3.0 billion in new revenue to
help cover ongoing costs of school district property tax relief
during the 201011 biennium.

The new business tax did not perform as expected. As
Figure 2 shows, actual business tax receipts for the 2008—09
biennium totaled $3.8 billion less than the $6.8 billion in
new revenue previously estimated. When combined with the
other two revenue sources from the 2006 tax package, new
tax revenue paid for 35 percent of the total cost of school
district property tax relief during the 2008-09 biennium
with General Revenue Funds paying for the remaining 65
percent. In contrast, the May 2006 estimate provided that
new tax revenue would pay for 59 percent of the total cost of

FIGURE 2
ESTIMATED AND ACTUAL RECEIPTS OF NEW REVENUE TO COVER PROPERTY TAX RELIEF, 2008—-09 BIENNIUM
IN MILLIONS FISCAL YEAR FISCAL YEAR 2008-09 SHARE
2008 2009 BIENNIUM PERCENTAGE
Estimated Cost of School District Property Tax Relief $7,095.6 $7,095.6 $14,191.2
ESTIMATED SOURCES OF FUNDING
Revised Business Tax (Margins Tax) $3,382.9 $3,450.2 $6,833.1
Increase in Cigarette Tax $690.9 $731.3 $1,422.2
Loophole Reform for Motor Vehicle Sales Tax $42.3 $42.8 $85.1
Subtotal, New Revenue Sources $4,116.1 $4,224.3 $8,340.4 58.8%
Existing General Revenue & Interest $2,979.5 $2,871.3 $5,850.8 41.2%
ACTUAL RECEIPTS
Revised Business Tax (Margins Tax) $1,576.8 $1,472.5 $3,049.3
Increase in Cigarette Tax $912.8 $977.0 $1,889.8
Loophole Reform for Motor Vehicle Sales Tax $12.0 $22.3 $34.3
Subtotal, New Revenue Sources $2,501.6 $2,471.8 $4,973.4 35.0%
Existing General Revenue Funds and Interest $4,594.0 $4,623.8 $9,217.8 65.0%

Sources: Legislative Budget Board; Comptroller of Public Accounts.
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school district property tax relief with General Revenue
Funds paying for the remaining 41 percent.

With the collapse of certain financial markets in fall 2008,
the U.S. slipped into a protracted recession. Consequently,
in January 2009 the Comptroller’s Biennial Revenue Estimate
projected that state revenues would decline during the
2010-11 biennium due to a slowing economy. The
corresponding  funding recommendations from  the
Legislative Budget Board, typically a conservative current
services budget proposal, exceeded available revenue by more
than $2 billion in spite of an expected $2.1 billion General
Revenue Funds surplus in fiscal year 2009 and the $3.0
billion the Texas Legislature set aside for property tax relief.

In February 2009, the U.S. Congress and the President
enacted the American Recovery and Reinvestment Act
(ARRA). A key component of ARRA was one-time stimulus
funding to help state and local governments weather the
effects of the national recession. The Eighty-first Legislature,
2009, appropriated $6.4 billion in Federal Funds (ARRA) to
cover its General Revenue Funds spending gap and to
maintain funding for key budget drivers in public education
and health and human services. By the end of the 2010-11
biennium, the amount of ARRA funding used in place of
General Revenue Funds had increased to $8.0 billion due to
higher-than-expected Medicaid caseloads and costs, a higher
than expected federal matching rate for Medicaid, and
extension of that enhanced matching rate by Congress.

The effect of the national recession on state revenues came
later in Texas than it did in other states. The largest single
source of General Revenue Funds in Texas is the sales tax.
Fiscal year 2009 sales tax receipts fell below prior year levels
for the first time since fiscal year 2003. Sales tax receipts
declined monthly from February 2009 to April 2010.

In January 2011, the Comptroller estimated in the 2012-13
Biennial Revenue Estimate that fiscal year 2011 would end
with a $4.3 billion shortfall in General Revenue Funds. In
addition, it was estimated that state tax revenues would
increase modestly during fiscal years 2012 and 2013 as Texas
recovered from the national recession. The use of the fiscal
year 2009 $5.1 billion General Revenue Funds surplus
during the 2010-11 biennium along with $8 billion in one-
time ARRA funds—combined with the fiscal year 2011 $4.3
billion shortfall for fiscal year 2011—resulted in a General
Revenue Funds shortfall for the 2012—13 biennium totaling
more than $17 billion. Expected growth in key current
services budget drivers, including a decline in school district

property values, increased the General Revenue Funds
shortfall for the 2012—-13 biennium to $27 billion when
compared to estimated state tax revenue for fiscal years 2012
and 2013.

ACTIONS TAKEN TO ADDRESS THE SHORTFALL

Figure 3 summarizes the actions taken to address the $27
billion General Revenue Funds shortfall and balance the
2012-13 biennial state budget. Anticipating a significant
revenue shortfall for the 201011 biennium, the Governor,
Lt. Governor, and Speaker of the House asked all state
agencies and institutions of higher education in January
2010 to develop plans to reduce General Revenue Funds
spending for the remainder of fiscal year 2010 and for fiscal
year 2011 by 5 percent. In December 2010, the three leaders
asked state agencies and institutions of higher education to
reduce General Revenue Funds spending by an additional
2.5 percent for fiscal year 2011. Some of the targeted savings
were achieved by agencies returning unspent appropriations

FIGURE 3
LEGISLATIVE RESPONSE TO FISCAL CHALLENGE:
2011 LEGISLATIVE SESSION

IN BILLIONS

Estimated Gap 'Between Available Revenue and $27.0
Current Service Demands

CLOSING THE 2011 SHORTFALL

Reduce Spending During the 2010-11 Biennium $1.2

Tap Economic Stabilization Fund $3.2

Subtotal, Closing the 2011 Shortfall $4.4

REVENUE SOLUTIONS

Increase Recurring Revenues $0.7

Create One-time Revenues $1.4

Improved Revenue Estimate and Other Revenue $1.9

Make Some Fundir!g Contingent on Improved $1.0
Revenue Collections

Subtotal, Revenue Solutions $5.0

SPENDING SOLUTIONS AND RESPONSES

Red_uce_‘ Entitlement Funding to Local School $4.0
Districts

Defer August 2013 Payment to School Districts until $2.3
September 2013

Contain Costs in Medicaid $1.8

Underfund Medicaid in 2013 $4.3

Reduce Other Spending in the 2012-13 Biennium $5.2

Subtotal, Spending Solutions and Responses $17.6

Note: Totals may not sum due to rounding.
Source: Legislative Budget Board.
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to the State Treasury; the balance was achieved through
passage of House Bill 4—the Supplemental Appropriations
Bill.

The Legislature did not tap the state’s Economic Stabilization
Fund (i.e., “Rainy Day Fund”) during either the 2007 or
2009 legislative sessions. As a result, the Comptroller
estimated that the balance of the Economic Stabilization
Fund (ESF) would increase to $9.4 billion by fiscal year
2013. Passage of House Bill 275 (which appropriated $3.2
billion from the ESF), combined with the savings captured
in the Supplemental Appropriations bill, eliminated the
fiscal year 2011 shortfall.

The Eighty-second Legislature, 2011, passed several revenue
measures to help balance the 2012—13 biennial state budget.
As shown in Figure 3, $1.4 billion came from one-time
measures while another $0.7 billion came from recurring
sources of revenue. Senate Bill 1, First Called Session,
requires taxpayers to speed up payment of a portion of sales,
alcohol, and motor fuels taxes so that those revenues can be
received during the 2012-13 biennium. Another one-time
measure provided for a delay in the transfer of motor fuels
tax receipts from the General Revenue Fund to the State
Highway Fund.

