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Honorable Governor of Texas
Honorable Members of the Eightieth Legislature

Ladies and Gentlemen:

The Legislative Budget Board staff report Texas State Government Effectiveness and
Efficiency: Selected Issues and Recommendations contains 58 analyses on the
effectiveness and efficiency of Texas state government. The report has been prepared in
compliance with the provisions of Section 322 of the Texas Government Code.

The evaluation and audit processes established under the provisions of Section 322 are
valuable tools to help the Texas Legislature identify and implement changes that improve
state agency effectiveness and efficiency. The results of these evaluations and audits,
coupled with ongoing reviews of each agency’s progress towards the achievement of
established performance targets contained in the General Appropriations Act, facilitate
the accomplishment of state goals and objectives.

The 58 analyses contained in the Texas State Government Effectiveness and Efficiency:
Selected Issues and Recommendations report are organized by functional area. Each
analysis is designed to provide the reader with an understanding of the salient findings,
concerns, and recommendations (if warranted) related to the issue or program that has
been reviewed by Legislative Budget Board staff. When appropriate, the five-year fiscal
impact of any recommendation(s) is discussed, and information is provided as to whether
the recommendation(s) has been included in the introduced 2008—09 General
Appropriations Bill.

The staff of the Legislative Budget Board appreciates the cooperation and assistance state
agencies provided during the preparation of this report.

Respectfully submitted,

J&Bﬂen

Director
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

Vehicle fleet management operations undertaken by Texas
agencies include vehicle acquisition, maintenance and repair
activities, fueling operations, management of inventory and
use, collection and reporting of cost data, and disposal, or
sale, of excess inventory. Ninety-six agencies and institutions
of higher education within the state of Texas operate 26,766
vehicles at an average yearly cost of $157.8 million. Excluding
institutions of higher education, 37 state agencies expend
approximately $120.4 million a year to acquire, maintain,
fuel, and report the use and operations of 20,125 state fleet
vehicles.

Opver the last four biennia, the state steadily improved the
management of agency vehicle fleets by consolidating data
reporting, instituting standard use criteria, and increasing
the centralized operational oversight of disparate programs.
Further consolidation would allow Texas to continue to
improve the efficiency of vehicle fleet operations by reducing
related indirect management costs and coordinating direct
maintenance operations statewide. Improving the state’s fleet
data system would augment the quality and consistency of
data available to state legislators and agency executives, while

streamlining agency reporting requirements.

FACTS AND FINDINGS

¢ State agencies expended $15.4 million in indirect fleet
management operating costs during fiscal year 2005.
Indirect costs include salaries and benefits; insurance;
maintenance facilities; equipment and tools; and parts.
Labor resources account for 47 percent of total indirect
fleet costs. As a result, these resources are unavailable
to serve the core functions and constituencies of each

agency.

¢ Arandom sampling of state vehicle mileage logs recorded
during fiscal year 2005 reveals that, on average, state
vehicles sit idle for approximately 8.5 workdays per
month. Based on this data, state agencies are achieving
average fleet usage rates of only 72 percent.

¢ The current fleet data management system, which 96
state agencies and institutions of higher education
access, requires cumbersome and resource intensive
data entry and monitoring processes that agencies find
both difficult and costly to maintain.

CONCERNS

¢ Allowing 37 state agencies and 59 institutions of higher
education to manage independent fleet operations
creates multiple maintenance standards and duplicate
drains on limited state resources, negatively affecting
core agency functions.

¢ Texas’ fleet data management system, while successful
in providing consolidated statewide information for
legislative and executive use, demands more time and
staff resources than alternative options for capturing the

required information.

RECOMMENDATIONS

¢ Recommendation 1: Amend Texas Government Code
82171 to centralize state fleet management operations
into six functional agency hubs of similar vehicle
numbers. The six hubs would represent the four largest
agency fleets and two consolidated fleets created from
health and human services enterprise vehicles and
general government agency vehicles.

¢ Recommendation 2: Include a rider in the
2008-09 General Appropriations Bill to direct the
Ofhice of Vehicle Fleet Management, at the Building
and Procurement Commission, to implement an

improved state fleet data management system.

DISCUSSION

Over the last two decades, Texas improved its management
of agency fleet vehicles. The most significant changes occurred
during the Seventy-sixth Legislature, Regular Session, 1999.
Concerned about the lack of data available on the state
vehicle fleet and uncoordinated management, the Legislature
required the Office of Vehicle Fleet Management (OVFM)
to develop a state vehicle fleet management plan and institute
a state fleet data reporting system. This requirement came
under the direction of the State Council on Competitive
Government (Council). In October 2000, with the assistance
of OVEFM, and advised by seven large agencies, the Council
adopted a plan that defined acceptable vehicle acquisition,
maintenance, and disposal processes for state agencies and
institutions of higher education to implement. In September
2003, the plan was reissued with Council approved
revisions.

LEGISLATIVE BUDGET BOARD STAFF — JANUARY 2007
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

The plan contains three principle requirements. The first is
that agencies remain within an imposed vehicle fleet size cap,
defined and monitored by OVFM. The second requires that
vehicles meet a minimum usage threshold defined within the
plan; vehicles consistently failing to meet the criteria are
identified as excess and disposed of through surplus property
operations. The final requirement sets data reporting
standards; each agency operating state owned vehicles is
responsible for maintaining accurate and updated statistics
on those vehicles within the state fleet database, overseen by

OVEM.

Texas’ efforts in improving statewide fleet management place
it in the vanguard nationally. Many states, including
California and Oklahoma, are modeling recent fleet efficiency

improvements on Texas’ plan and requirement standards.

STATE FLEET COMPOSITION

As of January 2006, 96 state agencies and institutions of
higher education operated 26,766 state owned and
maintained vehicles. One quarter of those vehicles are
operated by institutions of higher education, with 37 state
agencies maintaining and using 20,125 vehicles. As Figure 1
shows, the Texas Department of Transportation (TXDOT)
maintains the largest state fleet with 9,594 vehicles; this
number excludes roughly 7,500 pieces of heavy construction
and testing equipment that the state fleet database does not
track because of their atypical use. The smallest fleets are
operated by the Office of the Secretary of State, the
Commission on Fire Protection, and the Juvenile Probation

Commission, each having a single vehicle. Three agencies,
the Texas Department of Public Safety (DPS), the Texas
Department of Criminal Justice (TDC]), and the Texas Parks
and Wildlife Department (TPWD), maintain fleets of
between 2,000 and 3,000 vehicles. The average fleet size of
the remaining 30 agencies is 120 vehicles.

Passenger vehicles, including 11,828 light duty trucks, 5,562
sedans and sport utility vehicles, and 3,034 vans primarily
comprise the state fleet. The primary programmatic uses of
state fleet vehicles are maintenance operations (7,728
vehicles), law enforcement activities (5,294 vehicles),
materials transportation needs (4,846 vehicles), and staff
transportation needs (3,902 vehicles). State agencies currently
allow employees to use 1,205 vehicles to commute from
home to work due to the specific demands of their position.

Many state fleet vehicles are operated beyond their useful life
and past the replacement criteria recommended by the State
Vehicle Fleet Management Plan, causing substantial decreases
in equipment performance and fuel economy. Although the
average age of state vehicles is 6.5 years, individual agency
ranges reach from a low of two years, at DPS and the Texas
Department of Licensing and Regulation, to a high of 13
years at the Commission on Fire Protection. This range
evidences certain disparity in the quality, safety, and efficiency
of vehicles operated at each agency. In addition, these
disparities increase maintenance and repair costs and cause
extreme fluctuations in the administrative burden placed on
the user agency.

FIGURE 1
AGENCY FLEET SIZES

AGENCY

NUMBER OF VEHICLES PERCENTAGE OF TOTAL

Texas Department of Transportation

Texas Department of Public Safety

Texas Parks and Wildlife Department

Texas Department of Criminal Justice

Texas Department of Aging and Disability Services
Department of State Health Services

Texas Commission on Environmental Quality
Texas Youth Commission

Texas Alcoholic Beverage Commission
Railroad Commission of Texas

All Other Agencies

Total

Source: Office of Vehicle Fleet Management.

9,594 47.7%
2,620 13.0
2,184 10.8
2,117 10.5
866 4.3
665 3.3
377 1.9
336 1.7
293 1.5
231 1.2
842 4.2
20,125
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

FLEET MAINTENANCE AND OPERATING COSTS

The state expends an average of $157.8 million per year on
fleet operating and maintenance activities, including: indirect
management; vehicleacquisitions; fuel costs; and maintenance
and repair work. State agencies, excluding institutions of
higher education, spend approximately 76 percent of the
total, an average of $120.4 million annually.

New vehicle acquisitions are the largest single yearly fleet
expense, $45.6 million in fiscal year 2005 for state agencies
alone, as Figure 2 shows. For fiscal year 2005, capital budget
authority to purchase transportation items was provided to
only 18 of the 37 state agencies with fleet operations. Capital
budget authority remained relatively constant over the last
several biennia, meeting the replacement needs of 62 percent
of agencies with active vehicle fleets.

FIGURE 2
2005 AGENCY FLEET EXPENSES
PERCENTAGE

EXPENSE CATEGORY EXPENSE OF TOTAL
Vehicle Purchases $45,646,123 34.3%
Fuel 41,451,320 31.1%
Repairs 25,670,447 19.3%
Indirect Operations 15,394,739 11.6%
Preventative Maintenance 4,877,097 3.7%
Fleet Data System 116,296 0.1%

Total $133,156,022

Source: Office of Vehicle Fleet Management.

Fuel costs are the next largest fleet expense for state agencies,
totaling $41.4 million in fiscal year 2005. The largest four
fleets consume 88 percent of vehicle fuel purchases: TXDOT;
DPS; TDCJ; and TPWD. While acquisition expenses held
steady for several biennia, fuel costs have recently increased
dramatically. From fiscal year 2003 to fiscal year 2004 agency
fuel costs increased by nine percent, followed by a 38 percent
increase into fiscal year 2005. If fuel trends continue to
increase at a rate equal to the average of the most recent
biennium, agency fuel costs will surpass $50 million a year
during fiscal year 2006.

Agency fleets also face routine preventative maintenance and
repair expenses. Repair costs averaged a six percent increase
since fiscal year 2003 and totaled $25.7 million in fiscal year
2005. This increase is partially due to the aging of many
Preventative maintenance

agency fleets. expenditures

remained relatively flat over the last several years, declining

slightly in fiscal year 2005 to $4.9 million. Declining
preventative maintenance efforts can be a significant concern
when operating older fleets, leading to more costly repairs.

which

maintenance costs, parts inventories, and computer system

Indirect  expenses, include salaries, facilities
fees, fluctuated very little, and totaled $15.4 million during

fiscal year 2005.

Vehicles that exceed their useful life are disposed of by state
agencies through the State Surplus Property Program. Yearly
surplus sales revenue is highly dependent on the quality of
vehicles the state is releasing into the market and the disposal
method. The State Surplus Property Program reported vehicle
sales revenue of $3.1 million in fiscal year 2004 and $5.7
million in fiscal year 2005.

INCREASED CONSOLIDATION OF FLEET OPERATIONS

To reduce administrative effort and realize additional
improvements, the state should continue to increase
efficiencies and minimize costs by further consolidating fleet
management and oversight functions. By centralizing fleet
management within six hubs created on a functional basis,
the state would realize savings through decreased indirect
expenses and avoid future costs by streamlining vehicle

purchasing, assignment, and maintenance operations.

Consolidating fleet operations would minimize the number
of employees serving functions related to vehicle fleet
management, while maximizing the impact of their actions.
Currently, most employees handle fleet responsibilities in a
part-time capacity while also working in activities such as
property management, facilities management, support
services, information technology, accounting, and budgeting.
The range and technical nature of fleet responsibilities,
including maintenance, repair, fueling, procurement, and
disposal, requires staff to dedicate time to develop skills and
knowledge outside of their primary duties. Part-time fleet
management removes staff resources from their primary
agency duties. Further consolidation of fleet resources would
allow the state to concentrate its vehicle knowledgebase and
staff resources in a few key locations and free most staff to
fulfill their primary agency duties.

The recommended consolidation will remove or ease the
responsibilities for vehicle purchasing, maintenance, repairs,
and reporting activities from 31 agencies. For example, 431
state employees maintain active access to the fleet data
management system to enter and maintain vehicle data. Of
that total, 339 employees prepare and enter data for the 31

agencies that would have their operations consolidated into

LEGISLATIVE BUDGET BOARD STAFF — JANUARY 2007
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

the six hubs by Recommendation 1. The consolidation would
allow state agencies to redirect these 339 employees from
fleet data reporting to core agency activities.

Greater consolidation would allow the state to improve the
use rates and efficiencies of active vehicles in the fleet. A
random sampling of mileage logs shows that an average state
vehicle sits idle and available 28 percent of the time, or
approximately 8.5 workdays per month. If fewer agencies
managed vehicles in larger pools, this excess time could be
used to either increase operational efficiency at agencies
currently lacking necessary fleet resources or reduce the total
size of the fleet, thereby reducing both direct and indirect
expenses and generating revenue through surplus sales.
Eliminating only half of the estimated current idle time
experienced by general government hub agencies could
decrease their vehicle replacement needs by over 400 vehicles,
reducing related capital appropriation requests by $6.6
million for the biennium.

Finally, consolidation would enable the legislature to address
vehicle replacement needs and related fiscal matters at a
higher level. Reviewing only six requests for capital fleet
appropriations would enhance the legislature’s ability to

implement a more efficient and consistent fleet resource
policy.

Implementing Recommendation 1 would locate the six
vehicle management hubs within TXDOT, DPS, TDC],
TPWD, the Health and Human Services Commission
(HHSC), and the Building and Procurement Commission
(TBPC). Each hub would manage approximately 2,000
vehicles, as shown in Figure 3, except for TXDOT, which
would retain authority for its current fleet of almost 10,000
vehicles. TXDOT, DPS, TDC]J, and TPWD would continue
to oversee fleet operations for the vehicles they own; HHSC
and TBPC would oversee management of consolidated fleets
made up of health and human services enterprise vehicles
and general government vehicles, respectively. The proposed
consolidation frees 31 agencies to redirect staff and financial
resources from administrative work tied to fleet management
responsibilities and align them with the agencies’ core

functions.

Lack of centralization is an emerging concern for many states.
California is currently reviewing the Texas State Vehicle Fleet
Management Plan and related policies to use as a model in
expanding centralized control of its own fleet operations.
Oklahoma is considering amending state statute to match

Texas’ internal controls on issues from surplus vehicle disposal

to minimum use criteria. South Carolina recently contracted
with a consulting firm to provide a full review of state fleet
operations. The firm’s primary finding revealed “a lack of
centralized, coordinated, and consistent management’
leading to “pronounced inconsistencies in operating
procedures, weaknesses in financial management and
accounting practices, duplication of effort, parochial
attitudes, and, with few exceptions, a distinct lack of
cooperation among agencies.” Further consolidation of fleet
management activities would ensure these issues do not

become a financial drain on Texas agencies.

FLEET DATA MANAGEMENT SYSTEM

Before installing the current fleet data management system in
fiscal year 2001, the state did not have a centralized sustainable
system that captured, reported, and analyzed statewide fleet
costs and use trends. Over the ensuing six years, the state
took advantage of the system to increase overall understanding
of state fleet operations and improve related management
activities. However, while the results met the original
expectations, using the current system is exceedingly difficult
for both the agencies entering the required data and OVFM,
which is responsible for administering and maintaining the
system.

A joint advisory group of the largest fleet agencies selected
the system. This complex asset management tool can capture
intricately detailed information on vehicle assets and is meant
to operate fully integrated with agency financial, payroll,
maintenance, budgeting, and planning systems. In this
respect, the state purchased a system far more advanced than
its needs, and, in doing so, paid a premium. To meet the data
entry processes and error checks the system requires, agencies
must enter data detail in excess of state requirements. This
causes a greater burden on staff resources than the requirement
originally anticipated. To complicate this problem, system
protocols to allow data to be imported into the system from
existing agency data systems are error prone and technically
cumbersome. Beyond the demanding conditions this creates
for agency administrative resources, over the years these
issues created inconsistencies in the data; even today,

anomalies and errors are not uncommon.

