


February 8, 2011

The Honorable David Dewhurst

The Honorable Joe Straus

Members of the 82nd Texas Legislature
Citizens of Texas

Fellow Texans,

Two years ago, as the Texas Legislature convened in Austin to write a budget for the current biennium, our nation
was experiencing the early stages of a global economic crisis. While lawmakers in Washington, D.C., and other state
capitals across the country faced serious budget issues, Texas had a comparatively stronger economy than most. Even
so, we committed ourselves to writing a budget that would help us weather the churning economic storm by funding
economic development initiatives, reducing the tax burden on small businesses to encourage job creation, rejecting
portions of one-time federal stimulus funds, and leaving a historic balance in our Rainy Day Fund. These decisions
helped Texas become America’s leader in job creation and economic opportunity, even in the midst of a national
recession.

Today the Texas Legislature must again confront the effects of the national economic crisis and make critical decisions
to continue strengthening our state’s competitive position over the next two years. We must evaluate whether
agencies and programs are efficient, and whether they fulfill a core responsibility of government. We must encourage
job creation. We must respond to the state’s budget challenges just as Texas families respond to their own financial
challenges — by tightening our belts, discerning between “needs” and “wants,” and setting priorities accordingly. We
must increase government efficiency by consolidating services and suspending or eliminating services that are not
necessary functions of government.

We also face the additional challenges of balancing our budget under the weight of an ever-expanding federal
government, whose unprecedented intrusion into state matters limits our flexibility in critical areas. For example, our
state budget challenges are being exacerbated by the federal health care mandates passed by the 111th Congress
and implemented by the Obama Administration. The changes to Medicaid - including the increased costs to states

and federally mandated caseloads in the Medicaid program, a decrease in the federal government’s cost share for -

the program, and restrictions on changing the structure of the program — threatens the financial health of our state
and will force the state to consider cuts to key priorities important to Texans. Texas must have flexibility to administer
Medicaid, and other programs, to serve those with the highest needs while continuing to fund budget priorities, such
.as public education and public safety. | am committed to resisting federal encroachment and will continue to urge
Washington to allow our state to exercise creativity and flexibility in designing our Medicaid program and managing
Medicaid dollars. This flexibility is not only vital to balancing our budget this session, but to also ensuring the state’s
long-term financial health.
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When Texas faced similar budget challenges in 2003, our state’s leadership worked together to pass a balam;.ed budget
that set priorities and reduced spending without raising taxes. The wisdom of this fiscally responsible approach

made Texas a national leader, a magnet for business and job growth, and a model for other states to follow. | remain
committed to the same responsible approach today.

| commend the House of Representatives and the Senate for their hard work in producing a base budget that is a
concrete starting point for the task ahead. | look forward to working with these lawmakers to pass a responsible,
balanced budget that reduces spending, sets budget and policy priorities without raising taxes, and preserves the
state’s Rainy Day Fund. Together we will ensure that Texas remains the nation’s leader in job creation and a land of
opportunity for generations to come.

Sincerely,

?@ee Y

Rick Perry
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(GOVERNOR'Ss BASE BUDGET SUMMARY OF RECOMMENDATIONS

Office of the Governor’s Base Budget, 2012-2013 Summary (in millions)*

| General Government S 2,611.9 S 3,678.8
I . Health & Human Services 20,931.1 49,361.2
i Agencies of Education 44,578.9 67,934.1
v ' The Judiciary 428.9 604.0
Vv Public Safety & Criminal Justice 7,632.9 ‘ 10,540.5
vi Natural Resources 1,553.7 3,028.4
Vil * Business & Economic Development 812.5 19,878.7
Vil * Regulatory 4903 520.0
| The Legisla ‘

*Totals may not add due to rounding.



DistiNcTIONS OF THE GOVERNOR’S INTRODUCED BAaSE BUuDGET

As a starting point, the Governor’s proposed base budget for the 2012-13 biennium summarized above assumes the
lowest recommended amount of General Revenue and General Revenue-Dedicated for each agency and institution of
higher education included in the introduced House or Senate appropriation hills. Below is an alternative way of arriving

at the fiscally responsible base number proposed by HB 1.