One of the largest revenue measures involved the Permanent
School Fund and its relationship with the Available School
Fund, which is a major source of funding for public
education. With passage of House Joint Resolution 109 and
approval of constitutional amendment No. 6 by the Texas
voters in November 2011, the Texas Land Commissioner is
now authorized to transfer any earnings generated from the
agency’s management of state land for the Permanent School
Fund directly to the Available School Fund. House Joint
Resolution 109 also expands the base on which the State
Board of Education makes its calculation of how much in
Permanent School Fund investment earnings can prudently
be transferred to the Available School Fund. The combination
of these two measures is expected to generate an additional
$450 million for the Available School Fund during the
2012-13 biennium.

The state’s revenue outlook began to improve during spring
2011. As a result, the Comptroller updated the 2012-13
Biennial Revenue Estimate to recognize an additional $1.5
billion in receipts. Other revenue adjustments associated
with the 2012-13 General Appropriations Bill added an
additional $0.4 billion. Finally, the Legislature made

appropriations of $950 million contingent on receipt of
additional revenue.

As shown in Figure 3, the Legislature took several spending
actions as well. Two significant provisions affected the
Foundation School Program, which is the program that
allocates state funding to school districts and represents the
single largest General Revenue Funds-related appropriation
in the state budget. Senate Bill 1, First Called Session, 2011,
reduced per pupil entitlements to school districts by an
average of 5.6 percent per year. This reduced expected growth
in spending of General Revenue Funds for the 2012-13
biennium by $4.0 billion. Senate Bill 1 also includes a
deferral of the Foundation School Program August 2013
payment to September 2013. This deferral will allow the
payment to be included in appropriations for the
2014-15 biennium.

The second
appropriation in the state budget is for Medicaid. The

largest General Revenue Funds-related
Legislature added a number of cost containment measures
that are expected to reduce Medicaid General Revenue
Funds-related costs by $1.8 billion during the 2012-13
biennium. In anticipation of improved revenue collections
during the 201213 biennium, the Legislature under-funded
its General Revenue Funds Medicaid obligations by $4.3
billion. It is expected that the Eighty-third Legislature will
need to make a supplemental appropriation to fund Medicaid
spending needs for the last four to five months of fiscal year
2013; the actual supplemental need will vary from the $4.3
billion identified here, due to recent Medicaid match rate
adjustments and other factors such as caseload and cost (see
Chapter 5 for a detailed Medicaid funding shortfall

discussion).

The final piece of the budget gap solution came from
additional reductions in appropriations for the 2012-13
biennium. When compared to current services levels, the
Legislature reduced spending by another $5.2 billion. Some
major targeted reductions include:
+ formula and non-formula funding to institutions of
higher education;

» student financial aid;

+ the state’s contribution to retirement and healthcare
programs for state employees and retired teachers;

« certain direct services provided by state agencies;

« agency capital purchases and administrative functions;
and

4 FISCAL SIZE-UP 2012-13

LEGISLATIVE BUDGET BOARD



STATE BUDGET OVERVIEW

+ grants to local governmental entities and non-

governmental organizations.

Some actions taken to address the 2012—13 biennial General
Revenue Funds shortfall affected non-general revenue
spending as well as non-appropriated funds. These, and
similar actions taken by the Legislature over the past decade,
have had the effect of structurally reducing appropriations
not by reducing spending necessarily, but by shifting the cost
from General Revenue Funds to other fund sources. Such
measures (which are discussed in more detail elsewhere in the
2012-13 Fiscal Size-up) include:
« increased reliance on bond funds;

+ new funding mechanisms (including bonds) and
method-of-finance swaps (2003) to increase funds
available to the Texas Department of Transportation;

+ cost shifting to higher education students through
tuition deregulation (2003);

+ costshifting to state employees through health insurance
plan design changes (2003; 2011); and

 increased reliance on unexpended balances from

dedicated revenue streams.

RECENT TRENDS AND FISCAL HORIZON

The Texas revenue picture has improved dramatically since
spring 2011. Fiscal year 2011 (ending August 2011) actual
net receipts exceeded the Comptroller’s revised estimate by
$1.7 billion in General Revenue Funds. Sales tax receipts for
the first four months of fiscal year 2012 are well above
expectations. Revenue transfers to the ESF have also
increased, and the Comptroller estimates that the fiscal year
2013 balance will be approximately $7.3 billion.

As noted earlier, the Legislature will need to make a fiscal
year 2013 supplemental appropriation for Medicaid that will
total more than $4 billion. It will also need to account for
one-time revenue and spending measures that will not be
available for use again during the 2014-15 biennium. As
Texas is one of the fastest growing states in the nation, we can
expect to see growing spending needs in major governmental
functions such as education, healthcare, and transportation
during the 2014-15 biennium and beyond. But the improved
revenue picture and the healthy status of the ESF will provide
state legislators with two invaluable tools to help address
what will likely be another significant fiscal challenge when
the Eighty-third Legislature convenes in January 2013.

LEGISLATIVE BUDGET BOARD
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ALL FUNDS BUDGET

The All Funds budget (Figure 4 and Figure 5) shows a
decrease of $14.0 billion, or 7.5 percent, from the
2010-11 biennium. The Health and Human Services
function accounts for the largest percentage decrease, 15.3
percent, or $10.0 billion. Public Education funding was
decreased by 5.6 percent, or $3.0 billion.

FIGURE 4
ALL FUNDS
2012-13 BIENNIUM

IN MILLIONS TOTAL=$173,484.2 MILLION
Business and
Economic
Development  Regulatory
Public Safety $23,660.8  $677.8(0.4%)

Natural

and Criminal (13.6%)
Justice Resources
$11,507.4 $3,888.3 (2.2%) The Legislature
(6.6%) $339.9(0.2%)
The Judiciary
$643.1(0.4%) General
Government
$4,469.0 (2.6%)
Agencies of Health and
Education Human Services
$72,871.3 $55,426.4
(42.0%) (31.9%)
Source: Legislative Budget Board.
FIGURE 5
ALL FUNDS — STATEWIDE SUMMARY, 2010-11 AND 2012-13 BIENNIA
IN MILLIONS ESTIMATED/BUDGETED  APPROPRIATED BIENNIAL PERCENTAGE
ALL FUNCTIONS 2010-11" 2012-132 CHANGE CHANGE
Article | — General Government $5,026.3 $4,469.0 ($557.3) (11.1)
Atrticle Il — Health and Human Services 65,464.2 55,426.4 (10,037.8) (15.3)
Article 11l — Agencies of Education 76,416.0 72,871.3 (3,544.7) (4.6)
Public Education 53,769.0 50,780.1 (2,988.9) (5.6)
Higher Education 22,647.0 22,091.2 (555.8) (2.5)
Article IV — The Judiciary 672.9 643.1 (29.8) (4.4)
Article V — Public Safety and Criminal Justice 12,072.9 11,507.4 (565.5) 4.7)
Article VI — Natural Resources 3,562.2 3,888.3 326.1 9.2
Atrticle VII — Business and Economic Development 23,196.6 23,660.8 464.2 2.0
Article VIII — Regulatory 736.1 677.8 (58.2) (7.9)
Article IX — General Provisions 0.0 0.0 0.0 NA
Article X — The Legislature 369.2 339.9 (29.3) (7.9)
TOTAL, ALL FUNCTIONS $187,516.5 $173,484.2 ($14,032.3) (7.5)

*Reflects provisions in House Bill 4, Eighty-second Legislature, Regular Session, 2011, relating to appropriation changes made in fiscal year 2011.
2Reflects certain appropriation adjustments made in Article IX of House Bill 1, Eighty-second Legislature, Regular Session, 2011, Governor’s
vetoes, House Bill 4, Eighty-second Legislature, Regular Session, 2011, Senate Bill 2, Eighty-second Legislature, First Called Session, 2011, and
other legislation passed by the Eighty-second Legislature which make or change appropriations.