The concept of a uniform statewide database for collecting
and merging vehicle fleet data has proven successful; however,
the current system is error prone and operationally
troublesome. Newer alternative software packages offer the
state the opportunity to continue to accrue relevant
information regarding a large asset pool while addressing the

4 TEXAS STATE GOVERNMENT EFFECTIVENESS AND EFFICIENCY
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

FIGURE 3

RESULTING FLEET SIZES AND AGENCY COMPOSITION OF PROPOSED CONSOLIDATION INTO HUBS

HUB AGENCY VEHICLES PERCENT OF TOTAL

1 TXDOT Texas Department of Transportation 9,594 47.7%

2 DPS Texas Department of Public Safety 2,620 13.0%

3 TPWD Parks and Wildlife Department 2,184 10.9%

4 TDCJ Texas Department of Criminal Justice 2,117 10.5%

5 General Government 1,987 9.9%
TCEQ Texas Commission on Environmental Quality 377 1.9%
TYC Texas Youth Commission 336 1.7%
TABC Texas Alcoholic Beverage Commission 293 1.5%
RRC Texas Railroad Commission 231 1.1%
TDA Department of Agriculture 209 1.0%
TBPC Texas Building and Procurement Commission 82 0.4%
OAG Office of the Attorney General 75 0.4%
GLO General Land Office 73 0.4%
TDI Texas Department of Insurance 54 0.3%
TWDB Texas Water Development Board 40 0.2%
AGD Adjutant General’s Department 39 0.2%
TSD Texas School for the Deaf 33 0.2%
TSBVI Texas School for the Blind and Visually Impaired 27 0.1%
TAHC Texas Animal Health Commission 18 0.1%
TWC Texas Workforce Commission 17 0.1%
TSSWCB State Soil and Water Conservation Board 15 0.1%
THC Texas Historical Commission 13 0.1%
TSPBE Texas Board of Pharmacy 12 0.1%
DIR Department of Information Resources 10 less than 0.1%
CPA Comptroller of Public Accounts 9 less than 0.1%
TSPBE Texas State Board of Plumbing Examiners 8 less than 0.1%
TSL Texas State Library and Archives Commission 6 less than 0.1%
TEA Texas Education Agency 3 less than 0.1%
TLC Texas Lottery Commission 2 less than 0.1%
TDLR Texas Department of Licensing and Regulation 2 less than 0.1%
SOS Secretary of State 1 less than 0.1%
TCFP Texas Commission on Fire Protection 1 less than 0.1%
TJPC Texas Juvenile Probation Commission 1 less than 0.1%

6 Health and Human Services 1,623 8.1%
DADS Texas Department of Aging and Disability Services 866 4.3%
DSHS Texas Department of State Health Services 665 3.3%
HHSC Health and Human Services Commission 57 0.3%
DARS Department of Assistive and Rehabilitative Services 27 0.1%
DFPS Department of Family and Protective Services 8 less than 0.1%

Total Vehicles: 20,125

Sourcek: Legislative Budget Board.

specific software programming issues of concern by user
agencies. Recommendation 2 would require OVFM to
replace the current system with a web-based system that is
easier to maintain and use. To be successful asan improvement,
the new system requires the following: a web-based user
interface; a streamlined process for data entry, through both
manual entry and batch entry means; the ability to assume

all historical data contained in the current system; and an
enhanced reporting construct at both the agency management
and legislative oversight levels. Because of the premium paid
for the current system to have functionality that was not used
during its six-year tenure, the state can expect to reduce

overall system maintenance and administrative costs.
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CONSOLIDATE STATE FLEET MANAGEMENT OPERATIONS

To implement Recommendation 2, the following Building
and Procurement Commission rider could be included in the
2008-09 General Appropriations Bill:

State Fleet Data Management System. From
funds collected through interagency contracts
with agencies operating vehicle fleets, and
appropriated above in Strategy D.1.2, Fleet
Management, the Texas Building and Procurement
Commission will implement and maintain a state
fleet data management system for agencies to
report fleet operating expenses and uses, as
required by Chapter 2171.101, Government
Code. The system shall be accessible through a
web-based interface, provide forms for efficient
entry of data required by the State Vehicle Fleet
Management Plan, allow agencies to batch load
relevant data from internal legacy systems, provide
fiscal and managerial reports for both direct asset
management and oversight needs, and be flexible
enough to accommodate future agency or
legislative needs. All funds collected through inter-
agency agreements shall be expended solely on the
fleet system; funds not expended in the fiscal year
received shall be expended in the following fiscal
year for the development or maintenance of the
system.

FISCAL IMPACT OF THE RECOMMENDATIONS

The recommendations would save $664,000 in General
Revenue Funds during the 2008-09 biennium, create
opportunities for future savings, and enable state agencies
to redirect resources from general administrative tasks to
core mission functions. Structuring the system in the
manner recommended provides the economic benefits of
consolidation while keeping fiscal responsibility and
operational efficiency tied to each agency’s actions. Agencies
would retain access to the vehicles necessary to meet their
core functions while increasing their ability to make staffing
decisions that best meet their operational needs. At the
same time, the state, as a whole, will realize indeterminate
direct savings through the increased use of fleet vehicles and

decreased maintenance costs.

Recommendation 1 would save $664,000 in General
Revenue Funds during the 2008-09 biennium. Agencies
overseeing consolidated fleet management operations under
Recommendation 1, primarily the Health and Human
Services Commission and the Building and Procurement

Commission, would recover operational program expenses
from a charge-back methodology paid by user agencies.
Given state budgetstructures, fleet management consolidation
will create savings within the Texas Building and Procurement
Commission’s budget; fleet related salaries, currently paid
through general revenue appropriations, will be reimbursed
through interagency contract payments in the consolidated
system. Figure 4 shows probable yearly savings resulting
from Recommendation 1. Savings in fiscal year 2008 could
be reduced due to the actual implementation schedule
pursued by the consolidated agencies.

Recommendation 2 requires the Office of Vehicle Fleet
Management, through the Building and Procurement
Commission, to continue to collect yearly fees from user
agencies to support new or amended systems as they do with
the current system. The new web-based system is not expected
to have yearly maintenance expenses in excess of the current
system’s expenses. Because such savings are dependent upon
the actual system selected and the continuing fleet data needs
of the state, no estimate is made of potential savings.

FIGURE 4
FIVE-YEAR FISCAL IMPACT OF CONSOLIDATING
FLEET MANAGEMENT OPERATIONS

PROBABLE SAVINGS/(COST)

FISCAL YEAR TO GENERAL REVENUE FUNDS
2008 $332,236
2009 $332,236
2010 $332,236
201 $332,236
2012 $332,236

Source: Legislative Budget Board.

The introduced 2008-09 General Appropriations Bill
contains rider language to implement Recommendation 2
but does not address Recommendation 1.
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STATE SURPLUS PROPERTY DISPOSAL PROGRAM

The Texas Building and Procurement Commission’s State
Surplus Property Program netted an estimated $8.2 million
in sales in fiscal year 2006. While proceeds from this program
increased from the $5.2 million generated in fiscal year 2004,
the agency’s ability to improve the program is limited by the
information system dedicated to tracking surplus property
inventory and sales, leading to a lack of data about the
program’s performance. These limitations impede Texas
Building and Procurement Commission’s capacity for data-
driven program management. Addressing these concerns will
result in more timely and cost-effective disposition of surplus

property, improving the program’s ability to increase sales.

CONCERNS

¢ Although the Texas Building and Procurement
Commission may identify property it believes could
be surplus, ultimately such a determination is up to
the state agency owning the property. This limited role
increases the need for the agency to target its education
efforts to agencies that could potentially be retaining
unneeded property, impacting the amount of property
available for sale.

¢ Texas Building and Procurement Commission’s surplus
property information system does not fulfill the needs
of program management. As currently structured, the
system captures few of the data elements which could
gauge the efficiency of the surplus property disposal
process by identifying potential backlogs or other
inefficiencies. Moreover, the information system itself
delays the processing of surplus property by necessitating
manual data entry for the logging of property.

¢ The Texas Building and Procurement Commission
cannot readily access performance data for analysis
that it needs to manage the state surplus property
disposal process effectively. Additionally, TBPC does
not regularly evaluate the various aspects of the disposal
process under its control for timeliness, cost and

profitability.

¢ By statute, proceeds from the sale of surplus or salvage
property are to be deposited to the credit of the
General Revenue Fund less the cost of advertising the
sale, the cost of selling the surplus or salvage property,

and associated fees. However, agencies are currently
authorized in the 2006-07 General Appropriations
Act, to expend net receipts for the purchase of similar
property, equipment, or commodities. Agencies spent
an estimated $7 million based on this authority during
fiscal year 2006, which could have funded other
programs.

RECOMMENDATIONS

¢ Recommendation 1: Amend Texas Building and
Procurement Commission Rider 18 in the 2008-09
General Appropriations Bill entitled, “State and Federal
Surplus Property,” to require the agency to target select
state agencies, based on a risk assessment of the potential
surplus property needs of agencies, with information
about the state’s surplus property program and related
benefits.

¢ Recommendation 2: Amend Texas Building and
Procurement Commission Rider 18 in the 2008-09
General Appropriations Bill entitled, “State and
Federal Surplus Property,” to allow the Texas Building
and Procurement Commission to use a portion of the
receipts collected through surplus property disposal
to modify its existing surplus property inventory
information system or procure a new system for more
effective management of the agency’s surplus property
inventory and the tracking of surplus property sales.

¢ Recommendation 3: Amend Texas Building and
Procurement Commission Rider 18 in the 2008-09
General Appropriations Bill entitled, “State and
Federal Surplus Property,” to require the Texas Building
and Procurement Commission to develop and track
performance benchmarks and targets within the state
surplus property disposal process.

¢ Recommendation 4: Amend Article IX Section 8.04
in the 2008-09 General Appropriations Bill entitled,
“Surplus Property,” to appropriate 25 percent of the
receipts from the sale of surplus property, equipment,
commodities, or salvage pursuant to the provisions of
Chapter 2175, Texas Government Code.
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DISCUSSION

Administered by the Texas Building and Procurement
Commission (TBPC), the State Surplus Property Program
(SSPP), sells surplus property to the public while striving to
realize the maximum benefit to the state of Texas. Surplus
property is personal property exceeding a state agency’s needs
that will not be required in the foreseeable future. This
classification includes new and used property retaining some
usefulness for its original intention or some other purpose.
Personal property includes items such as furniture, equipment,
vehicles, boats and aircrafts, and other assets that are not real
property. The TBPC reported net sales proceeds of $5.2
million in fiscal year 2004 and $7.7 million during fiscal year
2005. As of late fiscal year 2006, TBPC reported net sales of
$8.2 million. During the 2006-07 biennium, TBPC was
appropriated a total $2.9 million for Surplus Property
Management of which $950,300 was assigned to the SSPT.
TBPC Rider 18 in the 2006-07 General Appropriations Act,
prevents the agency from expending an amount greater than
sales and appropriations for the SSPP.

In 2000, the Sunset Advisory Commission (SAC) found that
“cumbersome and ineficient” statutory requirements
prevented the disposal of surplus property through the most
effective methods. At the time, the SSPP was statutorily
prevented from acquiring, storing, or setting the sales price
of state surplus property. Consequently, surplus property
warchousing and disposal was largely decentralized, and the
SSPP was limited to providing information on the availability
of surplus property and organizing public sales. In response
to the SAC findings, the Legislature modified the surplus
property disposal process during the Seventy-seventh Regular
Session, 2001, by granting TBPC greater authority over the
sale of surplus property. However, although the Legislature
increased TBPC’s surplus property disposal responsibilities,
not all the phases of surplus property disposal fall within the
control of TBPC.

Under the current disposal process:

* State agencies are largely responsible for identifying
surplus property within their organization. Although
TBPC may identify property it believes could be
surplus during the regular course of business, ultimately
such a determination is up to the state agency owning
the property. Consequently, TBPC’s role with respect to
surplus property identification is limited to educating
agencies and property managers about the SSPP and
the benefits of surplus property disposal. This limited

role increases the need for TBPC to target its education

efforts at agencies which could potentially be retaining
unneeded property.

* Once surplus property is identified, the property is
advertised on the Comptroller of Public Accounts
website for 10 days. During this period, state
agencies, political subdivisions, and eligible assistance
organizations may seek direct transfer of the surplus
property. Entities seeking direct transfer of surplus
property coordinate with the state agency in possession
of the property. During this phase of property disposal,
the SSPP informs eligible entities of the availability
of property for direct transfer, certifies assistance
organizations as being eligible for direct transfers, and
conducts retrospective reviews of direct transfers to

assistance organizations.

 After the direct transfer period, the remaining surplus
property is eligible for sale to the public. During this
phase of the property disposal process, the SSPP is
responsible for disposing of property through the most
advantageous sales method. Property disposal methods
include sealed bids, live auctions, storefront sales, and
Internet auctions. Most sales are carried out directly by
TBPC or through a contracted auctioneer. However,
on a case-by-case basis, TBPC may provide agencies
with limited delegated authority to sell atypical items
when the agency can prove that it can maximize sales
proceeds.

Recommendation 1 augments the amount of surplus property
available for sale under the current disposal process by
requiring TBPC to target select state agencies, based on a risk
assessment of potential surplus property, with information
about the SSPP and related benefits. This recommendation
would not require TBPC to identify surplus property but to
instead engage agencies that may not be maximizing surplus

property for disposal.

INFORMATION SYSTEM AND PERFORMANCE DATA
LIMITATIONS

TBPC’s ability to effectively dispose of state surplus property
is hampered by the limited functionality of the information
system dedicated to tracking surplus property and a lack of
readily accessible performance data.

TBPC’s information system dedicated to tracking surplus
property does not capture all of the data elements that could
be used to gauge the efficiency of the surplus property
disposal process such as identifying potential backlogs or
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other inefliciencies. Moreover, the information system itself
delays the processing of surplus property by necessitating
manual data entry of surplus property that TBPC warehouses.
Program managers indicated that the manual data entry
requirement introduces data entry errors and process delays
necessitating after-hours work. The information system also
fails to track surplus property TBPC sells on behalf of other
agencies through sealed bids and live auctions. TBPC staff
identified the need for an enhanced point-of-sale and

inventory information system as far back as calendar year

2004.

Recommendation 2 would allow TBPC to use a portion of
the receipts collected through surplus property disposal to
either modify its existing information system for managing
surplus property inventory and tracking sales or procure a
new system. The modified or new system should allow
automated processing of surplus property by using readily
available technology, such as barcodes and scanners.

Performance data essential for the effective management of
the stages of the SSPP disposal process within TBPC’s control
are not readily accessible for analysis. Currently, SSPP data
resides in multiple information systems and paper reports. As
a consequence, extensive staff resources are expended to
compile basic program data. For instance, to determine
surplus property sales proceeds by the sales methods, staff
had to access paper reports and manually tally sales from
sealed bids, live auctions, and online sales. This manual
process increases the risk that data entered or compiled by
staff may contain errors. Program managers are aware of this
risk and indicated that they review reports for errors.
However, increasing the level of automation within the
process would further reduce the risk of errors.

Moreover, although the information system and data
limitations outlined above affect the ability to collect key
performance metrics for the SSPP, the program does not
regularly evaluate available data for cost and profitability. The
program appears to focus on total revenue generation with
little regard to other factors that affect the efficiency and cost-
effectiveness of the disposal process. A more comprehensive
approach to evaluating the program’s effectiveness would
involve:

* continually assessing the costs associated with
warehousing, cataloguing and administering surplus
property and related sales;

¢ determining the percentage of the estimated value of
surplus property being recovered through disposal
methods;

e assessing the cost-effectiveness of the various sales
methods; and

e analyzing the timeliness of the various components of
the process.

During its August 1999 review of the SSPD the Sunset
Advisory Commission recommended that TBPC set
performance standards for the timely disposal of surplus
property to minimize storage and handling cost while
maximizing returns. Recommendation 3 would require
TBPC to develop and track performance benchmarks and
targets within the state surplus property disposal process.
These metrics should provide agency management with the
necessary data to oversee the various aspects of the disposal
process for timeliness, cost, and profitability. After the
implementation of these benchmarks and performance
targets, TBPC could assess the feasibility of phasing-out
more work-intensive activities and less-profitable sales
methods and redeploying resources to other areas, such as
Moreover, as TBPC
Recommendation 2, it should ensure the enhanced

Internet  auctions. implements
information system is used to track program data, such as

performance benchmarks and targets required by

Recommendation 3.

The following modifications to the Texas Building and
Procurement Commission rider in the 2008—09 General
Appropriations Bill entitled, “State and Federal Surplus
Property,” could be made to implement Recommendations 1
to 3:

18. State and Federal Surplus Property.

a. Included in the amounts appropriated above in
Strategy D.2.1, Surplus Property Management, are
appropriations not to exceed $2,651,237 from receipts
collected for the biennium beginning September 1,
20057 to be collected pursuant to Chapter 2175,
Government Code. Out of funds appropriated above,
the Texas Building and Procurement Commission

shall procure or develop a surplus property inventory
information system to allow for the efficient processing
and management of the State Surplus Property
Program inventory and the tracking of surplus property
sales conducted or managed by the Texas Building

and Procurement Commission. The Texas Building
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and Procurement Commission may not expend, in a
given fiscal year, an amount greater than the amount
of receipts collected during the biennium pursuant to
Chapter 2175, Government Code and appropriated by
Article IX, §8.04 of this Act in that fiscal year.

b. The State Surplus Property Program shall target its

education and outreach efforts to select state agencies,
based on a risk assessment of potential surplus property
needs, to ensure state agencies are actively identifying
surplus property eligible for disposition.

c. The State Surplus Property Program shall develop and

track performance benchmarks and targets necessary
to _evaluate program activities for timeliness, cost, and
profitability. The Texas Building and Procurement
Commission shall provide no later than August 31,
2008, a report to the Legislative Budget Board and the
Governor detailing at a minimum:

i.  Surplus property sales proceeds by sales method;

ii. Costs associated with warehousing, cataloguing,
and administering surplus property and sales

activities;

iii. Percent of the estimated value of surplus property
being recovered through disposal method; and

iv. Timeliness of surplus property disposal.

STATE SURPLUS PROPERTY SALES

TBPC reports that gross sales proceeds for the SSPP in fiscal
year 2005 were $7.7 million, as shown in Figure 1. This
amount is an increase of 50 percent over the reported fiscal
year 2004 gross proceeds of $5.2 million. This rise in gross
receipts is due to large increases in live auction, storefront,
and Internet auctions sales. During this period, live auctions
sales increased by 36 percent ($1.1 million), storefront sales
increased by 122 percent ($1.5 million), and Internet
auctions sales increased by 133 percent ($387,137).