Higher Education Reformed Starting Point

Reductions in Higher Education Base

Savings
Eliminate Tuition Waivers (Exception for Military Related Waivers) $ (118,000,000)
Increase Faculty Productivity {383,000,000)
Reduce Special ltems Funding (816,700,000)
Total Reductions in Higher Education Base S (1,317,700,000)
Additions in Higher Education Base Amount
Increase and Combine TEXAS Grant & Tuition Equalization Grant Funding $ 360,300,000
System Discretionary Funding (Equal to 10% of each System’s Instruction & Operations Formula) 479,200,000
Restore Formula Funding for General Academic, Health Related, & Two-year Institutions? 478,200,000

Total Additions in Higher Education Base

$ 1,317,700,000

Total Reductions to Higher Education Base (1,317,700,000)
Total Additions to Higher Education Base 1,317,700,000
Total Net Change to Higher Education Base [ -
Governor’s Base Budget Additions to the Lowest
Legislative Budget Board Recommended Funding Level
Governor’s Base Budget Addition Amount

Alternatives to Abortion

Foundation School Program Funding

Homeland & Border Security (Office of Homeland Security, Department of Public Safety, Parks & Wildlife)

Total

] 8,400,000

500,000,000
40,075,000

$ 548,475,000

1 For the general academic teaching institutions, the Governor recommends that a portion of undergraduate formula funding be based on the number of bachelor

degrees awarded with additional weights for at-risk students and degrees awarded in critical fields.
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SMALLER & MORE EFFICIENT GOVERNMENT & ADDITIONAL REVENUE CONSIDERATIONS

Just like families across this state, Texas government must live within its means. We must be responsible and prioritize
funding for programs based on available revenue. We must also identify opportunities to consolidate state agencies,
suspend certain non-critical agencies for two years and reconsider them next biennium or abolish them altogether. In
addition to the reductions proposed by the House and Senate, the list below identifies opportunities for savings and
revenue,

Additional Savings & Sources of Revenue

Suspend Texas Historical Commission S 4,600,000
Suspend Commission on the Arts 5,086,544
Suspend Board of Professional Geoscientists 1,168,663
Suspend Board of Professional Land Surveying 880,586
Consolidate the Texas Facilities Commission 4,200,000
Consolidate the Department of Assistive & Rehabilitative Services 8,400,000
Consolidate Public Safety Licensing Agencies 2,100,000
Consolidate the Texas Department of Housing & Community Affairs 12,200,000
Consolidate the Texas Department of Rural Affairs 6,400,000
Consolidate Health Regulatory Agencies 7,000,000
Consolidate the Office of Public Utility Counsel 1,500,000
Consolidate Certain Regulatory Agencies into the Texas Department of Licensing & Regulation 2,900,000
Institute a 10% Surcharge for Spouses of State Employees Eligible for Health Insurance Elsewhere 11,000,000
University of Texas Medical Branch Correctional Managed Care Savings 30,000,000
Sale of the Sugar Land Central Unit Prison 30,000,000
State Outstanding Debt Collections 141,100,000
General Land Office Land Sales 200,000,000
Total Additional Savings & Sources of Revenue $ 468,535,793

Additional Savings & Sources of Revenue

¢ Suspend the appropriation to the Texas Historical Commission for the 2012-13 biennium, saving $4.6 million in
addition to the reductions proposed by the Legislature.

e Suspend the appropriation to the Commission on the Arts for the 2012-13 biennium, saving $5.1 million in
addition to the reductions proposed by the Legislature.

o Suspend the Board of Professional Geoscientists, saving $1.2 million in addition to the reductions proposed by
the Legislature.

e Suspend the Board of Professional Land Surveying, saving $881 thousand in addition to the reductions proposed
by the Legislature.

e Consolidate the functions of the Texas Facilities Commission into the General Land Office and other agencies as
appropriate, saving $4.2 million in addition to the reductions proposed by the Legislature.
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Consolidate programs administered by the Department of Assistive and Rehabilitative Services into the
Department of State Health Services and the Department of Aging and Disability Services, saving $8.4 million in
administrative costs in addition to the reductions proposed by the Legislature.

Consolidate the Commission on Jail Standards, the Texas Commission on Law Enforcement Officer Standards and
Education, and the Commission on Fire Protection into a new Article V Licensing Agency Commission. This would
save $2.1 million in addition to the reductions proposed by the Legislature.

Consolidate the Texas Department of Housing and Community Affairs and its functions to the Texas State
Affordable Housing Corporation, Public Utility Commission, and Texas Department of Licensing and Regulation.
Additionally, the state should transfer $4 million for veterans housing programs under the Veteran’s Land Board.
This would save $12.2 million in general revenue in addition to the reductions proposed by the Legislature.

Consolidate the Texas Department of Rural Affairs into the Texas Department of Agriculture, which would ensure
a more efficient agency and would save $6.4 million in addition to the reductions proposed by the Legislature.