NoTe: Article totals exclude interagency contracts.
Source: Legislative Budget Board.
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GENERAL REVENUE FUNDS BUDGET

The General Revenue Funds budget for the 2012-13
biennium is shown in Figure 6 and Figure 7. For definition
purposes, the method-of-financing category “General
Revenue Funds” as used in Fiscal Size-up includes the
nondedicated portion of the General Revenue Fund, as well
as three education funds: the Available School Fund, the

State Textbook Fund, and the Foundation School Fund.

The term “General Revenue Fund” appears throughout Fiscal
Size-up. In 1991, the Legislature initiated a process of fund
consolidation under which most statutory special funds were
brought into the General Revenue Fund and many statutory
dedications expired. As a result of the fund-consolidation
process, the General Revenue Fund now consists of
nondedicated and dedicated accounts. The nondedicated
portion of the General Revenue Fund serves as the state’s
primary operating fund. The dedicated portions are discussed
in the next section; more detailed descriptions of the types of
revenue deposited to the General Revenue Fund are included
in Chapter 2.

Total General Revenue Fund appropriations decreased by
$640 million in 2012-13 biennium compared to the
2010-11 biennium. As Figure 7 demonstrates, this reduction

FIGURE 6
GENERAL REVENUE FUNDS
2012-13 BIENNIUM

IN MILLIONS TOTAL=$81,290.4 MILLION
Business and
Economic
Development Regulatory
0,
Public Safety §577.9(0.7%) $264.4(0.3%)
unFi Criminal Natural The Legislature
Justice $2,203.3 Resources $339.4 (0.4%)
(10.1%) $638.4 (0.8%)
The Judiciary
$381.3(0.5%) General
Government
$2,008.8 (2.5%)

Health and
Human Services
$22,900.1

(28.2%)

Agencies of
Education
$45,916.8

(56.5%)

Source: Legislative Budget Board.

Human Services, together with an $83 million increase to
Business and Economic Development (attributable to a
significant increase to the Texas Department of Transportation

offset by reductions to other Business and Economic

is attributable to a $1.2 billion increase to Health and

E;I?NUERREZL REVENUE FUNDS — STATEWIDE SUMMARY, 2010-11 AND 2012-13 BIENNIA
IN MILLIONS ESTIMATED/BUDGETED APPROPRIATED BIENNIAL PERCENTAGE
ALL FUNCTIONS 2010-11" 2012-13? CHANGE CHANGE
Article | — General Government $2,410.7 $2,068.8 ($341.9) (14.2)
Article Il — Health and Human Services 21,691.0 22,900.1 1,209.1 5.6
Article 11l — Agencies of Education 46,796.0 45,916.8 (879.2) (1.9)
Public Education 33,799.4 33,744.5 (54.9) 0.2)
Higher Education 12,996.6 12,172.3 (824.3) (6.3)
Article IV — The Judiciary 418.9 381.3 (37.6) (9.0)
Article V — Public Safety and Criminal Justice 8,619.5 8,203.3 (416.2) (4.8)
Article VI — Natural Resources 839.5 638.4 (201.1) (24.0)
Article VII — Business and Economic Development 495.1 577.9 82.8 16.7
Article VIII — Regulatory 291.6 264.4 (27.3) (9.3)
Article IX — General Provisions 0.0 0.0 0.0 NA
Article X — The Legislature 368.6 339.4 (29.2) (7.9)
TOTAL, ALL FUNCTIONS $81,930.9 $81,290.4 ($640.4) (0.8)

1Reflects provisions in House Bill 4, Eighty-second Legislature, Regular Session, 2011, relating to appropriation changes made in fiscal year 2011.
2Reflects certain appropriation adjustments made in Article IX of House Bill 1, Eighty-second Legislature, Regular Session, 2011, Governor’s

vetoes, House Bill 4, Eighty-second Legislature, Regular Session, 2011, Senate Bill 2, Eighty-second Legislature, First Called Session, 2011, and
other legislation passed by the Eighty-second Legislature which make or change appropriations.

Nore: Article totals exclude interagency contracts.
Source: Legislative Budget Board.
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Development agencies), and decreases in all other articles.
Note that $8.0 billion in Federal ARRA funding was
expended in lieu of General Revenue Funds in the 2010-11
biennium; if that revenue were attributed to General Revenue
Funds, the biennial reduction would be commensurately
larger.

GENERAL REVENUE-DEDICATED FUNDS BUDGET

The General Revenue-Dedicated Funds budget for the
2012-13 biennium is shown in Figure 8 and Figure 9. The
term  “General Revenue-Dedicated Funds® appears
throughout Fiscal Size-up and describes a method of
financing that includes accounts within the General
Revenue Fund dedicated as a result of the fund-
consolidation process or subsequent legislation affecting
revenue dedication within the General Revenue Fund,
including House Bill 3050, Seventy-fourth Legislature,
1995; House Bill 2948, Seventy-fifth Legislature, 1997;
House Bill 3084, Seventy-sixth Legislature, 1999; House Bill
3088, Seventy-seventh Legislature, 2001; House Bill 3318,
Seventy-eighth Legislature, Regular Session, 2003; Senate
Bill 1605, Seventy-ninth Legislature, Regular Session, 2005;
House Bill 3107, Eightieth Legislature, 2007; House Bill
4583, Eighty-first Legislature, Regular Session, 2009; and,

FIGURE 8
GENERAL REVENUE-DEDICATED FUNDS
2012-13 BIENNIUM

IN MILLIONS TOTAL=56,380.0 MILLION
Business and
Economic Regulatory
Natural Development $384.1 (6.0%)

Resources  g3g4 7 (6.19)
$1,046.9

(16.4%)

General
Government
$843.00
(13.2%)
Public Safety

and Criminal
Justice $171.4 Health and
(2.7%) Human Services
$967.50
The Judiciary Agendi (15.2%)
gencies of
$85.0 (1.3%) Education
$2,495.3

(39.1%)

Source: Legislative Budget Board.

Senate Bill 1588, Eighty-second Legislature, Regular Session,
2011.

gsr‘lleRREAT. REVENUE-DEDICATED FUNDS — STATEWIDE SUMMARY, 2010-11 AND 2012-13 BIENNIA
IN MILLIONS ESTIMATED/BUDGETED APPROPRIATED BIENNIAL PERCENTAGE
ALL FUNCTIONS 2010-11" 2012-132 CHANGE CHANGE
Article | — General Government $622.9 $843.0 $220.1 35.3
Article Il — Health and Human Services 959.7 967.5 7.8 0.8
Article 11l — Agencies of Education 2,489.3 2,495.3 6.1 0.2
Public Education 0.4 0.6 0.2 50.0
Higher Education 2,488.9 2,494.7 5.8 0.2
Article IV — The Judiciary 63.3 85.0 21.7 34.2
Article V — Public Safety and Criminal Justice 75.4 171.4 96.0 127.4
Article VI — Natural Resources 1,243.6 1,046.9 (196.8) (15.8)
Article VII — Business and Economic Development 466.9 386.7 (80.2) (17.2)
Article VIII — Regulatory 385.0 384.1 (0.9) (0.2)
Article IX — General Provisions 0.0 0.0 0.0 NA
Article X — The Legislature 0.0 0.0 0.0 NA
TOTAL, ALL FUNCTIONS $6,306.0 $6,380.0 $73.9 1.2

1Reflects provisions in House Bill 4, Eighty-second Legislature, Regular Session, 2011, relating to appropriation changes made in fiscal year 2011.
2Reflects certain appropriation adjustments made in Article IX of House Bill 1, Eighty-second Legislature, Regular Session, 2011, Governor’s

vetoes, House Bill 4, Eighty-second Legislature, Regular Session, 2011, Senate Bill 2, Eighty-second Legislature, First Called Session, 2011, and
other legislation passed by the Eighty-second Legislature which make or change appropriations.