Conversely, program expenditures declined by 12 percent
from $771,123 in fiscal year 2004 to $675,930 in fiscal year
2005, as referenced in Figure 2. However, based on TBPC
reported sales proceeds from late fiscal year 20006, it appears
as if the growth in sales proceeds is leveling off. As of late
fiscal year 2006, TBPC reported net sales of $8.2 million, an
estimated 6.5 percent increase from fiscal year 2005 sales.

Of the four sales methods employed by TBPC in the disposal
of surplus property, the Live Auction method is the most
profitable. During fiscal years 2004 through 2005, live
auctions accounted for $7.1 million, 62 percent of nets sales
proceeds. For every dollar expended by the program in
activities related to live auctions during this period, the state
netted $97 dollars in sales. Items sold through this venue
include vehicles and heavy equipment.

The profitability of TBPC storefront operations increased
between fiscal years 2004 and 2005. The state netted $1.01
in sales for every dollar expended in activities related to
storefront operations in fiscal year 2004. In fiscal year 2005,
this amount increased to $4.10 due to the combined effect of
increased storefront sales and declining costs. However,
opportunities exist for TBPC to increase the effectiveness of
its storefront operations by addressing the information
system concerns cited earlier in this report and improving
agency inventory controls.

Although program managers indicated that they conduct
monthly invoice audits and physical property control audits
of high dollar or electronic items, these audits do not cover
the remainder of the surplus property controlled by TBPC.
TBPC’s Office of Internal Audit reported a similar concern
when it found that the program had not conducted a physical
inventory of storefront surplus property during fiscal year
2004. At the time, TBPC auditors concluded that a physical
count of all state surplus property within the program’s
control was needed to identify discrepancies between
recorded and physical inventory, thereby lowering the risk

FIGURE 1

STATE SURPLUS PROPERTY GROSS PROCEEDS, FISCAL YEARS 2004 AND 2005

2004 2005 PERCENTAGE CHANGE = DOLLAR CHANGE PERCENTAGE OF TOTAL
Sealed Bid $630,630 $195,776 (69%) $(434,854) 6%
Live Auctions 3,053,750 4,154,872 36 1,101,122 56
Online Auctions 291,807 678,944 133 387,137 8
Storefront 1,211,384 2,695,104 122 1,483,720 30
Total $5,187,571 $7,724,696 49% $2,537,125 100%

Source: Texas Building and Procurement Commission.
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FIGURE 2

STATE SURPLUS PROPERTY PROGRAM COST, FISCAL YEARS 2004 AND 2005

2004 2005 PERCENTAGE CHANGE DOLLAR CHANGE PERCENTAGE TOTAL
Sealed Bid $37,883 $31,190 (18%) $(6,693) 5%
Live Auctions 41,051 33,389 (19) (7,662) 5
Online Auctions 90,989 83,108 9) (7,881) 12
Storefront 601,201 528,243 (12) (72,958) 78
Total $771,123 $675,930 (12%) $(95,194) 100%

Source: Texas Building and Procurement Commission.

that missing property might go undetected. TBPC managers
indicated they conducted an inventory at the conclusion of
fiscal year 2006; however, the results of the inventory were
not available prior to the completion of fieldwork. As TBPC
implements Recommendation 2, it should ensure that the
enhanced information system contains a comprehensive
inventory of the surplus property managed by TBPC.

Another initiative TBPC could undertake to increase the
visibility of surplus property for sale through its storefront is
posting additional information online. Currently, TBPC
places only basic information (general category description,
units, and price) about property available through the
storefront. Potential customers may benefit from a detailed
description of the individual items for sale with information
about the property’s condition, in addition to photographs of
items for sale at the storefront.

Sales proceeds from Internet auctions totaled $291,807 in
fiscal year 2004 and $678,994 in fiscal year 2005. Although
these sums accounted for only 8 percent of the total sales
proceeds during this period, fiscal year 2005 Internet auctions
proceeds increased by 133 percent over the previous year. For
every dollar expended by the program in activities related to
Internet auctions, the state netted $5.58 dollars in sales.
Moreover, customers are overwhelmingly pleased with their
SSPP online purchasing experiences as evidenced by the 99.5
percent positive feedback rating attained by the program.
However, TBPC appears to have additional opportunity to
build upon its success.

Sales through the Internet auction method accounted for
509 individual sales or 4 percent of the over 12,100 individual
sales during fiscal years 2004 and 2005. TBPC indicated it
could build upon its current Internet auction efforts given
additional resources. Without those resources, surplus
property that could be sold through the Internet is selling
through less profitable means. Currently, a single online sales

coordinator is responsible for the majority of the duties

associated with Internet auctions.

Increasing TBPCs ability to conduct sales through Internet
auctions would increase the efficiency and cost-effectiveness
of the SSPP. Sales via online auctions for similar items
reportedly result in greater profits than what could be
obtained through more traditional disposal methods due to
increased competition. Additionally, disposal of surplus
property through the Internet appears to shorten overall
disposition time. Because of the potential for increased cost-
effectiveness through greater competition, shortened sales
times, and reduced warehousing cost, other states have
reportedly stopped using sealed bids for the disposal of
surplus property in lieu of online auctions.

As TBPC implements the benchmarks and performance
targets associated with Recommendation 3, it could assess
the feasibility of phasing-out more work-intensive activities
and less-profitable sales methods and redeploying resources

to other areas, such as Internet auctions.

SURPLUS PROPERTY PROCEEDS

By statute, proceeds from the sale of surplus or salvage
property are to be deposited to the credit of the General
Revenue Fund less the cost of advertising the sale, the cost of
selling the surplus or salvage property, and associated fees.
The Seventy-eighth Legislature, Regular Session, 2003,
adopted this mechanism in part because of a 2003
Comptroller of Public Accounts recommendation that the
proceeds from surplus property sales of goods originally
purchased with General Revenue Funds be returned to the
General Revenue Fund to increase the amount of funds
available.

However, agencies are currently authorized under Article IX,
Section 8.04 of the 2006-07 General Appropriations Act, to
expend these receipts from the appropriation item from
which like property, equipment, or commodities would be
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purchased, less the cost of advertising the sale, the cost of
selling the surplus or salvage property, and associated fees.
During fiscal year 2006, state agencies spent an estimated $7
million from the sale of surplus property in All Funds, based
on this authority. Modifying Article IX, Section 8.04 in the
2008-09 General Appropriations Bill, as outlined in
Recommendation 4, would allow agencies to continue
expending 25 percent of the receipts from the sale of surplus
property, equipment, commodities, or salvage pursuant to
Chapter 2175, Texas Government Code, while providing
additional revenue to the state. Thus, agencies will still have
an incentive to participate in the SSPP, while providing
additional legislative oversight over the remaining funds.

The following modifications to Article IX, Section 8.04 in
the 2008-09 General Appropriations Bill entitled, “Surplus
Property” could be used to implement Recommendation 4:

Sec. 8.04. Surplus Property. Twenty-five percent

of all receipts to any agency of the state government
specified in this Act received from the sale of surplus

property,
(including recycling products) pursuant to the

equipment, commodities, or salvage
provisions of Chapter 2175, Government Code,
are hereby appropriated to the state agency for
expenditure during the fiscal year in which the receipts
are received. Receipts from such surplus and salvage
(including recycled products) sales shall be expended
from the appropriation item from which like property,

equipment, or commodities would be purchased.

FISCAL IMPACT OF THE RECOMMENDATIONS

The estimated fiscal impact of allowing agencies to spend
only 25 percent of the receipts from the sale of surplus
property, equipment, commodities, or salvage pursuant to
Chapter 2175, Texas Government Code as discussed in
Recommendation 4 would result in an estimated revenue
gain in fiscal years 2008 and 2009 in General Revenue Funds
and General Revenue-Dedicated Funds of $10.3 million
and $483,000, respectively. The five-year fiscal impact of
Recommendation 4 as shown in Figure 3 assumes no growth
in the sale of surplus property.

Although Recommendations 1 to 3 will result in more timely
and cost-effective disposition of surplus property, the impact
of these recommendations on increased sales proceeds cannot

be estimated at this time.

FIGURE 3
FIVE-YEAR FISCAL IMPACT

PROBABLE REVENUE
GAIN/(LOSS) TO

PROBABLE REVENUE
GAIN/(LOSS) TO GENERAL

FISCAL GENERAL REVENUE REVENUE-DEDICATED
YEAR FUND FUNDS

2008 $5,166,182 $241,725
2009 $5,166,182 $241,725
2010 $5,166,182 $241,725

2011 $5,166,182 $241,725
2012 $5,166,182 $241,725

Source: Legislative Budget Board.

The introduced 2008-09 General Appropriations Bill
includes modified riders to implement Recommendations
1 to 4.
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PRACTICES

The Texas Building and Procurement Commission (TBPC)
is responsible for managing and maintaining the majority of
state owned office and auxiliary space, including warehouses
and laboratories, located in Travis County. TBPC provides
state tenants facility maintenance services, including: general
maintenance; custodial services, grounds keeping, minor
construction, recycling services, and deferred maintenance.
In fiscal year 2004, TBPC began assuming responsibility for
an additional 1.4 million square feet, bringing the total area
of space the agency manages to 10.8 million square feet.
Total facility management and maintenance expenses
increased from $45.4 million during the 2004-05 biennium
to $72.7 million during the 2006-07 biennium.

TBPC’s building inventory is deteriorating, as evidenced by
both mounting deferred maintenance projects and increasing
general maintenance expenses. Concurrently, the commission
is curtailing basic maintenance activities, such as preventative
maintenance and building management programs, which
could slow building deterioration and reduce total costs.
Improving TBPC’s allocation of available facility resources
and increasing preventative maintenance activities would
reduce long-term maintenance expenses and preserve the

state’s real property assets.

CONCERNS

¢ Building and Procurement Commission facility
lack  defined

for evaluating whether the programs are meeting

maintenance  programs standards
performance expectations. As a result, agency tenants

receive varying levels and quality of service.

¢ The Building and Procurement Commission has
not been proactive in addressing the dramatic cost
increases associated with major repairs and replacement
of primary building systems in state owned property.
Average yearly requests, by the Commission, for agency
funds to cover expected critical repairs, compliance
projects, and deferred maintenance climbed 49 percent
from fiscal year 2000 to fiscal year 2004. Although
anticipated expenses for fiscal years 2007 through 2011
total $117.4 million, the agency has made no plans to
benefit from Energy Performance Contract financing
structures to meet the state’s deferred maintenance

needs.

¢ The Building and Procurement Commission lacks a
formal evaluation process to compare the efficiency
of state operated facility maintenance programs
against private, non-profit, and government provided
alternatives. As a result the agency cannot assess the

quality and cost effectiveness of its building programs.

¢ House Bill 3042, Seventy-eighth Legislature, Regular
Session, 2003, transferred managementand maintenance
responsibility for five properties owned by the Texas
Historical Commission, comprising 22,433 gross
square feet of space adjacent to the Capitol Complex, to
the Building and Procurement Commission. Without
restorative and preservative attention similar to the
maintenance programs in place at the State Preservation
Board, these properties face potential deterioration

resulting in a loss of historical value.

RECOMMENDATIONS
¢ Recommendation 1: Amend Texas Government
Code, Section 2165.057, to direct the Building
and Procurement Commission to improve building
maintenance operations by implementing service level
contracts for building maintenance with each tenant
agency and creating property specific budgets.

¢ Recommendation 2: Amend Texas Government
Code, Section 2165.052, to direct the Building
and Procurement Commission to reinstate a formal
preventative maintenance program and use energy
savings performance contracting to meet deferred

maintenance needs.

¢ Recommendation 3: Include a rider in the 2008-09
General Appropriations Bill to direct the State Council
on Competitive Government to evaluate the facility
maintenance programs of the Building and Procurement
Commission against competitive market operations and
make recommendations regarding the improvement or
possible outsourcing of these programs.

¢ Recommendation 4: Amend Texas Government
Code, Sections 442.0071, 442.0072, 443.007, and
2165.007, to transfer management and maintenance
responsibility for Texas Historical Commission facilities
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in Travis County from the Building and Procurement
Commission to the State Preservation Board.

DISCUSSION

The Texas Building and Procurement Commission (TBPC)
is the state’s lead property management and maintenance
agency. Originally established in 1919 as the State Board of
Control, the agency consolidated many general government
services including property management. The agency
reorganized as the State Purchasing and General Services
Commission in 1979, and, was renamed the General Services
Commission in 1991. State Auditor reports throughout the
1990s cite numerous deficiencies, operational failures, and
insufficient direction at the General Services Commission,
causing the Seventy-seventh Legislature to abolish the agency
and replace it with the Texas Building and Procurement
Commission (TBPC) in 2001.

Although TBPC is the state’s lead agency for property
management, many other agencies maintain independent
property management responsibilities throughout the state.
Twenty state agencies and entities, not including institutions
of higher education, own 6,350 buildings valued at more
than $2.4 billion with a combined area of 56.4 million square
feet. Figure 1 shows that TBPC owns the fourth largest
building area, following the Texas Department of Criminal
Justice, the Health and Human Services Commission, and
the Texas Department of Transportation.

In addition to its own building inventory, TBPC provides
property management and facilities maintenance services to
many facilities owned by other state agencies. The passage of
state legislation by the Seventy-eighth Legislature, Regular
Session, 2003, increased the number of properties managed
and maintained by TBPC. Due to this legislation, the agency
now provides services to 11 percent of the total building area
of property owned by state agencies. The bill transferred
management and maintenance services for all state buildings
in Travis County to TBPC with the exception of military
facilities, residential facilities, and several exempted agency
facilities. As a result of this legislation, TBPC assumed
property management responsibilities for 28 buildings in
Travis County, comprising 1.4 million square feet of space
during the 2004-05 biennium.

During fiscal year 2006, TBPC managed 6.2 million gross
square feet of office space in 49 buildings and complexes. Of
the total gross space, 74 percent, or 4.6 million square feet,
was classified as usable representing varied applications
including office space, laboratory facilities, warehouse space,

FIGURE 1
STATE PROPERTY/BUILDING OWNERSHIP BY AGENCY
(SORTED BY SQUARE FOOTAGE)

SQUARE
AGENCY FEET VALUE
Texas Department of 20,554,687 $1,284,775,181
Criminal Justice
Health and Human 11,027,241 315,441,755
Services Commission
Texas Department of 7,256,183 116,329,113
Transportation
Texas Building and 6,826,312 280,138,000
Procurement Commission
Parks and Wildlife 2,235,346 112,068,443
Department
Texas Department of 1,895,831 64,752,140
Public Safety
Military Facilities 1,851,229 35,789,430
Commission
Texas Youth Commission 1,772,044 110,896,760
Texas Workforce 957,690 23,119,155
Commission
Adjutant General’s 717,274 11,643,487
Department
Other Agencies 1,304,152 65,520,606
Total 56,397,988 $2,420,474,070

Source: General Land Office.

conference centers, and historical buildings. TBPC also
manages 4.1 million square feet of parking garage facilities
and more than 20 additional flat-lot parking locations. While
85.5 percent of space managed and maintained by TBPC is
in Travis County, the commission also has responsibility for
facilities in other parts of the state, including: Houston, San
Antonio, Fort Worth, Waco, El Paso, and Corpus Christi.

TBPC maintains in-house property-management programs
providing general maintenance services, custodial and
recycling services, grounds maintenance, coordination of
minor construction contracts, and deferred maintenance
project management. Total maintenance expenditures for the
division are estimated at $72.7 million during the
2006-07 biennium, up 60 percent from $45.4 million
during the 2004-05 biennium. Figure 2 shows cost totals by
program area for the 2004-05 and 200607 biennia. TBPC
facility programs employ up to 171 full-time employees a
year, at a direct cost of $5.2 million during fiscal year 2006.
The programs are complemented by varying degrees of
contract labor provided by private vendors. Not including
deferred maintenance projects, which are primarily handled
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FIGURE 2

TEXAS BUILDING AND PROCUREMENT COMMISSION
FACILITY MANAGEMENT AND MAINTENANCE EXPENSES BY
PROGRAM AREA

BIENNIAL EXPENSES

PROGRAM 2004-05 2006-07*
General Maintenance $22,653,201 $24,471,197
Programs

Custodial Services $11,737,676 $10,787,676
Deferred Maintenance $11,008,892 $37,404,751
Projects

Total $45,399,769 $72,663,624

*Fiscal year 2007 expenses represent budgeted amounts.
Source: Legislative Budget Board.

through private vendors, contract expenses accounted for 57
percent of total maintenance activities during fiscal year
2006.

TBPC manages its inventory of state facilities through a
building manager-based organizational structure. The stated
role of the building manager is to serve as a liaison between
tenant agencies and the commission’s facility programs by
monitoring the flow of work order requests, supervising
building crews and custodial contracts, and developing an
institutional knowledge of building conditions and ongoing
work. Current assignments require each building manager to
oversee between 2 and 12 occupied buildings, ranging in size
from 166,000 to more than 1.3 million gross square feet; the
average assignment is more than 600,000 square feet of space
across six buildings. Each building manager is assigned one
or two building maintenance technicians to assist them with
minor maintenance and building upkeep work; on average,
each technician is assigned to two buildings covering more
than 400,000 square feet.