Consolidate the Texas Medical Board, the Texas Board of Nursing, the Texas Board of Dental Examiners, the Texas
Optometry Board, the Texas Board of Examiners of Psychologists, the Texas Board of Chiropractic Examiners, the
Texas Board of Pharmacy, the Executive Council of Physical Therapy and Occupational Therapy Examiners and
the Texas Board of Podiatric Medical Examiners into one new agency, the Health Professions Agency. The state
could also eliminate the Health Professions Council, as the functions would no longer be needed. This would
save $7 million in addition to the reductions proposed by the Legislature. '

Consolidate the Office of Public Utility Counsel into the Public Utility Commission (PUC). The PUC would be
required to include a residential and small commercial customer impact assessment and issue a specific finding
to address the impact of rate changes on these customer classes in all rate cases. This consolidation would save
$1.5 million in addition to the reductions proposed by the Legislature.

. Consolidate the Texas Board of Veterinary Medical Examiners, the Texas Funeral Service Commission and
the Texas Board of Plumbing Examiners and move their functions to the Texas Department of Licensing and
Regulation. This would save $2.9 million in addition to the reductions proposed by the Legislature.

Currently the state pays for 50 percent of health insurance costs for the spouse of every active employee. This
proposal introduces a 10 percent spousal surcharge to be charged if the active employee chooses to use ERS
insurance to cover a spouse who is eligible for insurance elsewhere. This would save more than $11 million in
general revenue in addition to the reductions proposed by the Legislature.

Due to the recent audit report findings by the State Auditor’s Office, and the subsequent letter sent by the
University of Texas Medical Branch requesting to end the contract for Correctional Managed Care, the Governor’s
budget recommends canceling necessary contracts early to explore private sector delivery options, or instructing
the state-supported institution to provide correctional care according to the constitutional minimum level,
saving the state $30 miilion.

HB 1 directed the closure of the Texas Department of Criminal Justice Central Unit in Sugar Land. The sale of this
property should bring the state an additional $30 million in revenue.

According to the Legislative Budget Board, the state is owed non-tax debt of more than $850 million. More than
90 percent of those debts are owed to state agencies that have already entered into contracts with third-party
debt collectors and thus outsourced their debt collection efforts to private collectors. The Legislature should
review current law and processes to ensure state agencies, and those collecting debt on their behalf, have the
tools they need to maximize collection efforts. If the state increased collection rates by only 16 percent, this
would generate an additional $141 million.

The School Land Board continually monitors properties that would be a good investment for the Permanent
School Fund. In doing so, they estimate there are at least $200 million worth of properties held by the state that
meet investment criteria for purchase if lawmakers approve the sale of these properties. This would provide
$200 million in additional revenue.
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GOVERNOR'S PRIORITIES & INITIATIVES

Governor’s Priorities & Initiatives*® Amount

Emerging Technology Fund 15,000,000
Film & Video Game Incentive Program 20,000,000
Regional Planning & Criminal Justice Assistance Grants 10,200,000
Economic Development & Tourism 11,300,000
Statewide Inspector General 35,700,000
Sex Offender Monitoring 500,000
Disaster Contingency Fund 25,000,000
Expanded Virtual School Network 5,000,000
Debt Service for the Issuance of Cancer Bonds 14,500,000
Provide T-STEM Related Scholarships 50,000,000
Increase Number of T-STEM Academies 32,000,000
Governor’s Priorities & Initiatives Total 219,200,000
Tax Reductions & Incentives Amount

Small Business Tax Exemption 150,000,000
Tax Credit to Employers Assisting Dropouts Earning a High School Diploma or Equivalent 5,000,000
Tax Reductions & Incentives Total $ 155,000,000
Total: Governor’s Priorities, Initiatives, Tax Reductions, & Tax Incentives $ 374,200,000

*Amounts shown represent the request abave amounts within HB 1 as introduced. In addition, the Governor’s Buse Budget requests the same
Unexpended Balance and Transfer authority that is currently granted to the Legislature.

Texas Enterprise Fund

The Texas Enterprise Fund, the state’s “deal-closing fund,” provides incentives that help create good jobs for Texans
by attracting new employers to the state and assisting businesses looking to expand their operations within Texas.
The success of this program is indisputable — even other states, including Oklahoma and New Jersey, have considered
pursuing efforts to replicate our program. HB 1 retains about $151 million for this important job creation program,
which has closed the deal on projects generating more than 56,700 new jobs and more than $14.7 billion in capital
investment in the stata,