Source: Legislative Budget Board.
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Appropriations of General Revenue—Dedicated Funds were
relatively flat between the 2010-11 and 2012-13 biennia,
increasing by 1.2 percent. However, as shown in Figure 9,
there are some significant shifts in funding among articles,
particularly a 35 percent increase in General Government
(primarily at the Office of the Governor and with the
Comptroller’s Fiscal programs) and a 127 percent increase
for Public Safety and Criminal Justice due to a method-of-
finance swap at the Department of Public Safety. These are
offset by declines at Texas Commission on Environmental
Quality and the Texas Lottery Commission.

As noted earlier, the General Revenue Fund consists of
nondedicated and dedicated accounts. Prior to the fund-
consolidation process that was initiated in 1991, most of the
accounts that are now dedicated accounts within the General
Revenue Fund were separate special funds outside of the
General Revenue Fund. During fund consolidation, some
special funds were abolished, but most were brought into the
General Revenue Fund as dedicated accounts. There are
approximately 200 dedicated accounts maintained in the
General Revenue Fund, including for example, the State
Parks Account, college operating accounts (which receive
tuition revenue), and the Department of Insurance Operating
Account. Revenue that is dedicated for a particular purpose
is deposited to these dedicated accounts, and in most cases,
the Texas Legislature may appropriate revenue from these
accounts only for the purpose to which the revenue is
dedicated by law.

Balances maintained within General Revenue—Dedicated
Funds can be, and are routinely used for the purpose of
“certifying” that sufficient General Revenue Funds and
General Revenue—Dedicated Funds are available to ensure
that the adopted General Appropriations Bill is in compliance
with the “pay-as-you-go” constitutional spending limit. As
shown in Figure 10, these balances have increased from $1.8
billion during the 2002-03 biennium to $4.3 billion during
the 2012-13 biennium.

As Figure 11 and Figure 12 show, 82.5 percent of the
General Revenue Funds and General Revenue—Dedicated
Funds appropriations for the 2012-13 biennium are
restricted by constitutional or statutory provisions, influenced
by federal law, regulations, or court decisions, or by formulas
(e.g., education). This amount is slightly larger than the
2010-11 biennial level of 80.5 percent.

FIGURE 10

GENERAL REVENUE-DEDICATED FUND BALANCES
AVAILABLE FOR CERTIFICATION

2002-03 TO 2012-13 BIENNIA

IN MILLIONS
$4,500

$4,000

$3,500

$3,000

$2,500

$2,000

$1,500 -

$1,000 -
2002-03  2004-05  2006—07  2008—09  2010-11  2012-13

Source: Legislative Budget Board.

FIGURE 11

RESTRICTED APPROPRIATIONS FROM GENERAL REVENUE
FUNDS AND GENERAL REVENUE-DEDICATED FUNDS
BUDGET, 2012-13 BIENNIUM

IN MILLIONS TOTAL = $87,670.4 MILLION

Appropriations
Influenced by
Federal Law,
Regulations or

Court Decisions

21,082.9
(24.1%)

Monies
Dedicated by
Constitutional or
Statutory
Provisions

40,803.3
(46.5%)

Appropriations
Influenced by
Formulas

LEGISLATIVE BUDGET BOARD

10,445.5
(11.9%)
Nonrestricted
Appropriations
15,338.7
(17.5%)
Source: Legislative Budget Board.
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FIGURE 12

RESTRICTED APPROPRIATIONS FROM GENERAL REVENUE FUNDS AND GENERAL REVENUE-DEDICATED FUNDS BUDGET

2012-13 BIENNIUM

IN MILLIONS PERCENTAGE
2012-13 BIENNIUM OF TOTAL
APPROPRIATION APPROPRIATION
Appropriations or allocations of revenue by constitutional or statutory provisions $40,803.3 46.5%
Appropriations influenced by federal law, regulations or court decisions 21,082.9 24.1
Appropriations influenced by formulas 10,445.5 11.9
TOTAL RESTRICTED APPROPRIATIONS $72,331.7 82.5
Nonrestricted appropriations $15,338.7 175
TOTAL, GENERAL REVENUE FUNDS AND GENERAL REVENUE-DEDICATED $87,670.4 100.0%

FUNDS APPROPRIATIONS

Nore: Total may not sum due to rounding.
Source: Legislative Budget Board.
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FEDERAL FUNDS BUDGET

Federal Funds include grants, allocations, payments, or
reimbursements received from the federal government by
state agencies and institutions named in the General
Appropriations Act (GAA). As a method of financing,
“Federal Funds” also includes the cost of employee benefits
associated with federal programs, but does not include
“Earned Federal Funds.” Earned Federal Funds are funds the
state receives through a federally funded program that are
not required by the governing agreement to be expended on
that program. Earned Federal Funds are categorized as
General Revenue Funds.

Appropriations of Federal Funds for the 2012—13 biennium
(Figure 13 and Figure 14) decreased $17.9 billion, or 24.7
percent, from the 201011 biennial spending level. Nearly
70 percent ($12.5 billion) of this decrease is due to the

FIGURE 13
FEDERAL FUNDS
2012-13 BIENNIUM

IN MILLIONS TOTAL = $54,660.8 MILLION

Agencies of
Education
$10,935.3
(20.0%)

Health and
Human Services
$31,053.9

56.8Y
(36.8%) Public Safety

and Criminal
Justice
$1,625.4
(3.0%)

Natural

Federal Funds distributed from the American Recovery and The Jgiﬁd"fy Business and R;IS;"];?

Reinvestment Act of 2009 (ARRA) for the following (<01%)  poqulatory GUGVZ'::;:M DeE::Ir;:n;I;m (3.4%)

functions: General Government, Health and Human $6.3 $671.2 $8,491.6

Services, Education, Public Safety and Criminal Justice, (<0.1%) (1.7%) (15.5%)

Natural Resources, Business and Economic Development, Source: Legislative Budget Board.

FIGURE 14

FEDERAL FUNDS — STATEWIDE SUMMARY, 2010-11 AND 2012-13 BIENNIA
IN MILLIONS ESTIMATED/BUDGETED  APPROPRIATED BIENNIAL PERCENTAGE
ALL FUNCTIONS 2010-11" 2012-132 CHANGE CHANGE
Article | — General Government $1,200.6 $671.2 ($529.4) (44.1)
Article Il — Health and Human Services 42,216.8 31,053.9 (11,163.0) (26.4)
Article 1ll — Agencies of Education 14,014.6 10,935.3 (3,079.3) (22.0)

Public Education 13,3205 10,540.9 (2,779.6) (20.9)
Higher Education 694.1 394.4 (299.7) (43.2)

Article IV — The Judiciary 5.0 3.6 (1.4) (27.9)
Article V — Public Safety and Criminal Justice 1,895.0 1,625.4 (269.6) (14.2)
Article VI — Natural Resources 1,230.2 1,873.6 643.5 52.3
Article VII — Business and Economic Development 12,004.1 8,491.6 (3,512.5) (29.3)
Article VIII — Regulatory 7.2 6.3 (0.9) (12.2)
Article IX — General Provisions 0.0 0.0 0.0 NA
Article X — The Legislature 0.0 0.0 0.0 NA
TOTAL, ALL FUNCTIONS $72,573.4 $54,660.8 ($17,912.6) (24.7)

1Reflects provisions in House Bill 4, Eighty-second Legislature, Regular Session, 2011, relating to appropriation changes made in fiscal year 2011.
2Reflects certain appropriation adjustments made in Article IX of House Bill 1, Eighty-second Legislature, Regular Session, 2011, Governor’s
vetoes, House Bill 4, Eighty-second Legislature, Regular Session, 2011, Senate Bill 2, Eighty-second Legislature, First Called Session, 2011, and
other legislation passed by the Eighty-second Legislature which make or change appropriations.