Building managers reassign work involving specific technical
skills or coordination to one of several specialty maintenance
programs within TBPC’s Facilitcy Management Division,
including: grounds maintenance, custodial services, minor
construction, core maintenance, and systems operations.
Either the core maintenance crew or the systems” operations
team performs work requiring specific technical certification
or training. These teams are jointly staffed by 49 skilled and
certified maintenance tradesmen. The operations team is also
responsible for active monitoring of building system controls
and mechanical issues and provides the first response to any
issues that arise from major building systems.

The majority of maintenance work performed is scheduled
for completion by the appropriate maintenance program
after a request is received from one of the tenant agencies
indicating a maintenance issue requiring resolution.
Emergency requests are reported to the agency’s maintenance
call center, but most work order requests are received through
a web-based request center and work order management
system. TBPC maintenance programs receive an average of
3,683 work requests a month, up to 46,000 a year. Requests
are received and logged in a maintenance tracking system
and all related costs and operational notes are recorded as the
work progresses to completion. The system was introduced
in fiscal year 2004 to provide a more accurate accounting of
building maintenance costs. During the second half of fiscal
year 2000, the list of open work orders included more than
1,500 work orders past their due date, including six requests
dating back to fiscal year 2004.

TBPC isalso responsible for state facilities needs identification
and long-term maintenance and replacement planning. The
primary vehicle for this task is the biennial Facilities Master
Plan, which TBPC is statutorily responsible for publishing
by July 1 of each even-numbered year.

RESOURCE ALLOCATION AND SERVICE LEVEL
IMPROVEMENTS

While technology can greatly enhance the efficiency of
maintenance processes, facility maintenance activities are
inherently laborintensive. Three factorsaffectan organization’s
ability to maintain its real property: the total amount of space
maintained, the number of technicians employed, and the
maintenance standard expected. The larger the area of space,
or the higher the quality of service expected, the greater the
staff resource needs.

In response to both agency appropriation reductions and
commission policy decisions, TBPC reduced staffing levels in
facility maintenance programs during recent years. From
fiscal year 2003 to fiscal year 2006, TBPC decreased
maintenance staff by 19 employees while the total area of
managed space increased 27 percent. During this period, the
ratio of square feet maintained per maintenance division
employee increased 33 percent.

Tenant agencies report a decrease in both the quantity and
quality of building maintenance services provided by TBPC
over the last several biennia. In interviews conducted for this
review, agencies reported a greater quality of service in past
years, citing higher levels of dedicated resources assigned to
their buildings. Previously dedicated building technicians
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provided a single dependable point of contact for building
tenants to address inquires and concerns, served as a consistent
and invaluable source of institutional building knowledge,
and provided more timely and efficient maintenance services
than currently offered.

A primary contact point to coordinate multiple maintenance
programs for a single property can provide valuable resource
controls and coordination; however, in the current
implementation of the building manager program such
positive opportunities are not consistently realized because
each employec’s focus is stretched over large areas. Building
managers oversee total property space ranging from 166,000
to more than 1.3 million gross square feet, with the number
of buildings managed by each ranging from 2 to 12. Facility
division directors have been informed by the International
Building Owners and Managers Association that current
TBPC square footage allocations are high compared to
industry standards, but would be workable with adequate
back-up support in place. Available support is questionable
because building technicians provide coverage of anywhere
from 166,000 to 770,000 square feet; no building manager
has access to more than two building technicians regardless
of the area they manage.

A more debilitating lack of support is evident in the limited
authority granted to building managers by TBPC management
regarding the direction and approval of maintenance activities
undertaken within the buildings they supervise. While senior
maintenance program managers at TBPC acknowledged that
building managers are the principle liaison between
commission programs and tenantagencies, building managers
have limited decision-making authority for maintenance
work, and instead serve more as record keepers. This lack of
authority negates the positive and cost-effective affect these
employees could make within the program. Because building
managers have no authority over property specific budgets
and performance levels, they are unable to efficiently manage
system operations or monitor the quality of services provided
to tenants.

The lack of consistent and defined communication processes
results in persistent confusion concerning the specific duties
requited of TBPC building maintenance staff. This
uncertainty is also expressed by TBPC maintenance program
staff, which causes disagreement as to the proper role of
tenant agencies in supporting maintenance programs like

utility conservation and space reconditioning.

With limited resources and an increasing inventory, efficient
resource allocation and detailed planning become imperative
to running an effective operation. Recommendation 1 would
address this issue by requiring TBPC to increase the planning
and coordination of facilities maintenance activities by
implementing property specific budgets and service level
contracts with each tenant agency. As part of the
implementation of legislation by the Seventy-eighth
Legislature, Regular Session, 2003, TBPC negotiated annual
interagency contracts with affected agencies, both parties
agreeing to the maintenance services TBPC would provide
during the year. Recommendation 1 extends this idea by
requiring TBPC to enact service-level agreements individually
with all agencies occupying TBPC maintained state-owned
space. The agreements would describe the specific level of
services TBPC would provide as part of its statutorily
mandated mission and define any activities the tenant agency
and its employees are expected to undertake at a direct cost.
Providing such definitions in a single document agreed to by
both parties would help address the confusion and
misunderstandings that are evident in current operations.

The recommendation also requires TBPC to develop
individual maintenance budgets for each property. By
segmenting the total maintenance division budget by
property, the commission would anticipate building needs
more precisely and allocate resources more efficiently based
on mid- or long-term strategies instead of making reactive
decisions based on emergency needs. Property based budgets
would aid in the development of service level agreements and
provide division and building management a base from
which to evaluate the success and efficiency of maintenance
program operations. Property specific budgets are intended
for planning and evaluation purposes; TBPC should be
allowed to redirect appropriated funds between properties as
necessitated by actual events throughout the course of the
year.

MANAGE INCREASING MAINTENANCE COSTS
As discussed above, improving the management of facilities

maintenance activities through increased planning,
coordination, and accountability will increase the quality
and consistency of service provision; however, the state
should also take proactive steps to limit future increases in
maintenance project costs. Maintenance costs can be
managed and contained in two key ways: preserving and
protecting current building assets, and procuring the most
efficient equipment possible when building systems reach the

end of their useful life. Moving from TBPC’s current policy
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of responding to maintenance needs in a primarily reactive
capacity to a focus on preventative maintenance operations
will strengthen building operations and extend the useful life
of major equipment systems, thereby reducing replacement
and repair costs. Simultaneously, planning for unavoidable
equipment system upgrades and replacements using a process
centered on improving energy efficiency will allow the state
to avoid future cost surges while meeting the capital needs of

state operations.

During fiscal year 2003, TBPC eliminated the majority of its
formal preventative-maintenance program, leaving only two
employees to address filter replacements in air-conditioning
systems. A stable and effective preventative maintenance
program includes non-destructive testing, periodic
inspections, preplanned maintenance activities, and follow-
up maintenance to correct identified issues. Formal
preventative maintenance programs contain costs by reducing
production downtime, increasing the life expectancy of
major assets, reducing repair costs, and increasing the
efficiency of maintenance resource allocations. TBPC’s
internal policy decision to discontinue preventative
maintenance operations has increased long-term operational
maintenance costs and placed state facilities at risk of major
system failure. This situation is evidenced by recurring air-
conditioning system shutdowns at state-owned buildings in
north Austin, resulting in lost employee productivity within
the tenant agencies. Tenants within the buildings have
incurred direct costs of more than $100,000 because of the
system failures, having to send employees home prior to the
completion of the workday due to environmental or health

concerns.

Ceasing preventative maintenance activities has a direct effect
on the long-term costs of state property maintenance,
significantly increasing the cost required to meet critical
repair, compliance projects, and deferred maintenance needs.
These costs are estimated biennially in the State Facilities
Master Plan report published by TBPC. In fiscal year 2000,
TBPC estimated total major repair and replacement work on
building systems at $16.5 million for the 200203 biennium
and $7.6 million for the 2004—05 biennium. Four years later,
the same report estimated total major repairs at $42.0 million
for the 2006-07 biennium, and $31.9 million for the
2008-09 biennium. In a more direct comparison, both
reports provided estimates for an extended period from fiscal
year 2006 through fiscal year 2011. In the 2000 report TBPC
estimated total expenses at $59.2 million; four years later the
estimate had increased to $92.8 million, a 57 percentincrease.

The strategic plan released by the TBPC in August 2006 for
fiscal years 2007 through 2011 places the total at $117.4
million This amount is a 98 percent increase over estimates
completed in 2000 and more than 11 times the value of

deferred maintenance projects overseen by TBPC programs
in fiscal year 2006.

TBPC traditionally seeks to fund deferred maintenance
projects through appropriations of general obligation bond
proceeds and capital authority requests. Reducing their
dependence on general obligation bonds by shifting to a
system structured around performance based contracting
would save the state money and improve the implementation
and effectiveness of facility retrofits. Energy Performance
Contracting allows agencies to complete energy-saving
improvements within their existing budget by financing
them with money saved through reduced utility expenditures.
The initial funding for such projects is provided through
mid-term debt financing, including the Texas Public Finance
Authority’s Master Lease Purchase Program and the State
Energy Conservation Office’s LoanSTAR program. Increased
use of the LoanSTAR program by state agencies would
decrease the amount of funds available to finance local

government and higher education projects.

The types of projects available in this financing structure
cover most of the major building system repair and
replacement needs TBPC faces, including: insulation of
building structure and systems; heating, ventilating, or air-
conditioning system modifications or replacement; electric
system improvements; building shell improvements; and
load management projects. Projects have a high level of
oversight, and are closely designed and monitored by certified
engineers to guarantee the savings necessary to finance the
project. Many projects contain clauses that require the
contract vendor to pay the difference between the project
cost and realized savings if the savings do not accrue as
expected; although, such clauses are rarely needed as the state
Energy Conservation Office has found that most Energy
Performance Contract projects save 12 to 15 percent more
than the guarantee.

Many governmental entities have achieved significant savings
through successful projects. In December 2004, the Health
and Human Services Commission (HHSC) began an Energy
Performance Contracting project at the Kerrville State
Hospital as part of a larger $53 million facility improvement
plan. The project is projected to save $60 million during its
15-year life. The project structure allowed HHSC to replace
equipment without requesting or spending additional
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appropriations from General Revenue Funds and assisted the
agency in meeting state mandates related to cost effective
energy and water efficiency measures. HHSC funded the
project through funds available through Texas Public Finance
Authority’s Master Lease Purchase Program and the State
Energy Conservation Office’s LoanSTAR program.

Recommendation 2 seeks to reinstate a formal preventative
maintenance program to protect the state’s investment in its
real property assets, and reduce long-term maintenance costs,
through reduced production downtime, increased asset life
expectancy, reduced major repair costs, increased effectiveness
of capital planning, and improved safety conditions. The
recommendation also seeks to improve the efficiency and
cost effectiveness of capital repairs to state facilities by funding
such projects through performance based contracts,

specifically Energy Performance Contracting.

COMPETITIVE REVIEW OF MAINTENANCE PROGRAMS

In its 2000 Staff Report on the General Services Commission,
the Sunset Advisory Commission (SAC) found that TBPC
“is unique among state agencies in that most services it
provides are commercially available.” This is especially true of
TBPC facility-maintenance programs as evidenced by the
large levels of contracting already taking place within these
operations. SAC staff also found that TBPC “lacks an
established process to evaluate whether...a private vendor,
can provide goods and services at the best value to the State”
and that “without competition, the State may act as a
monopoly, lacking incentive to reduce costs, improve quality,
and increase efficiency.” Sunset concluded that TBPC should
“establish a regular process for reviewing its operations for
outsource potential” to “guarantee that state agencies—as

well as Texans—receive best value.”

Legislative Budget Board (LBB) staff review found that these
same concerns and opportunities are still of issue six years
later, and that TBPC has made no progress in establishing
regular directed review of maintenance programs for possible
outsourcing. Recommendation 3 proposes directing the State
Council on Competitive Government (CCQG), charged in
Chapter 2162, Government Code to review “state services to
identify the most cost-effective and efficient provider,” to
review TBPC facility maintenance programs during the
2008—09 biennium,
building management; ground maintenance; custodial

including: general maintenance;

operations; and core system operations. Any recommendation
resulting from the reviews would be implemented under the

CCG’s authority.

Recommendation 3 could be implemented by including the
following rider in the 2008—09 General Appropriations Bill:

Reviews. From

funds

appropriated above, State Council on Competitive

Directed Competitive

Government staff shall conduct competitive reviews of
all Texas Building and Procurement Commission facility
maintenance programs, including, but not limited to:
building maintenance; building management; custodial
operations; grounds maintenance; minor construction;
and core system operations. Recommendations resulting
from review will be implemented under the statutory
authority of the Council on Competitive Government
at the discretion of its members. State Council on
Competitive Government staff will provide review
finding reports to the Legislative Budget Board and the
Governor as completed, but no later than September 1,
2008.

MANAGEMENT AND MAINTENANCE OF HISTORICAL
FACILITIES

Texas has assigned management and maintenance
responsibility for historical buildings to several agencies over
time. The Seventy-fifth Legislature, Regular Session, 1997,
directed the State Preservation Board (SPB) to assume, from
TBPC, property management functions for the Capitol,
Capitol Extension, Capitol grounds, and the 1857 General
Land Office Building. SPB provides general maintenance
services to these buildings, including: housekeeping, grounds
keeping, and facilities maintenance. TBPC, however, retained
similar responsibilities for the Governor’s Mansion, a historic

building located adjacent to the Capitol grounds.

The Seventy-eighth Legislature, Regular Session, 2003,
granted TBPC responsibility for several historical facilities
owned by the Texas Historical Commission (THC).
Legislation passed by the Seventy-eighth Legislature, Regular
Session, 2003, transferred facilities management services for
most state-owned properties in Travis County to TBPC,
including five facilities owned by THC: the Carrington-
Covert House; Gethsemane Church; Luther Hall; the
Christianson-Leberman  House; and the EI Rose

Apartments.

The SPB was created by the Sixty-eighth Legislature in 1983
to provide historical facility preservation and protection.
Since its inception, SPB has provided preservation,
maintenance, and restoration services for the Capitol and
surrounding buildings, including developing an expertise in
the curation of historical artifacts. In doing so, SPB has
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pursued aggressive comprehensive preventative maintenance
programs, predictive maintenance actions, and capital
investments in critical systems and equipment.

Historical state facilities under the management of TBPC are
required to compete constantly for the same employee and
financial resources that are allocated across all state facilities,
without direct access to the skilled preservationist and
restoration skill sets available from SPB programs. To preserve
and protect the historical property of Texas government, the
management and maintenance of historical facilities should
be coordinated under SPB authority.

Recommendation 4  proposes transferring  property
management services for six THC facilities to the State
Preservation Board from TBPC, including: the Governor’s
Mansion, Carrington-Covert House, Gethsemane Church,
Luther Hall, Christianson-Leberman House, and the El Rose
Apartments. Amendment to Government Code would be
required to implement this recommendation. Through this
recommendation, SPB would assume responsibility for
34,182 gross square feet within a two-block radius of the
State Capitol grounds. During the 2004-05 biennium,
TBPC expended more than $300,000 on these historical
buildings in their maintenance inventory, just under $5 per
square foot. Related maintenance expenses increased
significantly in fiscal year 2006 and are estimated to top
$550,000 during the current biennium. Figure 3 provides
maintenance cost histories for the buildings under

consideration.

Contingent upon passage of related legislation, this
recommendation could be implemented by including the

following rider in Article IX of the 2008-09 General
Appropriations Bill:

Contingency Appropriation Transfer for Facility
Managementand Maintenance Activities. Contingent
upon the enactment of legislation by the Eightieth
Legislature, Regular Session, 2007, or similar legislation
relating to the transfer of facility management and
maintenance responsibilities for Texas Historical
Commission buildings from the Texas Building and
Procurement Commission to the State Preservation
Board, Texas Building and Procurement Commission,
General Revenue Funds for Strategy C.2.1, Facilities
Operations, shall be decreased by $500,000 in fiscal year
2008 and $200,000 in fiscal year 2009. Capital Budget
amounts for Repair or Rehabilitation of Buildings and
Facilities shall be reduced by $300,000 in General
Revenue Funds in fiscal year 2008. State Preservation
Board General Revenue Funds for Strategy A.1.1,
Preserve Buildings and Contents, shall be increased
by $300,000 in fiscal year 2008 and General Revenue
Funds for Strategy A.2.1, Building Maintenance, shall
be increased by $200,000 in each year of the biennium.
Capital Budget amounts for Repair or Rehabilitation of
Buildings and Facilities shall be increased by $300,000

in General Revenue Funds in fiscal year 2008.

FIGURE 3

HISTORICAL BUILDINGS IN THE TEXAS BUILDING AND PROCUREMENT COMMISSION MAINTENANCE INVENTORY:

SIZE AND COST

COST PER FISCAL YEAR

FACILITY GROSS SQUARE FEET 2004 2005 2006
Governor’s Mansion 11,749 $93,589 $67,231 $184,764
El Rose Apartments 8,737 14,469 33,618 31,231
Christianson-Leberman House 5,120 11,267 17,611 10,371
Carrington-Covert House 3,800 17,596 21,998 15,428
Luther Hall 2,560 12,532 15,779 17,489
Gethsemane Church 2,216 10,353 12,851 19,143
Total 34,182 $159,806 $169,088 $278,426
2004-05 Biennial Cost $328,894
Estimated 2006-07 Biennial Cost $556,851
Source: Texas Building and Procurement Commission.
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FISCAL IMPACT OF THE RECOMMENDATIONS

The recommendations in this report have no direct impact
on General Revenue Fund appropriations during the
2008-09 biennium. The recommendations do provide for
increases in the quality or quantity of services provided to
state property tenant-agencies at no additional cost to the
state.