Texas Emerging Technology Fund

The Texas Emerging Technology Fund (ETF) has been instrumental in creating 21 world-class research centers and
recruiting more than 56 world-class researchers to Texas. Those researchers have in turn brought more than 262
additional researchers to the centers and $420 million in federal and private research grants. ETF investments also
provide crucial resources to early-stage companies, helping entrepreneurs take their innovative discoveries from
concept to development to commercialization in the marketplace. The ETF is vital to strengthening our state as a top
destination for research, as well as keeping the benefits of that research in Texas when it reaches commercialization, in
terms of jobs created and economic investment. This incentive fund holds the promise of jobs and prosperity for Texas
as well as cutting-edge developments to find cures for cancer, treatments for diabetes and heart disease and other
innovative technologies that will improve and save lives across the world.
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Film & Video Game Incentive Program

The Texas Moving Image Industry Incentive Program supports film, commercial, animation and video gaming projects
in Texas, which not only brings valuable jobs to our state, but also generates significant benefits by increasing Texas’
visibility, strengthening Texas’ tourism industry and positively impacting local economies where productions take place.
Renewing film incentives will increase Texas’ competitive position worldwide as a production destination, generating
significant economic investment.

Regional Planning & Criminal Justice Assistance Grants

These grants allow cities and counties to pursue local economic initiatives and facilitate intergovernmental cooperation
and planning. These grants also provide funding for a variety of juvenile justice, border security, criminal justice, and
victim services programs.

Economic Development & Tourism

The Economic Development and Tourism Office pursues business development leads and investment opportunities for
the state and formulates strategies to identify and strengthen business recruitment prospects, export opportunities,
and tourism. The office plays a significant role in maintaining Texas’ status as the nation’s top job creator, which added
more jobs than any other state in 2010, as the top-exporting state for the last eight years, and the third-most visited
state in the nation. The operations of this office are vital to maintaining Texas’' continued economic strength.

Statewide Inspector General

Since its creation in 2004, the inspector general’s office at the Health and Human Services Commission has saved the
agency more than $5.3 billion. Texas would be well served to recreate this model statewide and establish a statewide
inspector general to maximize cost efficiency and effectiveness in all state agencies.

Active Monitoring as Part of Registration & Sentence for Certain Sex Offenders

Texas should require active monitoring of high-risk sex offenders using tracking technology as part of the sex offender’s
registration for three years. Additionally, Texas should require active monitoring to be considered as part of the
sentence and require all high-risk sex offenders who have served their entire prison sentence to be actively monitored
upon their release.

Disaster Contingency Fund

These funds allow the state to immediately access necessary funding during emergency situations resulting from man-
made or natural disasters, better preparing the state to assist local jurisdictions and facilitate aid to disaster victims.

Expand Virtual Schools Network

Students should have educational opportunities outside of the brick-and-mortar of traditional schools. Virtual
schools provide unlimited opportunity to students across the state to engage in the most cutting-edge educational
opportunities. Web-based education also provides students across the state, regardless of their background or where
they live, with unprecedented access to the best teachers and curriculum. A virtual option also enables students, who
may have dropped out, an opportunity to earn their diploma in a non-traditional setting while still maintaining their
current responsibilities.

Cancer Prevention Research Institute of Texas (CPRIT) Bonds

The Governor proposes $14.5 million to fund debt service for the $600 million of Cancer Prevention and Research
Institute bonds to be issued in FY 2012-2013,
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T-STEM Challenge Scholarship

This will provide competitive awards to regional partnerships between higher education institutions, school districts and
local employers to help attract, retain, and graduate students who pursue a degree in a Science, Technology, Engineering,
or Mathematic field (STEM). In addition to the $50 million requested, which can be provided from Texas Guaranteed’s
surplus, this proposal also includes a $50 million match from private industry,

Increase the Number of T-STEM Academies in Texas by 2014

Our state is leading the nation in job creation, and Texas Science, Technology, Engineering and Mathematics (T-STEM)
Academies are preparing graduates to compete for jobs in the 21st century. By increasing the number of T-STEM academies,
we are increasing the number of students who will develop the skills they need to succeed in technologically advanced
fields, which will continue to attract the most technologically advanced industries into our state.

Small Business Tax Cut to Encourage Job Creation

We must make permanent the small business tax cut the Legislature passed in 2009, which eased the tax burden for 40,000

small businesses, aliowing them the opportunity to focus on keeping their doors open, creating jobs, and growing their
businesses.

Tax Credit to Employers Who Help Employees Obtain a Degree or GED

Texas employers have a vested interest in a strong, well educated workforce. The Governor’s budget proposes providing
a tax incentive to employers who grant their employees two hours a week of paid time off to return to school or study for
their GED. Once the employees have received their diploma or GED, the employer would then be eligible to receive 51,500
per student in tax incentives,
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