Source: Legislative Budget Board.
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and Regulatory (Figure 15). A total of $660.7 million in
Federal Funds was provided by ARRA for the 2012-13
biennium for these same functions within the GAA. Business
and Economic Development accounts for a significant
amount ($608.3 million) of the ARRA funding in the
2012-13 biennium, most of which is for the Highway
Planning and Construction program. Federal funding for
Health and Human Services decreased by 26.4 percent from
the 2010-11 biennial spending level to $31 billion. This
decrease is primarily attributable to the loss of Federal Funds
from cost containment initiatives, enhanced Federal Medical
Assistance Percentage no longer available from ARRA, and
not fully funding the state match for the Medicaid program.
Federal funding for General Government decreased by
$529.4 million from the 201011 biennial spending level;
this is a higher percentage decrease in Federal Funds (44.1
percent) than in any other function. This decrease is primarily
attributed to ARRA funds provided for child enforcement
activities and state energy programs in the 2010-11 biennium
that are no longer available. Federal funding for Natural
Resources increased by 52.3 percent, or $643.5 million,
from the 2010-11 biennial spending level. This increase is
primarily related to the transfer of Federal Funds for the
Community Development Block Grant program from the
Texas Department of Rural Affairs and the Texas Department
of Housing and Community Affairs to the General Land
Office and the Texas Department of Agriculture.

FIGURE 15
FEDERAL FUNDS — STATEWIDE SUMMARY
AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009

IN MILLIONS

EXPENDED/
BUDGETED APPROPRIATED
FUNCTIONS 2010-11 2012-13
Article | — General
Government $5714 $3.0
Article Il — Heal_th and 4.642.7 29.0
Human Services
Atrticle Il — Education 4,409.7 10.8
Public Education 4,080.1 10.8
Higher Education 329.6 0.0
Article V — Public Safety
and Criminal Justice 9.9 01
Article VI — Natural 49.9 8.9
Resources
Article VII - Business and 2.846.9 608.3
Economic Development
Atrticle VIII — Regulatory 0.7 0.6
TOTAL, ALL
FUNCTIONS $12,531.2 $660.7

Source: Legislative Budget Board.
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OTHER FUNDS BUDGET

Other Funds consist of any funds not included in the other
methods of financing. Other Funds include the State

FIGURE 16
OTHER FUNDS
2012-13 BIENNIUM

Highway Fund, the Texas Mobility Fund, trust funds, bond IN MILLIONS TOTAL=S$31,153.0 MILLION
proceeds, interagency contracts, certain revenue held in The Legislature General
. . « » . $0.6 (<0.1%) Government
higher education “local” accounts, and constitutional funds $886.0 (2.8%)
(except the Available School Fund). Regulatory Health and
$23] (0]%) Human Services
. ) , ) $504.9 (1.6%)
Figure 16 and Figure 17 show an increase in the Other
Funds budget of $4.4 billion, or 16.7 percent, from the
2010-11 biennial level. This increase is principally Biness and
usiness an
attributable to the appropriation of $4.1 billion in General Economic Agences of
Obligation bond proceeds approved by voters in 2007 for D;‘;Z“;PDTZ”' ;?;‘;’;';;
transportation planning and design, right-of-way acquisition, 4se%) | (43.4%)
and contracts for highway improvement projects.
Natural The Judiciary
Resources Public Sufety $173.2(0.6%)
$3294 (]]%) and Criminal
Justice $1,507.4
(4.8%)
Source: Legislative Budget Board.
FIGURE 17
OTHER FUNDS — STATEWIDE SUMMARY, 2010-11 AND 2012-13 BIENNIA
IN MILLIONS ESTIMATED/BUDGETED  APPROPRIATED BIENNIAL PERCENTAGE
ALL FUNCTIONS 2010-11"' 2012-132 CHANGE CHANGE
Article | — General Government $792.2 $886.0 $93.8 11.8
Article 1l — Health and Human Services 596.7 504.9 (91.9) (15.4)
Article 11l — Agencies of Education 13,116.1 13,523.8 407.7 3.1
Public Education 6,648.7 6,494.0 (154.7) 2.3)
Higher Education 6,467.4 7,029.8 562.4 8.7
Article IV — The Judiciary 185.7 173.2 (12.4) (6.7)
Article V — Public Safety and Criminal Justice 1,483.1 1,507.4 24.3 1.6
Article VI — Natural Resources 248.9 329.4 80.5 32.3
Article VII — Business and Economic Development 10,230.6 14,204.6 3,974.0 38.8
Article VIII — Regulatory 52.3 23.1 (29.2) (55.9)
Article IX — General Provisions 0.0 0.0 0.0 NA
Article X — The Legislature 0.6 0.6 (0.0) (5.2)
TOTAL, ALL FUNCTIONS $26,706.2 $31,153.0 $4,446.8 16.7

1Reflects provisions in House Bill 4, Eighty-second Legislature, Regular Session, 2011, relating to appropriation changes made in fiscal year 2011.
’Reflects certain appropriation adjustments made in Article IX of House Bill 1, Eighty-second Legislature, Regular Session, 2011, Governor’s

vetoes, House Bill 4, Eighty-second Legislature, Regular Session, 2011, Senate Bill 2, Eighty-second Legislature, First Called Session, 2011, and
other legislation passed by the Eighty-second Legislature which make or change appropriations.

NoTe: Article totals exclude interagency contracts.
Source: Legislative Budget Board.
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BUDGET ALLOCATION

Figure 18 and Figure 19 compare the state budget allocation

by General Appropriations Act Article (i.e., function) for the
2002-03 and the 2012-13 biennia. Distribution percentages
remained fairly constant over the decade with the Articles
retaining the same order in relative magnitude of funding.

CONSTITUTIONAL SPENDING LIMITS

Texas has four constitutional limits on spending: the “pay-as-

you-go,” or balanced budget limit; the limit on the rate of
growth of appropriations from certain state taxes; the limit
on welfare spending; and the limit on debt service. The
2012-13 biennial budget is within all of these limits.

THE “PAY-AS-YOU-GO” LIMIT

Article III, Section 49a, of the Texas Constitution sets out
the “pay-as-you-go” limit. It requires that bills making
appropriations be sent to the Comptroller of Public Accounts
(CPA) for certification that appropriations are within
available revenue. In summer 2011, the Comptroller certified
that the 2012-13 General Appropriations Act and other
appropriations bills were in compliance with the “pay-as-
you-go” limit. The CPA estimated that revenue will exceed
spending from General Revenue Funds and General
Revenue-Dedicated Funds for the 2012-13 biennium by
approximately $186.4 million.

Voters approved House Joint Resolution 109, in an election
held on November 8, 2011, which allows the General Land
Office to distribute revenue from Permanent School Fund

FIGURE 18
COMPARISON OF ALL FUNDS BUDGET ALLOCATION
2002-03 AND 2012-13 BIENNIA

IN MILLIONS
$80,000

$60,000 -

$40,000

$20,000 1|

0 -
Article [l Article I Article VIl Article V. Article | Article VI Other

0200203 BIENNIUM 201213 BIENNIUM
Norte: Other includes appropriations for Article IV, The Judiciary;
Article VIII, Regulatory; and Article X, The Legislature.
Source: Legislative Budget Board.

land or other properties to the Available School Fund, and to
provide for an increase in the market value of the Permanent
School Fund for the purpose of allowing increased
distributions from the Available School Fund. Approval of
this resolution increased available revenue for education by
$450 million more than CPA’s certification total.