Recommendation 1 would have no fiscal impact to the
2008-09 General Appropriations Bill. The recommendation
is intended to improve the quality and consistency of facility
maintenance services received by tenants in state-owned
buildings through enhanced governance and management of
state facilities. The recommendation can be implemented
given current resource levels, improving service levels at no
additional cost to the state.

Recommendation 2 would have no direct fiscal impact to the
2008-09 General Appropriations Bill. Implementing the
proposed recommendation components would improve state
facility operations while positively impacting health and
safety considerations and increasing the effective life of
capital building equipment. While the immediate impact of
utility bill savings from Energy Performance Contracting is
canceled by the required debt service payments, the state will
see cost avoidance gains from such actions in the long-term.
While major building system components average a useful
life of 20 to 30 years or more, the financing arrangements
required for these contracts expire in 10 to 15 years. The
difference allows the state 10 to 20 years, or more, of actual
realized utility savings over the life of the equipment,
beginning at the end of the debt financing arrangement.
Therefore, projects initiated during fiscal year 2008 could
generate full utility savings for the state beginning in fiscal
year 2018.

Recommendation 3 would have no fiscal impact. The State
Council on Competitive Government (CCQG) is currently
staffed to perform competitive reviews of state services and
operations. The size and scope of the recommended reviews
would not require additional staffing or resources. Any
savings generated from the CCG’s review of state facility
services would be expected to occur in fiscal year 2010 and
beyond.

Under Recommendation 4, appropriations to TBPC for the

management and maintenance of Texas Historical
Commission buildings would be transferred to the State
Preservation Board, as would similarly designated capital

appropriations required to implement any necessary capital

improvement projects during the course of the biennium.
'This transfer would result in neither an increase nor a decrease
to the total cost of the 2008—-09 General Appropriation Bill.

The introduced 2008-09 General Appropriations Bill

contains rider language to implement Recommendation 3.
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STATE’S BUYING POWER

In fiscal year 2005, Texas state government spent over $26.6
billion procuring goods and services. In making these
purchases, the state must ensure that it achieves the best value
for each dollar spent, that it procures goods and services in an
accountable, effective manner, and that vendors are provided
fair and open competition. However, the state’s current
organizational and statutory structures prevent it from fully
maximizing the state’s buying power.

Consolidating coordination and oversight responsibility for
statewide procurement would position the state to be more
effective in its procurement practices. In addition, expanding
the use of technology to streamline purchasing processes and
increasing the availability of spending data would allow the
state to leverage its buying power further to reduce the cost
of goods and services purchased by the state.

CONCERNS

¢ Current state statutes do not sufficiently encourage
agencies to use centralized purchasing support services.
Less than 3 percent of total spending is directly
coordinated by the two state agencies that provide these

services.

¢ The state’s purchasing technology does not easily support
the use of pre-negotiated state contracts. State agencies
and local governments often buy products and services
outside of the statewide contracts, causing quantities of
goods purchased from these contracts to appear smaller
and reducing discounts and rebates available to the
state.

¢ Detailed information on statewide purchasing patterns
is unavailable. The statewide accounting system does
not capture data on the specific commodities agencies
buy. As a result, the state is unable identify areas of
opportunity to reduce unit costs.

RECOMMENDATIONS

¢ Recommendation 1: Include a rider in the 2008-09
General Appropriations Bill that requires the Texas
Building and Procurement Commission and the
Department of Information Resources to jointly report
on the costs and benefits of consolidating statewide

procurement coordination, oversight and management

functions.

¢ Recommendation 2: Include a rider in the 2008—-09
General Appropriations Bill that requires the Texas
Building and Procurement Commission and the
Department of Information Resources to jointly report
on the following:

a. The efficacy of procurement exemptions and
delegations in statute and rule, with a focus on
enhancing statewide coordination, efficiency and
oversight.

b. The costs and benefits of reporting detailed
purchasing expenditure data in the statewide
accounting system, in conjunction with the
Comptroller of Public Accounts.

c. 'The costs and benefits of implementing an
automated transaction system shared by the Texas
Building and Procurement Commission and the
Department of Information Resources that will
identify goods and services available through
pre-negotiated state contracts and enable online
transactions.

¢ Recommendation 3: Include a rider in the 2008—09
General Appropriations Bill that requires the Texas
Building and Procurement Commission and the
Department of Information Resources to implement
strategic sourcing initiatives that results in better
value for the state for commonly purchased goods and
services.

DISCUSSION

State expenditures totaled approximately $73.1 billion
during fiscal year 2005. As shown in Figure 1, employee
salaries and benefits, intergovernmental payments (including
$14.6 billion in public education funding to school districts),
and public assistance grants including unemployment
assistance and temporary assistance to needy families
composed the majority (61 percent) of the state

expenditures.
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FIGURE 1

TOTAL STATE EXPENDITURES BY SPENDING CATEGORY, FISCAL YEAR 2005

(IN BILLIONS)

Other
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Norte: Totals may not sum due to rounding.
Sources: Legislative Budget Board; Comptroller of Public Accounts.
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\Capital Outlay
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Approximately $26.6 billion, 36 percent of total expenditures,
was used to purchase a wide variety of goods and services,
including:
* $15 billion for public assistance services such as
nursing home services and medical services including
prescription drugs;

* $5.4 billion for

maintenance;

construction  and

highway

* $2 billion for miscellaneous expenses such as cost
of goods sold (e.g., cost of manufacturing by Texas
Correctional Industries);

* $1.8 billion for operating costs such as supplies and
materials, communications and utilities, and rentals

and leases;

* $1.6 billion for professional fees and services such as
architectural and engineering services; and

* $600 million for capital outlay including capitalized

property purchases and construction.

STATE PURCHASING AUTHORITY

The Texas Government Code, Title 10, contains the majority
of statutory requirements relating to the conduct of state
procurement. As shown in Figure 2, the Texas Building and
Procurement Commission (TBPC) and the Department of
Information Resources (DIR) are authorized in statute to
provide centralized purchasing services to support state
agencies and institutions of higher education. TBPC
primarily focuses on commodity supplies, materials, services
and equipment, while DIR specializes in technology
including  commodity  software = and  hardware,
telecommunications equipment and services and technology-
related services. In addition, the State Council on Competitive
Government (CCG) also plays a role in statewide purchasing
processes. CCG, which is administratively attached to TBPC,
develops opportunities for competitive arrangements, such
as managed competition, outsourcing, reengineering, and
public/private partnerships. Agencies are required to use such
competitive arrangements when available. CCG currently
has contracts in place for specific services including energy

management and document destruction services.
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FIGURE 2
PURCHASING AUTHORITY OVERVIEW
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Sources: Legislative Budget Board; Texas Building and Procurement Commission.

CENTRALIZED PURCHASING

While many types of purchases are either delegated to
agencies to carry-out directly or exempted altogether from
centralized purchasing authority, there are instances when
agencies are required to use centralized purchasing support
services. The State of Texas Procurement Manual, developed
by TBPC, provides guidance to agencies on identifying
circumstances when it may be required to use centralized
purchasing services. In general, agencies are required to use
TBPC or DIR contracting vehicles and other purchasing
support services in the following cases:

* When needed commodities or services are available on
TBPC term contracts. TBPC establishes term contracts
for commodities and services in an effort to consolidate
demand and obtain volume pricing from suppliers for
agencies and other governmental entities. Contracts are
based on estimated quantities, specified by the TBPC,
and may be used as needed by agencies.

* When goods needed are available through existing
TBPC Schedule Purchase contracts (e.g., fertilizer,
bread, pastry, or dairy products for state schools or
TDC]). Schedule purchase contracts are contracts for a

definite known quantity of a commodity with a definite
delivery schedule, and

* When the anticipated cost of a needed service
exceeds $100,000 a TBPC-administered open market
solicitation is used for the purchase. An open market
purchase is the purchase of a good or service made by
soliciting from any available source.

Under these circumstances, TBPC will coordinate the
competitive process as a non-delegated purchase. Purchases
of IT commodity software, hardware and IT-related services
are coordinated by DIR unless approval is obtained from the
executive director of DIR or in certain cases (e.g., technology
center services) prior approval is obtained from the Legislative
Budget Board (LBB). In addition, agencies may be required
to use contracts established by the Council on Competitive
Government.

Agencies may also purchase goods and services directly from
vendors listed in the Texas Multiple Award Schedule
(TXMAS) and the Catalog Information Systems Vendor
(CISV) catalog maintained by TBPC. The TXMAS program

is an adaptation of the Federal General Services
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Administration’s (GSA) catalog to the procurement needs of
the state. Purchases made from TXMAS catalog vendors do
not require delegated authority from the TBPC for agencies
to make purchases over $25,000 for commodities and over
$100,000 for services. The TXMAS catalog is similar to the
GSA catalog and TXMAS prices must be identical to those
on the GSA schedule. The CISV program allows for
automated information systems type products and services to
be purchased directly from approved vendors subject to DIR
approval.

As shown is Figure 3, approximately $912 million out of a
total of $26.6 billion (or 3 percent) of goods and services
purchased by state agencies was coordinated by TBPC or
DIR during fiscal year 2005.

TBPC coordinated purchases of approximately $663 million
in fiscal year 2005 for state agencies including institutions of
higher education through term contracts, open market orders
and TXMAS. The Texas Department of Transportation
(TXDOT) and the Texas Department of Criminal Justice
(TDCJ) comprised $516 million (77 percent) of this
spending. A majority of this expenditure is comprised of
purchases for road materials and food supplies. Local
governments also utilized TBPC contracts, spending $118.6
million in fiscal year 2005 primarily through term contract
and TXMAS purchases. In total, TBPC coordinated $782
million in purchases in fiscal year 2005 for state and local

gover nment.

DIR coordinated almost $249 million in state agency and
higher education purchases for I'T commodities including
computer hardware and software through its Go-Direct
program, which provides a contract vehicle between vendors
and governmental entities. Local governments comprise a
significant proportion of spending through this program.
During fiscal year 2005, local government entities, including
cities, counties, and school districts, spent almost $460
million, 69 percent of total program purchases, through the
Go-Direct program. In total, DIR coordinated $668 million
in purchases during fiscal year 2005 for state and local
government. The share of spending by DIR will increase in
future years due to new rules established by House Bill 1516,
Seventy-ninth Legislature, 2005, Regular Session, requiring
certain agencies to purchase all commodity software and
hardware, technical services and data center services through

DIR.

DECENTRALIZED PURCHASING

The Texas Government Code provides agencies significant
flexibility to purchase most goods and services independent
of the centralized purchasing support services provided by
the TBPC and DIR. For example, agencies may purchase
goods and services directly from the Texas Industries for the
Blind and Handicapped (TIBH), and the Texas Correctional
Industries (TCI) operated by the Texas Department of
Criminal Justice. The purpose of TIBH is to encourage and
assist disabled persons to achieve maximum personal

FIGURE 3

CENTRALIZED PURCHASING VOLUME FOR STATE AGENCIES, FISCAL YEAR 2005

(IN MILLIONS)

Agency Purchasing
Volume
$25,700.0
97%

Norte: Totals may not sum due to rounding.

TOTAL = $26.6 BILLION
TxMAS

Centralized $11.6
Purchasing Volume
$911.7

Commodity
Hardware
and Software
$208.7

DIR
Data Center

TBPC

Open Market ;
Purchases [ Service
$383.9 Contracts
$40.0

TBPC
Term Contract

Purchases
$267.5

Totals do not include telecommunications and TxOnline purchasing volumes.
Sources: Legislative Budget Board; Department of Information Resources; Texas Building and Procurement Commisssion.
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independence by engaging in useful and productive activities.
Purchases from TIBH are also exempted from competitive
bidding requirements. While statute provides certain
reporting requirements for procuring most professional and
consulting services, agencies are able to purchase these
services without significant involvement from central
purchasing functions.

In addition, agencies are delegated responsibility for certain
purchases as indicated in Figure 2. A delegated purchase is a
procurement for which the authority to manage the
competitive process is delegated to an agency by TBPC
through rule or statute. Major categories of purchases subject
to delegated authority include:
* Any purchase under $15,000: Agencies are delegated
the authority to purchase goods and services if the
purchase does not exceed $15,000.

* Commodity purchases under $25,000: A commodity
purchase is a procurement of supplies, materials, or
equipment and does not include the purchase of real
property or services.

¢ Purchases of services under $100,000: A service is
defined as the furnishing of skilled or unskilled labor or

professional work.

* Direct publications: Direct publications are publications
only available from a single source. Any publication
that could be purchased using a competitive process is
not considered a direct publication.

* Perishable purchases: Perishables are goods that are
subject to spoilage within a relatively short period.

* Distributor purchases: A distributor purchase is the
purchase of repair parts for a unit of major equipment
that is needed immediately or for maintenance contracts
for laboratory/medical equipment.

* Fuel and lubricants: Fuel, oil, and grease purchases
include gasoline, diesel fuel, kerosene, aviation fuels,
transmission fluids, motor oil and other lubricants,
liquefied petroleum gas, and compressed natural gas.

* Printing and copying services: Printing is defined as
word processing or graphic reproduction of paper
documents using a printing press.

* Proprietary purchases: A proprietary product or service
has a distinctive characteristic that is not shared by
competing products or services.

¢ Internal Repair Purchases: An internal repair is a repair
to state-owned equipment that cannot be reasonably
defined prior to the actual repair and the extent of
which can not be determined until the equipment is
disassembled.

¢ Purchases for Research Purposes: TBPC may delegate
to institutions of higher education upon written request
the authority to purchase supplies, materials, services
or equipment for research projects from state funds
appropriated for that purpose.

e Emergency Purchases: Emergencies occur as the result
of unforeseeable circumstances and may require an
immediate response to avert an actual or potential
public threat.

e Agency-Specific Delegations: Certain purchases by
specified agencies including the General Land Office, the
Railroad Commission of Texas, the Texas Commission
on Environmental Quality, the Employee Retirement
System of Texas, and the Statewide Emergency Service
Personnel Retirement Fund are delegated directly to the

agencies to administer as necessary.

Purchases of certain commodities and services, or purchases
made by certain agencies, may also be statutorily exempt
from the purchasing authority of TBPC, exempt from
competitive bidding, or may be required by statute to be
procured through a specific purchasing method. As shown in
Figure 4, the exemptions apply to a wide array of purchases.

ORGANIZATIONAL STRUCTURE OF STATEWIDE
PROCUREMENT
The current organizational structure of statewide procurement
impedes the state’s ability to consolidate purchases and
maximize the state’s buying power. Italso results in duplicative
administrative and overhead functions. Texas maintains two
state agencies with primary responsibility for coordinating
and overseeing statewide purchasing. As shown in Figure 5,
TBPC and DIR provide similar centralized purchasing
support services to state agencies including institutions of
higher education, and local governments. While they
generally focus on different types of goods and services there
are occasions when there is overlap. In addition, both TBPC
and DIR share significant operational similarities including:
e Both agencies administer contracts with vendors
for goods and services at pre-negotiated prices. DIR
administers the Go-Direct program to facilitate this
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FIGURE 4
STATUTORY EXEMPTIONS SUMMARY

Construction projects of:

* The Texas Department of Transportation

* The Texas Department of Criminal Justice
* a public authority

* alocal government

Certain purchases of healthcare services by Health and
Human Services Commission

Legislative agency purchases
Texas Lottery Commission purchases

Treatment or education services purchased by Texas Youth
Commission

Certain purchases of state owned hospitals

Items required by statute to be purchased from a particular
source

Auxiliary enterprises not within TBPC’s authority
Office space for certain agencies

Legal services including obtaining outside legal counsel
services

Library material purchases of an institution of higher
education

Organized activities relating to instructional departments of
universities

Purchases from the Texas Department of Criminal Justice

Purchases made with gifts or grants not within TBPC'’s
authority

Repairs and renovations to buildings excluded by TBPC
Repairs and renovations to buildings at various agencies
including:

» Texas Department of Transportation

» Institutions of Higher Education

» Certain buildings at the Department of Agriculture

» Texas Parks and Wildlife Department

» Certain buildings at the Texas Commission on
Environmental Quality

» Texas Department of Housing and Community Affairs or
the Texas State Affordable Housing Corporation

* \Veterans’ Land Board

Residential space of the Department of Aging and Disability
Services and the Texas Youth Commission

Services of an employee of a state agency
Certain vehicle maintenance and repair services

Medical equipment purchased by an institution of higher
education

IT commodity purchases if DIR grants approval
Data center service purchases if DIR grants approval

Technology center service purchases if the LBB grants
prior approval

Sources: Legislative Budget Board; Department of Information
Resources; Texas Building and Procurement Commission.

FIGURE 5
DUPLICATIVE CENTRALIZED PURCHASING SUPPORT
SERVICES

ACTIVITY TBPC DIR
Contract Administration X X
Customer Service and Quality
X X
Assurance
Customer Outreach X X
HUB Coordination and Promotion X X
Open Market/Request for Proposal
- X X
Contracting
State Contract Management Team X X
Participation (CAT)
Internal Procurement X X
Purchasing Training and Certification X
Vendor Performance Tracking
. X
System Maintenance
Procurement Audits X
Statewide Travel Contract
X
Management
Electronic State Business Daily X

Maintenance

Source: Legislative Budget Board.

process while TBPC sets-up term and schedule contracts
used by agencies and local governments.

* Both agencies provide customer support and quality
assurance services and outreach efforts to encourage

local government participation.