(F:I:);ll\ljllsil:lqsON OF ALL FUNDS BUDGET ALLOCATION PERCENTAGES, 2002-03 AND 2012-13 BIENNIA

IN MILLIONS 2002-03 BIENNIUM 2012-13 BIENNIUM
GENERAL APPROPRIATION ACT PERCENTAGE PERCENTAGE
ARTICLE/FUNCTION EXPENDED OF TOTAL APPROPRIATED OF TOTAL
Article 11l — Agencies of Education $48,673.1 42.0% $72,871.3 42.0%
Article Il — Health and Human Services 38,673.9 334 55,426.4 31.9
Article VII — Business and Economic Development 13,899.8 12.0 23,660.8 13.6
Article V — Public Safety and Criminal Justice 8,501.5 7.3 11,507.4 6.6
Article | — General Government 2,668.0 2.3 4,469.0 2.6
Article VI — Natural Resources 2,046.5 18 3,888.3 2.2
All Other (IV, VIII, IX, X) 1,452.9 1.3 1,660.9 1.0
TOTAL, ALL ARTICLES $115,915.7 100.0% $173,484.2 100.0%

Nores: All Other includes appropriations for Article 1V, The Judiciary; Article VIII, Regulatory; Article IX, General Provisions; and Article X, The

Legislature.
Source: Legislative Budget Board.
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LIMITATION ON THE GROWTH OF CERTAIN
APPROPRIATIONS

Article VIII, Section 22, of the Texas Constitution limits the
biennial rate of growth of appropriations from state tax
revenue not dedicated by the Constitution to the estimated
rate of growth of the state’s economy. On November 15,
2010, the Legislative Budget Board (LBB) established the
following elements of the Article VIII spending limit: the
estimated rate of growth of the state’s economy, the level of
2010-11 biennial appropriations from state tax revenue not
dedicated by the Texas Constitution, and the resulting
2012-13 biennial limit. The LBB instructed its staff to adjust
the level of 2010-11 biennial appropriations from state tax
revenue not dedicated by the Constitution and the resulting
2012-13 biennial spending limit calculation to reflect
subsequent appropriations certified by CPA and official
revenue estimate revisions by CPA.

Actions taken in 2011 by the Eighty-second Legislature
affected the 2010-11 biennial level of appropriations from
state tax revenue not dedicated by the Texas Constitution.
After adjusting for these actions and revenue estimate
revisions by the CPA, the adjusted 201213 biennial limit
on appropriations from state tax revenue not dedicated by
the Constitution is $77.3 billion. Appropriations for the
2012-13 biennium from state taxes not dedicated by the
Constitution are estimated to be $70.4 billion, $6.9 billion
less than the amount of authorized appropriations. The
remainder of the state’s $173.5 billion budget is funded with
nontax revenue and constitutionally dedicated tax revenue
not subject to the Article VIII limit.

WELFARE SPENDING LIMIT

Article III, Section 51-a, of the Texas Constitution provides
that the amount that may be paid out of state funds for
assistance grants to or on behalf of needy dependent children
and their caretakers (i.e., Temporary Assistance for Needy
Families [TANF]) shall not exceed 1 percent of the state
budget in any biennium. The total state budget as adopted in
House Bill 1 (as modified by other legislation), by the Eighty-
second Legislature, is $173.5 billion. Accordingly, the 1
percent welfare spending limit is $1.7 billion. The total
amount of state funds appropriated for TANF grants is
$134.7 million, which is $1,600.1 million less than the 1

percent limit.

DEBT LIMIT

Article 111, Section 49(j) of the Texas Constitution limits the
authorization of additional state debt if in any fiscal year the
resulting annual debt service payable from the unrestricted
Fund—which
constitutionally dedicated for purposes other than payment

General Revenue excludes  revenues
of state debt—exceeds 5 percent of the average annual
unrestricted General Revenue Funds for the previous three
years. To monitor the constitutional limit, the Bond Review
Board (BRB) calculates two debt ratios. The first debt ratio is
the debt service on outstanding (issued) debt as a percentage
of unrestricted General Revenue Funds, and for the end of
fiscal year 2011, the issued debt calculation is 1.35 percent,
which is a slight decrease from the fiscal year 2010 calculation
of 1.36 percent. The second debt ratio is the debt service on
outstanding debt, plus estimated debt service for authorized
but unissued debt as a percentage of unrestricted General
Revenue Funds. For this second ratio, at the end of fiscal year
2011, BRB determined that the state is at 3.70 percent of
General Revenue Funds, reflecting a decrease from the fiscal
year 2010 calculation of 4.10 percent. Figure 20 shows the
most recent 10-year history of the constitutional debt limit
ratios including issued and authorized but unissued deb, for

fiscal years 2002 to 2011.

Any significant change in any of the following three
components will affect the constitutional debt limit: (1) the
amount of General Obligation (GO) debt authorized by
voters; (2) the three-year average of unrestricted General
Revenue Funds; and (3) interest rates on issued GO bond
debt. The fiscal year 2011 debt limit ratio for issued and
authorized but unissued debt decreased by 40 basis points

FIGURE 20
CONSTITUTIONAL DEBT LIMIT, FISCAL YEARS 2002 TO 2011

DEBT SERVICE AS A PERCENTAGE OF UNRESTRICTED GENERAL REVENUE FUNDS
5.0%

45%
4.0% -
3.5% -
3.0% -
25%

2.0% /’\’\\ /
1.5%

1.0%
0.5%

0.0% i t t t i i t t t
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Source: Bond Review Board.
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from fiscal year 2010. This ratio decrease is partially due to
increased unrestricted General Revenue Funds in fiscal year
2011, which resulted in a higher three-year average of
available funds. The decrease is also partially the result of GO
debt issuances in excess of $1.0 billion by the Texas
Department of Transportation for highway construction and
by the Texas Public Finance Authority for cancer research.
When these bonds were issued, it resulted in lower interest
rates than previously estimated, thus lowering the amount of
debt service required.

TRENDS IN STATE
GOVERNMENT EXPENDITURES

Figure 21 and Figure 22 show that the projected state

government All Funds spending for the 201213 biennium
will exceed the spending of the 1992-93 biennium by 176.3
percent. When adjusted for population growth and inflation,
expenditures for the 2012-13 biennium are 15.4 percent
greater than expenditures for the 1992-93 biennium,
resulting in an average biennial increase of 1.5 percent.
Expenditures of General Revenue Funds increased more
slowly than All Funds expenditures during the same
1992-93 to 2012-13 period by 133.2 percent in current
dollars. After adjusting for population and inflation,
expenditures of General Revenue Funds decreased by 2.6
percent. From the 2002-03 to the 2012-13 biennium,

expenditures of General Revenue Funds adjusted for
population growth and inflation decreased 11.6 percent.

FIGURE 21

TRENDS IN STATE GOVERNMENT EXPENDITURES, 1992-93 TO 2012-13 BIENNIA

IN MILLIONS

$200,000

$160,000

$120,000

$80,000

$40,000 -

$0 -

1992-93 1994-95 1996-97 1998-99 2000-01

[ All Funds Unadjusted Expenditures

—=&— All Funds, Adjusted for Population and Inflation
*Appropriated.
Sources: Legislative Budget Board; Comptroller of Public Accounts.

2002-03

2004-05 2006-07 2008-09 2010-11 2012-13*

C— General Revenue Funds Unadjusted Expenditures

—a— General Revenue Funds, Adjusted for Population and Inflation
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FIGURE 22
TRENDS IN STATE GOVERNMENT EXPENDITURES, 1992-93 TO 2012-13 BIENNIA
IN MILLIONS ALL FUNDS GENERAL REVENUE FUNDS
ADJUSTED FOR POPULATION ADJUSTED FOR POPULATION
UNADJUSTED AND INFLATION UNADJUSTED AND INFLATION
PERCENTAGE PERCENTAGE PERCENTAGE PERCENTAGE
BIENNIUM AMOUNT CHANGE AMOUNT CHANGE AMOUNT CHANGE AMOUNT CHANGE
1992-93 $62,784 NA $62,784 NA $34,855 NA $34,855 NA
1994-95 $72,769 15.9 $65,940 5.0 $39,959 14.6 $36,210 3.9
1996-97 $80,109 10.1 $65,995 0.1 $44,686 11.8 $36,813 1.7
1998-99 $88,293 10.2 $67,153 1.8 $48,890 9.4 $37,184 1.0
2000-01 $101,464 14.9 $70,217 4.6 $55,648 13.8 $38,510 3.6
2002-03 $115,916 14.2 $74,250 5.7 $59,918 7.7 $38,381 (0.3)
2004-05 $126,634 9.2 $74,523 0.4 $58,956 (1.6) $34,695 (9.6)
2006-07 $142,745 12.7 $75,558 1.4 $67,208 14.0 $35,575 2.5
2008-09 $172,131 20.6 $83,072 9.9 $81,639 21.5 $39,399 10.8
2010-11 $187,517 8.9 $84,812 2.1 $81,931 0.4 $37,056 (5.9)
2012-13* $173,484 (7.5) $72,440 (14.6) $81,290 (0.8) $33,944 (8.4)
*Estimated.