¢ Historically Underutilized Business (HUB) coordination
and promotion are integral to both operations, although
TBPCs role in this area is broader with responsibility
for conducting periodic disparity studies to benchmark
HUB participation goals for state contracts.

e TBPC and DIR both manage extensive bidding,
evaluation, and award activities for statewide
contracting. Through the open market order process
TBPC solicits and evaluates bids from potential vendors
for commodities while DIR manages extensive request
for proposal initiatives for complex services such as data
center services.

TBPC’s purchasing program also manages additional
activities that are not provided by DIR such as coordination
of training and certification for state purchasers, maintaining
the vendor performance tracking system, conducting
procurement audits, managing the state travel program and
maintaining the Electronic State Business Daily website.
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As shown in Figure 6, TBPC and DIR are responsible for
coordinating similar levels of total spending. During fiscal
year 2005, $782 million and $668 million in total spending
were coordinated by TBPC and DIR, respectively. While
total spending levels (including state and local government)
are comparable, the composition of this spending is different.
For example, local government represents 69 percent of DIR
total contract spending but only 15 percent of contract

spending at TBPC.

The similarities in centralized purchasing support services
provided by TBPC and DIR result in significant duplication
of effort in competing strategies including customer outreach
and contract management. In addition, this organization
results in decreased efficiency in the use of resources due to
additional overhead and other support costs and decreased
effectiveness in implementing a cohesive approach to

statewide procurement.

FUNDING STATEWIDE PURCHASING ACTIVITIES

As shown in Figure 7, DIR’s purchasing program budget of
$3.9 million funded through Other Funds, compares to

TBPC’s purchasing program budget of $3.2 million, of
which 73 percent is funded with General Revenue Funds

As shown in Figure 8, DIR currently funds their purchasing
function on a cost recovery basis, through appropriated
receipts and interagency contract revenues. However, TBPC
expends $2.3 million in General Revenue Funds to support
its purchasing function budget of $3.2 million.

Applying a cost recovery methodology to all statewide
purchasing could save General Revenue Funds and encourage
the state’s consolidated purchasing function to maximize its
efficiency. LBB staff estimate that with annual spending of
approximately $782 million associated with TBPC’s current
$2.3  million
administrative fees could be collected to off-set the costs that

contracts, an additional annually in
are currently funded with General Revenue Funds and
General Revenue-Dedicated Funds at TBPC. This would
require an administrative fee of approximately 0.25 percent.
DIR hasauthority to include up to 2 percent in administrative
fees. Currently, it averages a 0.75 percent administrative fee

on its contract pricing. On certain goods and services the

FIGURE 6
CONTRACT SPENDING, FISCAL YEAR 2005
(IN MILLIONS) $800
_—Higher Education
Local Government $22
$119
Higher Education
$600 - $97
$400 -
Local Government|
State Agencies $459
$641
$200 -
State Agencies
$111
$0

Texas Building and Procurement
Commission

Norte: Totals may not sum due to rounding.

Totals do not include telecommunications and TxOnline purchasing volumes.

Department of Information Resources

Agency

Sources: Legislative Budget Board; Department of Information Resources; Texas Building and Procurement Commission.
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FIGURE 7
TEXAS BUILDING AND PROCUREMENT COMMISSION AND DEPARTMENT OF INFORMATION RESOURCES PURCHASING
FUNCTION, FISCAL YEAR 2006

PURCHASING FUNCTION TEXAS BUILDING AND PROCUREMENT COMMISSION DEPARTMENT OF INFORMATION RESOURCES

Total Agency Full-Time 577.9 2225

Equivalents

Total Agency Budget $171.6 million $79.3 million

Purchasing Function FTEs 64.8 33.1

Purchasing Function $3.2 million $3.9 million

Budget Personnel Cost: $2.9 million Personnel Cost: $2.1 million

Total Value of Purchases $11.2 million $20.2 million

per Purchasing Function

FTE

Average Purchasing $43,000 $62,500

Function FTE Cost

Purchasing Program General Revenue Funds/ General Revenue Funds/

Budget Method of Finance General Revenue—Dedicated Funds —73% General Revenue—-Dedicated Funds — 0%
Other — 27% Other — 100%

Notes: Budget information based on Estimated Fiscal Year 2006 Operating Budget.

Totals may not sum due to rounding.

Source: Legislative Budget Board.

FIGURE 8

EXPENDITURES FROM PURCHASING RELATED STRATEGIES, FISCAL YEAR 2006 (IN THOUSANDS)

FINANCE METHOD

GENERAL
REVENUE-
GENERAL REVENUE DEDICATED  APPROPRIATED INTERAGENCY
NUMBER STRATEGY FUNDS FUNDS RECEIPTS CONTRACT TOTAL FTES
Texas Building and Procurement Commission Fiscal Year 2006 Operating Budget
1.1.1 Provide Competitive $1,624 - $395 - $2,018 41.5
Procurement System
1.1.2 Ensure State Purchasers $147 - $117 $108 $371 6
are Qualified
1.1.3 Effective Promotion $405 - 239 - $644 14
of HUB Business
Opportunities
1.1.4 Minimize Statewide Travel $167 - - - $167 3.3
Costs
Texas Building $2,342 - $751 $108 $3,200 64.8

and Procurement
Commission Total

MOF Breakdown 73% - 23% 3%

Department of Information Resources Fiscal Year 2006 Operating Budget

2.1.1 Assist Government - - $2,939 $969 $3,908 33.1
Entities in Contract
Administration

Department of - - $2,939 $969 $3,908 33.1
Information Resources

Total

MOF Breakdown - - 75.20% 24.80%

Combined Total $2,342 - $3,690 $1,077 $7,108 97.9

Notes: Budget information based on Estimated Fiscal Year 2006 Operating Budget.
Totals may not sum due to rounding.
Source: Legislative Budget Board.
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administrative fee may be as high as 2 percent while on others
it may be 0 percent depending on the price competitiveness

of the market for a particular good or service.

Recommendation 1 would include a rider in the 2008—09
General Appropriations Bill that requires the Texas Building
and Procurement Commission and the Department of
Information Resources to jointly report on the costs and
benefits of consolidating statewide procurement, oversight
and management functions and assess the feasibility of using
a cost-recovery methodology to fund statewide procurement.
The following rider could be included in Article IX of the
2008-09 General Appropriations Bill to require this
analysis:

Statewide Procurement Consolidation. Out of funds

appropriated elsewhere in this Act, the Texas Building

and Procurement Commission and the Department of

Information Resources shall jointly prepare:

e A costs-benefit analysis of consolidating statewide
coordination,

procurement oversight  and

management functions;

*  An assessment of the extent to which statewide
procurement activities could be funded through a
cost-recovery methodology similar to that used by
the Department of Information Resources.

Findings, recommendations, and proposed action plans
resulting from this analysis should be provided to the
Governor and Legislative Budget Board by September
1, 2008.

STATUTORY FRAMEWORK FOR PROCUREMENT

Texas Government Code, Title 10 contains the majority of
provisions relating to state procurement policies. Title 10,
Sections 2054 and 2152 designate DIR and TBPC,
respectively, as the primary purchasing support service
agencies for the state. Section 2054 relating to DIR’s
purchasing authority provides limited leeway for additional
options for agencies to purchase IT-related goods and services
independently. In contrast, the sections that relate to TPBC’s
authority establish a loose framework including exemptions
and delegations whereby the majority of agency purchasing is
not subject to coordination or oversight from TBPC.

Agencies may use authority delegated to them by TBPC to
manage the competitive process. Agencies may also use
statutory exemptions whereby specific purchases are not
subject to the purchasing authority of TBPC, are exempted

from competitive bidding, or required by statute to be
procured through specific purchasing methods.

Texas Government Code, Section 2155.132 (c) provides
authority for TBPC to monitor the purchasing practices of
state agencies that are making delegated purchases to ensure
the certification levels of the agency’s purchasing personnel
and the quality of purchasing practices continue to warrant
the amount of delegated authority provided to the agency. In
addition, TBPC may revoke for cause all or part of the
purchasing authority delegated to a state agency. Statutory
exemptions on the other hand require a statutory amendment
to change. In addition, these purchases are exempt from
TBPC authority to provide coordination or oversight. As
shown in Figure 3, purchasing delegations and exemptions
cover approximately 97 percent of the state’s spending. As a
result, the state is limited from expanding opportunities to
coordinate purchasing, be more strategic in its purchasing
practices and obtain better value from vendors.

State agency procurement processes are based on existing
statutes and rules developed to meet the acquisition needs of
agencies and to reflect fair and open business practices with
vendors. As a result, state agencies developed parallel systems
and processes to meet their purchasing needs, leading to
inefficiency in agency purchasing practices including
duplication and redundancy in purchasing processes and
systems. Currently, each state agency maintains a procurement
operation, including staff to administer purchasing policies
and information systems to aid the process. For example, the
Texas Department of Criminal Justice (TDCJ) manages a
function of over 92 FTEs to meet their purchasing needs.
Their information system, known as “Adpix,” provides
significant levels of automation in procurement and inventory
control. The system also interfaces directly to TDCJ’s
financial management system. In fiscal year 2005, TDC]J
purchased more than $300 million worth of goods and
services independent of TBPC and DIR using almost 40,000
purchase orders. The Texas Commission on Environmental
Quality (TCEQ) maintains a staff of over 21 FTEs and uses
a system known as “Buyspeed” to automate the purchasing
process. In fiscal year 2005, TCEQ purchased goods and
services valued at more than $85 million without any direct
involvement of TBPC and DIR.

Most state agencies do not leverage available technology
effectively to automate and streamline procurement processes.
State agencies use disparate automated purchasing systems
with widely varying levels of functionality in managing the
purchasing process. Due to the decentralized nature of state
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purchasing processes, each agency independently acquires or
develops in-house purchasing systems to automate their
procurement processes. In some cases, the level of automation
and integration with other systems such as financial or
accounting systems is high however, in most cases the process
is both paper and labor intensive with multiple handoffs and
transfers between staff and systems.

PURCHASING DATA

Detailed information on statewide purchasing patterns is
unavailable. The state’s financial accounting system, the
Uniform Statewide Accounting System (USAS), does not
capture purchasing codes used by Texas state agencies to
categorize purchases of goods and services. Agencies use the
National Institute of Governmental Purchasing (NIGP)
commodity and services coding structure. The NIGP code is
comprised of an extensive library of descriptive codes
assembled and organized into a structure to identify and
describe a wide variety of goods and services. The code is
useful for tracking purchasing activity, budgeting and
managing reporting, tracking and controlling inventory, and
classifying suppliers by the types of products they provide.
However, many of the advantages of using the code are
limited in Texas because this data is not collected in a
centralized system where it can be linked directly to
expenditures. While purchasers are required to code purchase
orders with this data, it is not captured in USAS. As a result,
statewide data on purchasing patterns is not available to assist
decision-makers in adopting more strategic approaches to
purchasing.

PURCHASING TECHNOLOGY
The technology used by TBPC for purchasing is dated and

lacks basic automation functionality. TBPC experiences
challenges in deploying effective automated purchasing
systems. The Impala System, used by TBPC to process term
contract purchases, is dated in its functionality, making it
cumbersome for state agencies and local governments to
purchase goods and services from pre-negotiated contracts.
This results in significant spending to occur outside of state
contracts whereby agencies and local government use state
contracts to find vendors and pricing but do not buy from
the contract, opting instead to purchase direct from the
vendor due the relative ease of this process. This behavior
sidelines TBPC’s contracts and causes the state’s volumes to
appear smaller, reducing discounts and rebates available to
the state. In addition, the lack of system interfaces for TBPC’s
open market order system requires significant manual data

entry to transfer information submitted by state agencies in
hardcopy format, resulting in significant backlogs in
processing open market orders. In some cases, large agencies
such as TXDOT and TDC]J have provided agency staff to
TBPC on a temporary basis to help clear backlogs due to a
concern that urgent needs would otherwise go unmet.

DIR administers semi-automated Go-Direct contracts with
vendors. While agencies can view these catalogs online, they
cannot, in most cases, execute purchase orders online. DIR is
currently considering an online purchasing portal that will
facilitate purchasing online by automating the ordering
process and providing a direct link to vendors.

Recommendation 2 would include a rider in the 2008-09
General Appropriations Bill that requires TBPC and DIR to
jointly develop recommendations for statutory changes
needed to improve the state’s coordination, efficiency and
oversight of purchasing, approaches and system changes to
capture detailed commodity codes in the statewide accounting
system, and options to automate and streamline the state’s
purchasing transactions. The following rider could be added
to Article IX in the 2008-09 General Appropriations Bill to
require this activity:
Statewide Procurement Reporting. Out of funds
appropriated elsewhere in this Act, the Texas Building
and Procurement Commission and the Department
of Information Resources shall jointly conduct the
following analyses and report to the Governor and the
Legislative Budget Board on the results of these analyses
by September 1, 2008.

(a) An evaluation of all procurement exemptions and
delegations in statute and rule, with a focus on
enhancing statewide coordination, efficiency and
oversight.

(b) A costs-benefit analysis of reporting detailed
purchasing expenditure data in the statewide
accounting system, in conjunction with the
Comptroller of Public Accounts.

() A costs-benefit analysis of implementing an
automated transaction system shared by the Texas
Building and Procurement Commission and the
Department of Information Resources that will
identify goods and services available through
pre-negotiated state contracts and enable online
transactions.
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Findings, recommendations and proposed action plans
for implementation resulting from these analyses should
be included in the report.

STRATEGIC SOURCING

The state has not taken advantage of strategic sourcing
practices to reduce prices and obtain better value for the
goods and services it purchases. Detailed information on
statewide purchasing patterns that would aid strategic
sourcing is unavailable because the statewide accounting
system does not capture data on the specific items or

commodities agencies buy.

Strategic sourcing is the collaborative and structured process
of critically analyzing an organization’s spending and using
this information to make business decisions about acquiring
commodities and services more effectively and efficiently.
According to the federal Office of Management and Budget,
this process helps agencies optimize performance, minimize
price, increase achievement of socio-economic acquisition
goals, evaluate total life-cycle management costs, improve
vendor access to business opportunities, and increase the
value of each dollar spent.

In March 2005, a strategic sourcing business case analysis was
conducted for TBPC by an external vendor group. The business
case analyzed state spending patterns using a proprietary
methodology for extracting fiscal year 2004 expenditure data
from Uniform Statewide Accounting System and estimated
potential cost savings resulting from a proposed comprehensive

strategic sourcing initiative in Texas.

‘The analysis found that in fiscal year 2004, Texas purchased
$7.6 billion worth of goods and services that strategic
sourcing practices could address. The analysis further
identified 32 specific categories of purchases totaling $1.5
billion in spending where strategic sourcing could result in
significant cost savings.

The analysis proposed a four phase approach to strategic
sourcing in Texas. Each phase consisted of 7 to 10 categories
of goods and services. The initial phase consists of “core”
spending categories, such as information technology, office
equipment and supplies, janitorial supplies, and postage,
while the subsequent phases address categories with increasing
purchasing complexity. According to the analysis, the
estimated savings ranged from $97.7 to $161.9 million
annually, 7 to 11 percent of annual spending. In addition,
the business case estimated further savings by including
additional agency-specific categories at the Texas Department

of Transportation, Health and Human Service Commission,
and Texas Department of Criminal Justice. Seven additional
categories were identified totaling $619.8 million in spending
with estimated savings ranging from $39.8 to $66.0 million
annually, 6 to 11 percent of these agencies spending. Total
estimated savings identified in the analysis range from $137.5
million to $227.9 million annually in All Funds ($275
million to $455.8 million biennially).

Legislative Budget Board (LBB) staff performed an analysis
on the validity of the savings estimated in the March 2005
strategic sourcing business case analysis conducted for TBPC.
While the LBB analysis found that the potential for savings
would be reduced significantly from the projections provided
in the analysis, savings were still possible through a strategic
sourcing initiative. As shown in Figure 9, the LBB analysis
found that the business case did not consider certain factors
that could reduce the savings realized by the state.

As shown in Figure 10, based on an agency-level method of
finance analysis, the state could realize estimated savings,
including $14.8 million in General Revenue Funds and
General Revenue-Dedicated Funds, by implementing
strategic sourcing during the 2008-09 biennium. The
methodology for estimating the method of finance for these
savings is based on applying the 2006-07 General
Appropriations Act method of finance for each agency
included in the business case.

Recommendation 3 would include a rider in the 2008-09
General Appropriations Bill that requires the Texas Building
and Procurement Commission and the Department of
Information Resources to implement strategic sourcing
initiatives that result in better value for the state for commonly
purchased goods and services. The following rider could be
added to Article IX in the 2008—09 General Appropriations
Bill to require this activity:
Strategic Sourcing. Out of funds appropriated
elsewhere in this Act, the Texas Building and
Procurement Commission and the Department of
Information Resources shall implement strategic
sourcing initiatives that result in better value for the
state for commonly purchased goods and services.
A quarterly report on the progress of implementing
strategic sourcing initiatives shall be submitted to the
Governor and Legislative Budget Board by December
1, 2007. A report, in a format prescribed by the
Legislative Budget Board, of the savings resulting from
strategic sourcing should be submitted to the Governor
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FIGURE 9
FACTORS IMPACTING SAVINGS—2005 STRATEGIC SOURCING BUSINESS CASE
FACTORS IMPACT ON BUSINESS CASE ESTIMATE OF SAVINGS
Higher Education MOF and Operations Due to the manner in which institutions of higher education are funded in Texas, savings

associated with these institutions were removed from the LBB analysis. The business
case estimated savings at these institutions at $14.8 million annually ($29.5 million
biennially).