Sources: Legislative Budget Board; Moody's Analytics.

TRENDS IN STATE HEALTHCARE
EXPENDITURES

Figure 23 shows that All Funds expenditures for healthcare
increased from $13.4 billion in fiscal year 2000 to $33.7
billion in fiscal year 2011, an increase of 151.7 percent.

General Revenue Funds and General Revenue-Dedicated
Funds-related healthcare expenditures during the same
period increased from $5.9 billion to $12.9 billion (exclusive
of ARRA Federal Funds), an increase of 119.6 percent.
Figure 24 shows that General Revenue Funds and General
Revenue-Dedicated Funds expenditures for healthcare as a
percent of total expenditures has increased from 21.7 percent
during the 2000-01 biennium to 30.3 percent during the
2012-13 biennium. These estimates are subject to change
once the Legislature fully funds Medicaid needs in fiscal year
2013.

LEGISLATIVE BUDGET BOARD FISCAL SIZE-UP 2012-13 17
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FIGURE 23
HEALTHCARE EXPENDITURES
FISCAL YEARS 2000 TO 2013

IN MILLIONS
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General Revenue Funds and General Revenue—Dedicated Funds, expended fiscal years 2000 to 2011, appropriated fiscal years 2012 and 2013.

------- Estimated General Revenue Funds and General Revenue—Dedicated Funds, expended fiscal years 2009 to 2011 had ARRA Federal Funds not been available.

*Fiscal year 2013 appropriations do not fund 12 months of Medicaid.
Source: Legislative Budget Board.

FIGURE 24

HEALTHCARE EXPENDITURES AS A PERCENTAGE OF GENERAL REVENUE FUNDS AND GENERAL REVENUE-DEDICATED FUNDS

2000-01 TO 2012-13 BIENNIA
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STATE GOVERNMENT EMPLOYMENT
Figure 25 and Figure 26 show the number of full-time-

equivalent (FTE) state government employees (positions)
for fiscal years 2006 to 2011. Section 6.10 of Article IX,
General Appropriations Act (GAA), 2012-13 Biennium,
establishes a cap on the number of FTE positions for each
state agency and institution of higher education and
includes a requirement that agencies seek the approval of
the Governor and the Legislative Budget Board prior to
exceeding the cap. This cap includes certain positions filled
by temporary or contract workers. The cap applies only to
employees paid with appropriated state and federal funds.
The 2012-13 GAA provides a cap of 235,239 FTE positions
in fiscal year 2012 and 235,047 FTE positions in fiscal year
2013. For fiscal year 2011, the FTE cap totalled 238,688,
although actual FTEs totalled 231,911. In addition to FTE
positions paid for with appropriations made in the GAA,
some FTE positions exist that are paid for with non-
appropriated funds. In fiscal year 2011, the number of
these positions totaled 81,466 of which 80,463 were higher

education-related.

FIGURE 25
STATE GOVERNMENT EMPLOYEES
FISCAL YEARS 2006 TO 2013
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Sources: Legislative Budget Board; State Auditor’s Office.

FIGURE 26
STATE GOVERNMENT EMPLOYEES
FISCAL YEARS 2006 TO 2013

FULL-TIME-EQUIVALENT POSITIONS

FUNCTION 2006 2007 2008 2009 2010 2011 2012* 2013*
Atrticle | — General Government 9,270 9,302 9,256 9,468 9,769 9,460 9,235 9,234
Article Il — Health and Human Services 45,436 47,700 54,024 54,687 54,994 55,685 56,998 56,847
Article 11l — Education 80,177 81,133 83,771 83,392 83,508 84,882 85,235 85,250
Article IV — The Judiciary 1,317 1,318 1,347 1,360 1,694 1,691 1,401 1,401
A”J'E';’ti\é N Public Safety and Criminal 52206 51537 50,969 52,804 53839 52379 53527 53,693
Article VI — Natural Resources 8,018 8,015 8,265 8,484 8,646 8,388 8,605 8,604
Article VIl - Business and Economic 18,563 18269 17,608 16,742 16,177 15960 16,944 16,809
Development
Article VIII — Regulatory 3,353 3,298 3,388 3,539 3,556 3,466 3,294 3,209
Article IX — General Provisions NA NA NA NA NA NA NA NA
TOTAL EMPLOYEES
(APPROPRIATED FUNDS) 218,342 220,573 228,628 230,476 232,183 231,911 235,239 235,047
*Appropriated FTE cap.
Sources: Legislative Budget Board; State Auditor’s Office.
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EMPLOYEE BENEFITS/
PAYROLL EXPENSES

Employee benefit costs (shown in Figure 27 and Figure 28)

include contributions for state employee and judicial
retirement programs, group insurance premiums, Social
Security matching (employer and a portion of employee
payments), and death benefits for survivors of law
enforcement and retired state employees. Combined, these
expenditures total $5.1 billion, or approximately 2.9 percent
of the 2012-13 biennial state budget. Amounts in Figure 27
and Figure 28 exclude biennial appropriations for the
Teacher Retirement System ($3.8 billion), the Optional
Retirement Program ($0.2 billion) and Higher Education
Group Insurance ($1.0 billion).

Benefit costs shown in Figure 27 and Figure 28 are projected
to increase 1.9 percent for the 201213 biennium from the
2010-11 biennium. This increase is due primarily to the
increase in health insurance costs caused by medical inflation.
Other factors that contribute to higher benefit costs include
payroll growth for general state employees in fiscal year 2011,
and annual growth in the number of retirees from state

gover nment.

As shown in Figure 28, two functions of state government—
Health and Human Services and Public Safety and Criminal
Justice—comprise 57.5 percent of the state’s costs for
employee benefits. Benefit costs for other government

FIGURE 27
ALL FUNDS EMPLOYEE BENEFITS/PAYROLL EXPENSES
2012-13 BIENNIUM

IN MILLIONS TOTAL=5,103.7 MILLION
The Legislature,
0,
Business and Reaulor $67.9,(1.3%)
Economic $IDDE.|; , (2'3’%) General
Development, Government,
$661.3,(13.0%) $304.0,, (6.0%)
Natural
Resources,
$273.5, (5.4%)
Health and
Human Services,
$1,497.7,
Public Safety (29.3%)
and Criminal

Justice,
$1,437.6,
(28.2%)

Agencies of
Education,
The Judiciary, $641.6,(12.6%)

$119.9, (2.3%)

Norte: Total may not sum due to rounding.
Source: Legislative Budget Board.

functions range from 1.3 percent for the Legislature to 13.0
percent for Business and Economic Development.

:IIiUFfJEN?)sS EMPLOYEE BENEFITS/PAYROLL EXPENSES, 2012-13 BIENNIUM
IN MILLIONS PERCENTAGE
OF TOTAL
EMPLOYEES COMPTROLLER TOTAL EMPLOYEE  BENEFITS FOR ALL
FUNCTION RETIREMENT SYSTEM  BENEFITS TOTAL BENEFITS FUNCTIONS
Article | — General Government $227.3 $76.7 $304.0 6.0%
Article Il — Health and Human Services 1,160.6 337.2 1,497.7 29.3
Article 11l — Agencies of Education 63.6 577.9 641.6 12.6
Article IV — The Judiciary 99.9 20.0 119.9 2.3
Article V — Public Safety and Criminal Justice 1,121.0 316.6 1,437.6 28.2
Article VI — Natural Resources 205.3 68.2 2735 5.4
Article VII — Business and Economic Development 527.0 134.3 661.3 13.0
Article VIII — Regulatory 74.4 25.9 100.3 2.0
Article X — The Legislature 51.6 16.3 67.9 1.3
TOTAL, ALL ARTICLES $3,530.7 $1,573.0 $5,103.7 100.0%

Nortes: Includes death benefits. Excludes Teacher Retirement System, Optional Retirement Program, and Higher Education Group Insurance.