House Bill 1516 (Seventy-ninth Regular) This bill centralized the procurement of information technology hardware, software, and
contracting at the DIR. These goods and services account for 25 percent of the business
case’s savings estimate. Therefore the estimated savings could be reduced by the same
percentage.

Implementation Timeframe The business case assumed a 14-month implementation schedule for the first four
phases. Combining this assumption with the state’s budget cycle and experience with
implementing statewide initiatives, results in full implementation realistically requiring 24
months. As a result, it is anticipated that no savings could be realized until fiscal year
2009 for a total reduction in estimated savings of 50 percent.

Decentralized Procurement Practices The state’s coordination of procurement for most goods and services is decentralized.
While TBPC and DIR are the centralized purchasing agents of the state, Title 10
Government Code provides numerous delegations and exemptions that limit the state’s
ability to coordinate statewide purchasing. Under the current statutory structures, the
estimated savings from strategic sourcing could be reduced by an estimated 50 percent
due to lack of statutory authority to require agency participation.

Contractor Fees Assuming the use of contractor assistance and using the fee estimate outlined in the
business case analysis ($11.7 million against estimated savings of $97.1million annually
for the first four phases), it is assumed that contractor fees could reduce estimated
savings realized by 10 percent.

Source: Legislative Budget Board.

FIGURE 10
AGENCY-LEVEL METHOD OF FINANCE ANALYSIS—2005 STRATEGIC SOURCING BUSINESS CASE (IN MILLIONS)
GENERAL REVENUE GENERAL REVENUE-
FUNDS DEDICATED FUNDS FEDERAL FUNDS OTHER

LBB Estimate of Phased Savings $28
MOF Percentage 31% 9% 30% 29%
Dollar Breakdown $8.8 $2.5 $8.5 $8.2
LBB Estimate of Agency-Specific Savings $17.9
MOF Percentage 19% 0.12% 36% 44%
Dollar Breakdown $3.5 $0.02 $6.5 $8.0
LBB Estimate of Total Savings = $45.9 All $14.8 $15.0 $16.1
Funds

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

and Legislative Budget Board on the October 1, 2008 2008-09 biennium. Figure 11 shows the total fiscal impact
and quarterly thereafter. of Recommendation 3.

The introduced 2008-09 General Appropriations Bill
includes a rider to implement Recommendation 3.

FISCAL IMPACT OF THE RECOMMENDATIONS

The total 2008—09 biennial General Revenue Funds and
General Revenue-Dedicated Funds fiscal impact of all
recommendations is $14.8 million. Recommendation 1 and
2 do not have any significant fiscal impact. Recommendation
3 would save $12.2 million in General Revenue Funds, $2.5

million in General Revenue—Dedicated Funds, $15 million
in Federal Funds, and $16.1 million in Other Funds in the
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FIGURE 11
FIVE-YEAR FISCAL IMPACT TABLE

PROBABLE SAVINGS/(COST)

FISCAL PROBABLE SAVINGS/(COST) TO TO GENERAL REVENUE- PROBABLE SAVINGS/(COST) PROBABLE SAVINGS/(COST)
YEAR GENERAL REVENUE FUNDS DEDICATED FUNDS TO FEDERAL FUNDS TO OTHER FUNDS
2008 $0 $0 $0 $0

2009 $12,241,926 $2,523,723 $14,968,410 $16,148,708

2010 $12,241,926 $2,523,723 $14,968,410 $16,148,708

2011 $12,241,926 $2,523,723 $14,968,410 $16,148,708

2012 $12,241,926 $2,523,723 $14,968,410 $16,148,708

Source: Legislative Budget Board.
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REDUCE RISKS ASSOCIATED WITH STATE CONTRACT

MANAGEMENT

Texas state agencies and institutions of higher education
managed approximately 21,000 contracts during fiscal year
2005, valued at $41.6 billion. This figure does not account
for additional contracts that agencies routinely enter into
valued at less than $14,000. Numerous reports by the State
Auditor’s Office over the last several biennia show that Texas
agencies do not have adequate centralized contract
management oversight in place to assure consistency and
mitigate the risks inherent to contracting. To improve
contract oversight, the state should increase the level of
review and approval for which agencies entering into high
risk contracts are subject. Removing statewide determination
of risk from the agency and standardizing its application
would also insulate the state from vendor negligence and

performance failure.

CONCERNS

¢ The current centralized oversight of state contracting
activities focuses on preparation of the solicitation
document and vendor selection. Agencies do not receive
expert oversight or guidance for the higher-risk stages of
contract negotiation and performance monitoring.

¢ Existing contract oversight entities do not have the
authority or ability to force changes to high-risk contracts
or, in cases of extreme risk, to halt the execution of a

contract or terminate an existing contract.

RECOMMENDATIONS

¢ Recommendation 1: Amend Chapter 2262,
Texas Government Code to create a state Office of
Contract Management within the Texas Building and
Procurement Commission to review and approve state
contracts over $10 million, or those meeting other

high-risk criteria established by the office, at each of the
three stages of the contract management process.

¢ Recommendation 2: Amend Chapter 2262, Texas
Government Code to enable the state Office of Contract
Management to recommend the cancellation of a high
risk contract, at any stage in the contract management
process, with the approval of the Legislative Budget
Board and the Governor.

DISCUSSION

Contract management refers to the complete set of activities,
beginning with the preliminary planning stages, necessary to
guide a contracting project to completion. There are three
principal stages in the contract management process:
(1) solicitation and procurement; (2) contract negotiation
and execution; and (3) contract administration and
monitoring. To successfully mitigate risks, contain costs, and
ensure high quality contract engagements, all three stages
must be skillfully managed; a sole focus on any one stage will
not prevent problems from risks or predatory practices from
occurring in subsequent stages.

There are many additional processes within each of the stages
that further complicate contract management. The state
Contract Management Guide, published by the Texas Building
and Procurement Commission (TBPC), identifies five
principal ~activities necessary for effective contract
management: (1) planning; (2) procurement; (3) contract
formation; (4) rate or price establishment; and (5) contract
oversight. The solicitation stage begins with preliminary
project planning and needs identification and proceeds
through the posting of a solicitation document and selection
of a qualified vendor. The next stage involves the creation
and negotiation of a satisfactory contract and approval by all
parties, resulting in final execution. The final stage begins
with either the transfer of services to the new vendor or the
initiation of a project implementation plan and continues
through the completion or cancellation of the contract.
During the final stage, performance monitoring, deliverable
approval, and invoice auditing are crucial activities to ensure
the state is receiving the services outlined in the contract for
the agreed cost. The complexity of these processes and the
required expertise to manage the diverse issues involved
require a strong oversight presence to maintain consistency
and prevent problems. Many agencies assign contract
management responsibility to program staff or project
managers who, while subject matter or service provision
experts, lack the expertise needed to successfully manage the

contracting process.

Texas depends on private vendors to serve state agencies in
activitiesranging from custodial servicesto theimplementation
of statewide information technology systems. Through
numerous provisions in the Texas Government Code, state
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agencies and institutions of higher education are required to
report the use of professional service, construction, or
consulting contracts over $14,000 and major information
systems contracts valued at $100,000 or more to the
Legislative Budget Board within 10 days of entering into the
agreement. Agencies are also required to report any other
contract, not included in the above categories, exceeding
$50,000. During fiscal year 2005, 128 state agencies and
institutions of higher education reported 20,886 active
contracts with a total value of $41.6 billion, a 10 percent

increase over fiscal year 2004 total value.

As shown in Figure 1, 10 agencies and institutions of higher
education collectively represent 91 percent of the state’s total
contract value, $37.8 billion. Agencies and institutions
awarded an average of 107 contracts each, and the 10 largest
contracts, based on dollar value, represent 32.5 percent of
total state contracting value. In fiscal year 2005, 50 agencies
reported no eligible contracts.

While TBPC and the Department of Information Resources
(DIR) conduct required reviews of procurement solicitation
documents for commodities and technology issues
respectively, only the state Contract Advisory Team (CAT)
provides centralized oversight of contract management
activities in Texas. CAT is composed of five member agencies
and two technical assistance members: the Office of the
Attorney General; the Texas Comptroller of Public Accounts;
DIR; TBPC; the Governor’s Office; the Legislative Budget

Board; and the State Auditor’s Office. Members are required

by statute to provide staff to review the solicitation of major
contracts by state agencies and provide recommendations
regarding the development of the contract management
guide.

CAT members review contract solicitations with an estimated
value of $1 million or more before the submitting agency
posts the solicitation for response or bid. The solicitation
documents are reviewed for compliance with required
contractual language, mitigation of identified risks, and
definition of acceptable performance standards. Although
staff members provide recommendations for revisions,
additions, and corrections to the solicitation documents,
CAT has no statutory authority to require the submitting
agency to address identified concerns. Agencies are also
assisted in preparing solicitation documents by the state’s
Contract Management Guide. The guide is prepared and
revised by CAT members and is published by TBPC.

There are numerous other statutory contracting review
requirements, but they are neither centralized within a single
agency for consistency nor apply equally to all types of
contract engagements managed by state agencies. One
example is the review and approval of all consulting contract
solicitations by the Governor’s Office required by Chapter
2254, Texas Government Code.

FIGURE 1
VALUE OF CONTRACTS BY AGENCY, FISCAL YEAR 2005

AGENCY

VALUE OF REPORTED CONTRACTS

PERCENTAGE OF TOTAL

Texas Department of Transportation

Health and Human Services Commission
Teacher Retirement System

Department of Aging and Disability Services
University of Texas MD Anderson Cancer Center
Department of Family and Protective Services
Department of State Health Services

Texas Lottery Commission

Employees Retirement System

Texas Department of Criminal Justice

Other Agencies and Institutions

Total

Source: Legislative Budget Board.

$17,097,035,462 41.1%
7,333,092,192 17.6
4,168,582,683 10.0
3,749,428,487 9.0
1,632,982,040 3.7

891,556,653 2.1
875,186,147 2.1
869,863,332 2.1
670,551,905 1.6
643,620,458 1.6
3,785,352,049 9.1
$41,617,251,408 100.0%
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CENTRALIZED REVIEW AND APPROVAL OF AGENCY
CONTRACTS

All three stages of the contract management process must be
managed with diligence to result in success; however, the
highest risk activities are in the contract negotiation and
performance monitoring stages. Analysis of historical audit
findings of contractual use by the State of Florida show that
56 percent of contract management failings occurred during
the final stage in the process, with 45 percent of findings
relating to problems with performance monitoring alone. It
is in these two crucial stages that Texas requires improved
oversight to avoid risks related to contracting opportunities.
Potential risks include direct financial loss, failure to obtain
desired services, payment for defective deliverables, fraud,
and loss of funding,.

Recommendation 1 proposes creating a state Office of
Contract Management (SOCM) within the Texas Building
and Procurement Commission (TBPC). The office would be
staffed by certified contract management and legal personnel
with the ability to provide a variety of guidance and oversight
services to agency contract managers. SOCM contract
managers would be assigned to individual agency contracts
exceeding $10 million, or meeting alternative high risk
criteria, to help guide agency staff through the contract
management process by providing expert counsel on creating
solicitation documents, negotiating final contracts, and
monitoring vendor performance. SOCM management
would allocate available staff resources to the highest risk
agency contracting operations in progress at any given time
and would maintain the authority to waive full review of a
contract meeting the $10 million criteria if staff determined
that the contract was not a high risk to the state.

Agencies would also be required to receive SOCM approval
to proceed at three points within the contract management
process: (1) before the public release of solicitation documents;
(2) before executing a final contract; and (3) before making
payments equal to half of the contract value. At each of these
assigned SOCM
documentation to confirm that potential risks have been

stages staff would review specific
identified and mitigated. Assigned staff would also be
available to agency project personnel throughout the contract
management process to answer questions and provide
assistance on any issues that arise. SOCM would not be
required to review contracts executed by institutions of
higher education. SOCM management would be required to
tailor program work plans and staff assignments, using

available resources to address the greatest risks to the state at
any given time.

The following contingency rider could be included in the
2008-09 General Appropriations Bill to fund SOCM reviews
and activities at TBPC:

Contingency  Appropriation  for  Contract

Management Activities. Contingent upon the
enactment of legislation by the Eightieth Legislature,
Regular Session, 2007, or similar legislation relating to
the creation of a state Office of Contract Management,
the Texas Building and Procurement Commission is
appropriated $600,000 in fiscal year 2008 and $1.0
million in fiscal year 2009 in General Revenue Funds.
Appropriated funds may be expended only for the
statutorily authorized contract management activities
of the state Office of Contract Management and no
part may be transferred to other strategies within the
Texas Building and Procurement Commission.

With the creation of SOCM it would no longer be necessary
for the state Contract Advisory Team to review all agency
solicitations over $1 million. That responsibility would be
removed, allowing CAT members to focus on reviewing
contract findings and recommendations made by the state
auditor and providing recommendations to TBPC regarding
the development of the contract management guide and
associated training. Because TBPC already serves as a
permanent member, no changes to CAT membership would
be required to allow participation in the group by SOCM
staff.

CANCELLATION OF HIGH-RISK CONTRACTS

A defined review process encompassing the entire contract
management process with required approval at each stage
will improve the state’s contracting position, but it will not
completely eliminate the inherent risks involved in
contracting with private vendors. To address risk issues, and
contract performance issues that develop during a contracting
engagement, the state Office of Contract Management
(SOCM) should have the authority to recommend
cancellation of a contracting project when the state’s best
interests are no longer served. Only the contracting agency
can cancel a contract, typically for vendor non-performance

or lack of appropriated funding,.

Recommendation 2 proposes providing SOCM the authority
to recommend cancellation of a contract, at any stage of the
contract management process, with the approval of the
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Legislative Budget Board and the Governor. This authority
would allow SOCM staff to identify: a proposed solicitation
that is not in the state’s best interest to proceed; a negotiated
contract that, if executed, places the state at unacceptable
risk; or, an executed contract that should be canceled for
performance failure or payment irregularities. This authority
would provide consistent oversight of such issues across all
agency operations and protect state services and finances by
removing conflicts of interest between project management

and contract management goals.

FISCAL IMPACT

As shown in Figure 2, these recommendations would result
in a net cost of $1.6 million in General Revenue Funds
during the 2008-09 biennium.

FIGURE 2
FIVE-YEAR FISCAL IMPACT OF CREATING A STATE OFFICE OF
CONTRACT MANAGEMENT

PROBABLE PROBABLE ADDITION/
SAVINGS/(COST) (REDUCTION) OF
TO GENERAL FULL-TIME
FISCAL YEAR REVENUE FUNDS EQUIVALENTS
2008 ($600,000) 7
2009 ($1,000,000) 12
2010 ($1,000,000) 12
2011 ($1,000,000) 12
2012 ($1,000,000) 12

Source: Legislative Budget Board.

Recommendation 1 would result in costs of $1.6 million to
General Revenue Funds during the 2008-09 biennium due
to the creation of the state Office of Contract Management.
The costs are required for the addition of seven full-time
equivalent positions (FTEs) in fiscal year 2008, as initial
implementation staffing for the office, and 12 FTEs in each
subsequent year, to provide full staffing for the office. Base
level program costs are estimated at $1.0 million per year,
but are reduced to $600,000 during the first year to allow for
a phased implementation of the program.

Recommendation 2 has no fiscal impact during the 2008-09
biennium; however, the related authority could result in
savings from the cancellation of poor performance contracts
or from stopping agencies from making unwarranted
payments to vendors. Allowing state Office of Contract
Management personnel to recommend stoppinga solicitation,
or contract execution, identified as high risk could also result

in significant cost avoidance, reducing project costs and
contract payments.

The introduced 2008—-09 General Appropriations Bill does

not address either of the recommendations.
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Debt financing in Texas plays an important role in providing
funds for the capital needs of the state. The state currently
receives a category AA-rating, the second highest bond rating,
from all three rating agencies, which are Fitch, Moody’s, and
Standard & Poor’s. According to Moody’s, Texas has the
tenth largest amount of gross tax supported debt in the
nation. The state had $21.4 billion in debt outstanding at the
end of fiscal year 2005.

Texas has a decentralized debt management structure. In
fiscal year 2005, there were 39 bond transactions involving
14 different state issuers. While this decentralized structure
provides issuers with autonomy, it also presents some
challenges to effective debt management at the state level.
The Texas Bond Review Board, charged with bond oversight
for the state, does not have the authority or does not receive
certain bond issuance information early enough in the
bonding process to fulfill its role most effectively. Enhancing
the state’s oversight could help more effectively monitor the
cost of debt issuance and position the state to improve its
bond rating.

CONCERNS

¢ The state does not comprehensively review the effect
of new debt authorizations and appropriations of debt
service on the state’s future debt capacity.

¢ The state’s decentralized debt management structure
hinders state agencies from systematically sharing
information, which results in agencies not having the
information they need to manage the debt process
effectively.

¢ The Texas Legislature’s finance committees consider
approval of new debt by government function. This
process makes it difficult to assess the overall impact of
new debt authority on future debt service capacity.

¢ Capital planning is not formally integrated with the
legislative debt authorizing process and the Legislature
does not have a list of prioritized projects to use as a

starting point for deliberations.

¢ The Texas Bond Review Board staff reviews issuance
costs when the state debt application is submitted

for review and approval near the end of the issuance

process, making it difficult to review professional fees
that are negotiated and agreed upon earlier in the

issuance process.