Totals may not sum due to rounding.
Source: Legislative Budget Board.
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EMPLOYEE GROUP HEALTH INSURANCE

Unlike the costs shown in the previous two figures which
represent only benefits administered by the Employees
Retirement System (ERS) and the Comptroller of Public
Accounts, state contributions for group health insurance
include ERS, the Teacher Retirement System (TRS), and
(HEGI). State

contributions for state employee and retiree group health

Higher Education Group Insurance
insurance total $4.1 billion for the 2012-13 biennium,
representing approximately 2.4 percent of the state budget.
Appropriations for employer contributions to employee and
retiree group insurance increased by $1.5 billion, or 121
percent, from the 2000-01 biennium. This funding
represents an average biennial increase of 20.2 percent. The
primary cost-drivers affecting employee group insurance
state contributions are the average cost of health insurance
per participant, the degree of cost-sharing between employees
and the state, and the number of participants covered. Figure
29 shows recent trends in employee insurance program
expenditures in All Funds using combined data for TRS,
ERS, and HEGI. The decrease in fiscal year 2005 is largely
the result of benefit design changes implemented to contain
the growth in healthcare costs. The decrease shown in fiscal
year 2009 reflects the Governor’s veto of community college
health insurance funding for that fiscal year. Finally, the
decreases shown for the 2012-13 biennium is primarily due
to a decrease in the state contribution to TRS-Care from 1.0

percent to 0.5 percent of active employee payroll in fiscal
year 2013. In addition, Article IX, Section 18.09 of the
2012-13 General Appropriations Act, provides for a
contribution from all general state agencies and institutions
of higher education equal to 1.0 percent of the total base
wages and salaries for each benefits eligible employee
participating in the ERS Group Benefits Program to go
toward group health insurance. This 1.0 percent contribution,
when combined with the group health insurance
appropriations made to ERS by the Eighty-second
Legislature, Regular Session, 2011, is expected to provide
funding to meet the annual medical cost trend of 7.0 percent.
These group insurance amounts do not take into account
state funding associated with public education employee

group insurance.

Figure 30 and Figure 31 show information on plan design
and premiums for a sample of state-supported healthcare
plans. In Figure 30, ERS, The University of Texas System
(UT System), and the Texas A&M System (TAMU System)
had some benefit design changes in fiscal year 2012, while
the benefits for TRS remained unchanged from fiscal year
2011. Similarly, in Figure 31, ERS, the UT System, and the
TAMU System all had premium increases in fiscal year 2012,
while TRS’s premiums remain unchanged from fiscal year
2011.

FIGURE 29

TOTAL ALL FUNDS STATE CONTRIBUTIONS FOR EMPLOYEE AND RETIREE GROUP HEALTH INSURANCE

FISCAL YEARS 2000 TO 2013

IN MILLIONS

$2,400

$2,200

$2,000

$1,400

$1,200

$1,800 /——C\/
$1,600 —

$1,000 g

$800 . . f f : :

2000 2001 2002 2003 2004 2005 2006

2007 2008 2009* 2010 2011 2012 2013

*Amount reflects Governor’s veto of $154.0 million for community college health insurance funding in fiscal year 2009.

Notes: Combines Teacher Retirement System (retiree insurance only), Employees Retirement System, and Higher Education Group Insurance
contributions. Excludes group health insurance contributions made by institutions of higher education.

Sources: Employees Retirement System; Teacher Retirement System; The University of Texas System; Texas A&M University System.
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FIGURE 30

TEXAS GROUP INSURANCE PROGRAM DESIGN FOR GENERAL STATE AND EDUCATION EMPLOYEES

FISCAL YEAR 2012

ERS HEALTH SELECT

TRS-CARE 3
TRS PUBLIC SCHOOL

MEDICAL IN-NETWORK UT SELECT A&M CARE RETIREES, IN-NETWORK
Deductible None $350/person $700/person $300/person
$1,050/family $2,100/family $600/family
General Coinsurance 20% 20% 30% 20%
Office Visit Copay $25 PCP $30 FCP $30 Under 65: $25
Over 65: 20% after
Medicare portion
Specialist Visit Copay $40 with PCP referral $35 $45 Under 65: $25
Over 65: 20% after
Medicare portion
Emergency Room Copay 20% + $150/visit $150 (waived if 30% after 20% after deductible
(applied to hospital admitted) deductible
copay if admitted)
Hospital Care $150/day + 20%; $100/day ($500 30% after 20% after deductible
$1,500 annual cap max.) + 20% deductible

Annual Out-of-Pocket Maximum

$2,000/person

$2,500/person;
$7,500/family

$5,000/person;
$10,000/family

$3,000/person;
$6,000/family

Lifetime Maximum Coverage Unlimited Unlimited Unlimited Unlimited
AFTER $100 AFTER $50

PRESCRIPTION DRUGS AFTER $50 DEDUCTIBLE DEDUCTIBLE DEDUCTIBLE NO DEDUCTIBLE
Non-Maintenance Copay
(Tier 1, 2, and 3)
Retail

(<=30 day supply) $15/35/60 $10/35/50 $10/35/60 $10/25/40
Mail Order

(<=90-day supply) $45/105/180 $20/87.50/125 $20/70/120 $20/50/80
Maintenance Copay
(Tier 1, 2, and 3)
Retail

(<=30 day supply) $20/45/75 $10/35/50 $10/35/60 $10/25/40
Mail Order

(<=90-day supply) $45/105/180 $20/87.50/125 $20/70/120 $20/50/80

Note: PCP= Primary Care Physician; FCP = Family Care Physician.
Sources: Legislative Budget Board; Teacher Retirement System; Employees Retirement System; The University of Texas System; Texas A&M
University System.

Figure 32 shows the average monthly plan contribution per
enrollee for ERS, The UT System, and the TAMU System.
The trend line for unadjusted (or nominal) contributions in
Figure 32 shows average costs increased significantly from
fiscal year 2000 through fiscal year 2011, a trend which
mirrored healthcare cost increases experienced nationwide
for large employers. Figure 32 also shows the nominal
contribution after being adjusted for medical inflation. The
medical inflation index used here reflects only consumer paid
expenditures and premiums, and is the most readily available
and reliable data factor for this measurement.
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STATE BUDGET OVERVIEW

FIGURE 31

TEXAS GROUP INSURANCE PREMIUMS FOR GENERAL STATE AND EDUCATION EMPLOYEES

FISCAL YEAR 2012

ERS HEALTH SELECT UT SELECT A&M CARE
Full-Time Employee Premium Contributions
Employee Only $0.00 $0.00 $99.47
Employee & Spouse $250.74 $199.02 $284.36
Employee & Child(ren) $167.90 $208.15 $215.03
Employee & Family $418.64 $391.93 $376.80
Part-Time Employee Premium Contributions
Employee Only $219.15 $231.13 $282.82
Employee & Spouse $595.26 $551.31 $546.16
Employee & Child(ren) $471.00 $516.80 $456.16
Employee & Family $847.11 $822.96 $698.82
TRS PUBLIC SCHOOL
ERS HEALTH SELECT UT SELECT A&M CARE RETIREES*
Retiree Premium Contributions
Retiree w/Medicare $0.00 $0.00 $99.47 $100.00
Retiree/Spouse w/ Medicare $250.74 $199.02 $284.36 $255.00
Retiree w/o Medicare $0.00 $0.00 $99.47 $295.00
Retiree/Spouse w/o Medi