¢ Texas Government Code §1201.027 allows each state
issuer of debt to select financing consultants, which
results in each issuer having its own Request for Proposal
arrangement. However, the Texas Bond Review Board
does not receive request for proposal information from
issuers.

¢ 'The Texas Bond Review Board is not required to approve
interest rate swap agreements, which are complex
financial tools, for the Veteran’s Land Board and the
Texas Department of Housing and Community Affairs,
two of the three issuers who use swaps.

RECOMMENDATIONS

¢ Recommendation 1: Amend Texas Government Code,
Chapter 1231 to require the Texas Bond Review Board
to submit an annual Debt Affordability Study to provide
information on the state’s future debt capacity.

¢ Recommendation 2: Amend Texas Government
Code, Chapter 1231 to create a Debt Management
Committee that provides direction on the annual update
to the Debt Affordability Study and any other strategic
debt initiatives to provide a mechanism for better
communication in a decentralized debt management
structure.

¢ Recommendation 3: Consider establishing standing
subcommittees within the House Committee on
Appropriations and Senate Committee on Finance,
where all requests for debt financing of bond-
funded capital projects must be presented, to
provide comprehensive debt information to the two
committees.

¢ Recommendation 4: Amend Texas Government Code,
Chapter 1231 to require the Texas Bond Review Board,
with input from the Debt Management Committee, to
integrate capital planning with the level of additional
debt service capacity from the Debt Affordability Study.
This integration could include a list of prioritized capital
projects.
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¢ Recommendation 5: Amend Texas Government Code
§1201.027 and §1231.081 to require that issuers submit
information on cost of issuance fees for services to the
Texas Bond Review Board for approval when planned
by the issuer.

¢ Recommendation 6: Amend Texas Government Code
§1201.027 and §1231.081 to require state debt issuers
to submit Requests for Proposals to the Bond Review
Board with costs of issuance information prior to
selection of service providers including but not limited
to bond counsel, financial advisor, and underwriter and
upon selection, submit final documents and state the
basis for selection.

¢ Recommendation 7: Amend Texas Government
Code, Chapter 1231 to require Bond Review Board
approval of all interest rate swap agreements prior to
an issuer entering into an agreement. Amend Texas
Natural Resources Code 8§161.074, 162.052, and
164.010 as well as Texas Government Code §2306.351
to require Texas Bond Review Board approval of swap
agreements prior to the Veteran’s Land Board and the
Texas Department of Housing and Community Affairs
entering into such agreements.

DISCUSSION

Texas uses long-term debt finance for a variety of projects
and program areas. At the end of fiscal year 2005, the state
had $21.4 billion in debt outstanding. Of this amount, 33
percent is for higher education, 29 percent is for business and
economic development, and 21 percent is for natural
resources. The remaining debt is allocated among criminal
justice, general government, health and human services,
public education, and regulatory projects. Figure 1 shows
debt outstanding by government function.

The state’s total debt outstanding increased 105 percent over
the last decade, increasing from $10.4 billion in fiscal year
1995 to the current $21.4 billion. Self-supporting debt
outstanding at the end of fiscal year 2005 total $18.3 billion
and not self-supporting debt outstanding totaled $3.1
billion.

In addition to total debt outstanding, an important
component of Texas” use of debt financing is bond ratings.
Bond ratings measure the amount of risk to investors and
play a major role in determining interest rates charged to
state debt issuers. The recommendations in this report focus
on improving the state’s debt management and oversight, but

FIGURE 1
DEBT OUTSTANDING BY GOVERNMENT FUNCTION
FISCAL YEAR 2005

Regulatory
5%

Public Education

<1% Business and

Economic
Development

Natural Resources
Y ! 29%

21%

Criminal Justice &
Public Safety
9%
General Government
Higher Education 2%
33%

Health and Human
Services
1%
Source: Legislative Budget Board.

some of them may also assist in protecting and perhaps
improving the state’s bond rating.

Texas currently receives a category AA-rating from all three
bond rating agencies, which is considered a high bond rating.
Fitch, Moody’s, and Standard & Poor’s are the bond rating
agencies. Bond rating scales are based on letter categories,
ranging from A to D, with A being the highest. Within
letters, ratings range from one (lowest) to three (highest)
letters, and can include numbers or positive and negative
signs to further illustrate a state’s standing. For example, from
Standard & Poor’s, a state can receive “AA” rating that
includes AA+, AA, or AA-. Many states receive AA-ratings.
From Fitch, 52 percent of the 50 states receive a AA-rating.
From Moody’s, 74 percent of the 50 states receive a AA-
rating. From Standard & Poor’s, 68 percent of states receive
a AA-rating. Figure 2 provides information on comparative
bond ratings.

Until 1987, Texas received a AAA-rating on its bonds.
Though a AA-rating is high, the state’s cost of issuance is
higher with this rating than it would be with a AAA-rating.
At current interest rates, for every $100 million of new debt
issued, the state will spend approximately $309,000 more
over the 20-year life of the bonds (or $15,000 per year).

DEBT AFFORDABILITY STUDY

Debt affordability is an integrated approach that helps
analyze and manage state debt by factoring in historical debt
use, financial and economic resources of the state, and long-

term goals for capital needs. The Debt Affordability Study
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FIGURE 2
NUMBER OF STATES WITHIN EACH RATING CATEGORY FOR
GENERAL OBLIGATION BONDS

STANDARD
RATING FITCH MOODY’S & POOR’S
Highest
AAA/Aaa/AAA 9 7 10
High
AA+/Aa1/AA+ 5 12 5
AA/Aa2/AA 16 12 20
AA-/Aa3/AAT 5 13 9
Upper medium
A+/A1/A+ 0 0 1
A/A2/A 2 2 1
A-IA3/ATI 0 0
Unrated 13 4 4

Sources: Fitch; Moody’s; Standard & Poor’s.

(DAS), to be published in February 2007 as a joint project
between the Legislative Budget Board, the Texas Bond
Review Board (BRB) and the Texas Public Finance Authority
(TPFA) presents the state’s current debt burden with an
overview of the state’s historical and current debt, including
five key ratios (listed below) that illustrate the state’s debt
levels. One key componentof debtaffordability is determining
the state’s additional debt capacity, which is measured in
terms of annual debt service capacity. The practice of using a
DAS has become much more common, with at least 13 states
using this kind of debt management tool.

In developing a mechanism for the state to determine debt
affordability, or theamountofdebt the state canaccommodate,
the debt capacity model (DCM) calculates five key ratios
that provide a big-picture view on Texas’ debt and can be
used as guidelines or decision-making tools for future debt
authorization and debrt service appropriations. Only not self-
supporting debt is reflected in the ratios because as tax-
supported debt it ties up General Revenue Funds. Information
on the ratios below covers a five-year period from fiscal years

2005 to 2009. The five key ratios include:

Ratio 1: Debt Service as a Percentage of Unrestricted
Revenues. This ratio helps determine additional annual debt
service capacity for not self-supporting debt, based on
existing debt and guideline ratios. For the purposes of this
study, guideline ratios used include a 2 percent target ratio
and a 3 percent maximum (or cap). By having target and
limit ratios, a range of additional debt capacity is available
that allows flexibility in new debt authorizations and
subsequent debt service appropriations. If these guideline
ratios are adopted, under the 2 percent target ratio the state

will have an additional $171.4 million in General Revenue
Funds available for debt service in fiscal year 2008. This
amount translates to $2 billion in new bond authorizations.
Under the 3 percent cap ratio, for fiscal year 2008 up to
$493.2 million in additional debt service will be available,
which translates to $5.7 billion in new bond authorizations.

Ratio 2: Not self-supporting Debt to Personal Income. This
ratio is used by credit (or bond) rating agencies, and is
calculated by dividing total not self-supporting debt by total
personal income. At current and projected debt and personal
income levels, over a five-year period this ratio ranges from a
high of 0.4 percent in fiscal year 2005 to a low of 0.3 percent
in fiscal year 2009.

Ratio 3: Not self-supporting debt per capita. This ratio is
used by credit rating agencies, and is calculated by dividing
total not self-supporting debt by population. At current and
projected debt and population levels, over a five-year period
this ratio ranges from a high of $132.18 in fiscal year 2005 to
a low of $102.27 in fiscal year 2009.

Ratio 4: Rate of Debt Retirement. This ratio highlights the
state’s progress on retiring debt in a timely fashion. The
current rate of retirement for not self-supporting debt is a
78.7 percent principal payout in a 10-year period, which is a
high rate of retirement. A 50 percent principal payout at 10
years is considered the average ratio by the credit agencies.

Ratio 5: Not self-supporting Debt Service as a Percentage of
Budgeted General Revenue. This ratio shows how much of
budgeted (or expended for complete fiscal years) General
Revenues Funds are dedicated to long-term financing, which
is a reflection of the state’s financial flexibility. Texas has had
a not self-supporting debt service commitment of less than
1.6 percent of General Revenue Funds. The 2006-07 biennial
appropriations for annual debt service maintain this low ratio
at 1.4 percent for fiscal years 2006 and 2007.

Recommendation 1 would assign responsibility for the Debt
Affordability Study to the Texas Bond Review Board (BRB)
with input from the Texas Public Finance Authority (TPFA)
and the Legislative Budget Board (LBB), and contingent
upon its creation, the Debt Management Committee as
described in Recommendation 2. It would also require the
Texas Bond Review Board to update the Debt Affordability
Study annually and submit to the Governor, Speaker of the
House, Lt. Governor, Comptroller of Public Accounts and
members of each finance committee by December 1 prior to
each regular legislative session. It would require the BRB to
establish a target and limit for analysis of debt service as a
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percentage of unrestricted revenues (Ratio 1) prior to
legislative sessions, which the Texas Legislature would
approve and perhaps adjust. Finally, Recommendation 1
would require monitoring how year-to-year changes and new
authorizations affect the other four ratios included in the
debt capacity model. The Debt Affordability Study is a
separate report published by the LBB in February 2007,
which provides information on the state’s current debt
key debt
Recommendation 1 would require additional resources for
the BRB and a rider that could implement this

position and the ratios. Implementing

recommendation can be found at the end of the Discussion

section.

DEBT MANAGEMENT COMMITTEE

The state’s debt management structure includes the following
agencies and their respective functions:

* Texas Bond Review Board (BRB) approves state debt
issuance; monitors costs of issuance; compiles the
statewide capital expenditure plan; administers the
Private Activity Bond Allocation program; and collects,
maintains, and analyzes data regarding the local
government debt.

e Texas Public Finance Authority (TPFA) issues debt
on behalf of 18 state agencies and three universities to
provide financing for the construction or acquisition of
facilities, maintains a master lease purchase program,
and is the primary issuer of debt payable from General
Revenue.

¢ Texas Higher Education Coordinating Board (THECB)
assists institutions with the efficient use of university
construction funds and the orderly development of
physical plants to accommodate projected college

student enrollments and develops the Higher Education
Fund (HEF) funding formula.

 Office of the Attorney General (OAG) issues an opinion
on the legal issuance of the bonds and approves the
bond issues before delivery.

e Comptroller of Public Accounts (CPA), Treasury
Division prepares the annual Tax Revenue Anticipation
Note, serves as the primary contact with credit rating
agencies, provides Securities and Exchange Commission

disclosure requirements, and registers the bond.

The BRB oversees and approves bond issuance. Although the
agency has the authority to do so, it does not issue debt. In
addition to having an oversight agency, Texas’ debt structure

has a consolidated program in its issuance and monitoring of
debt that is funded with General Revenue Funds. The TPFA
is the primary issuer of debt funded by General Revenue
Funds and issues on behalf of 21 state agencies under a
variety of programs, including three commercial paper
programs.

For any given bond issue, debt management responsibilities
and functions are dispersed among at least five different
agencies, including the issuer. These activities include:

* Approval to issue debt;

* Debt monitoring;

¢ Credit rating agency contacts;

e Debt policy;

* Disclosure requirements;

* Costs of issuance monitoring;

* RFP monitoring;

* Capital project approval;

* Capital planning;

¢ Tax-supported debt issuance; and

* Debt administration (debt service payments and
arbitrage calculations).

The state’s decentralized debt system offers a great deal of
autonomy to state issuers who have the flexibility to issue
debt as needed. A review of three comparable states’
(California, Florida, and Oklahoma) debt-related agencies
and committee arrangements indicates there is much
variation in debt management agency and committee
arrangements among states. California and Florida were
selected as peer states based on population and debt burdens.
In these states the key debt management functions such as
treasury services, debt administration and bond monitoring
and oversight, are centralized. Oklahoma was selected as a
peer state based on its decentralized debt structure.

As a state with a decentralized debt management structure,
Texas has additional challenges in ensuring effective
communication and timely decision-making. For example,
the CPA serves as the main contact for the bond rating
agencies, which may exclude or delay some information
received by the issuer or BRB concerning bond ratings.
Another example of the effects of decentralization is multiple

issuers may increase the costs of issuance or not be able to
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negotiate the best rates possible due to smaller issuances or
other factors. To maximize state resources and ensure the
lowest cost financing for taxpayers, some adjustments to the
current system could be made.

Recommendation 2 would amend Texas Government Code,
Chapter 1231 to create a Debt Management Committee that
willallow for better integration of the state’s debt management.
The committee would provide a mechanism for agency
leadership and staff with relevant expertise to share
information, raise issues, and problem-solve debt matters or
concerns as they occur and in a manner that is not feasible
under the existing structure. The coordination of this
committee would be the responsibility of the BRB. The
committee would provide policy guidance for the annual
updates to the Debt Affordability Study by establishing
parameters and providing recommendations for the BRB’s
approval. The committee would also be able to work on debt-
related ad hoc projects. The Debt Management Committee
would consist of representatives from the state entities shown

in Figure 3.

FIGURE 3
STATE ENTITIES COMPRISING THE DEBT MANAGEMENT
COMMITTEE

Texas Bond Review Board

Legislative Budget Board
Texas Public Finance Authority Lt. Governor’s Office

Texas Higher Education
Coordinating Board

Speaker of the House

Senate Finance Committee

Office of the Attorney General House Appropriations

Comptroller of Public Accounts Committee
Office of the Governor

Source: Legislative Budget Board.

In addition to this list, the executive director of the BRB
would select one state issuer to serve on the committee as
needed. Implementing Recommendation 2 would require
additional resources for the BRB and a rider that could
implement this reccommendation can be found at the end of
the Discussion section.

DEBT OVERSIGHT BY LEGISLATIVE APPROPRIATIONS AND
FINANCE COMMITTEES

Debt authorization and debt service appropriations are
reviewed by the House Appropriations Committee (HAC)
and the Senate Finance Committee (SFC). Each committee
makes appropriations and authorizations recommendations
to the full chambers. To address budgeting for different
governmental function areas, each of these committees uses

subcommittees or workgroups. SFC typically creates
workgroups that cover one to three articles in the General
Appropriations Bill, but these are not standing committees.
To address tuition revenue bond funding, SFC created a
subcommittee on capital funding for higher education during
the Seventy-ninth Legislature, Third Called Session, 2006.
HAC has six standing subcommittees: criminal justice,
education, general government, government efficiency and
operations, health and human services, and regulatory.

Although legislators receive some information that provides
totals for debt authorization and debt service, debt financing
and its impacts are not considered comprehensively. New
debt authorizations and debt service appropriations are
addressed by functional area, which makes it difficult to
approve debt with an overall perspective and to compare
debt priorities. With the state’s limited financial resources, it
is important for legislators to be able to consider overall
priorities when considering proposed capital projects and to
compare projects of one governmental function to another.

Recommendation 3 proposes establishing standing sub-
committees within HAC and SFC where all proposals for
debt-financed capital projects would be presented to provide

comprehensive debt information to the two committees.

INTEGRATION OF CAPITAL PLANNING

The 2008-09 Capital Expenditure Plan (CEP) is produced
by the BRB and it reports information on planned capital
expenditures for fiscal years 2007 to 2011, which included
submissions from 69 state entities on 901 capital projects.
Planned or proposed expenditures total $6.5 billion for the
2008-09 biennium. Of these projects, 458 propose using
debt financing, which would cost $810.3 million in debt
service for the 2008-09 biennium. Of the debt-financed
projects, 285 propose no General Revenue Funds as part of
the financing and 149 projects would require full funding by
General Revenue Funds. Figure 4 provides details on the
percentage of General Revenue Funds desired for the
proposed debt-financed projects.

An important step in the debt financing process involves
legislators evaluating the state’s debt capacity and considering
the effect of new debt funded projects on capacity.
Traditionally Texas has not had a formalized process to
consider the affect of new debt on debt capacity. When the
pool of proposed projects is small, policymakers have enough
familiarity with the agencies and specific projects to use
experience and existing knowledge to compare projects and
make decisions for debt authorization and debt service
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FIGURE 4

PERCENTAGE OF GENERAL REVENUE FUNDS DESIRED FOR
PROPOSED DEBT-FINANCED CAPITAL PROJECTS FOR FISCAL
YEARS 2008 AND 2009

Proposes Funding
of 1 to 50 Percent

Undecided
Proposes Funding of 10 projects General Revenue
51 to 99 percent Funds
General Revenue 3 projects
Funds
11 projects

Proposes Full Funding
by General Revenue
Funds
149 projects

No General Revenue
Funds
285 projects

Source: Legislative Budget Board.

appropriation. However, the current volume of proposed
projects makes it difficult to evaluate the relative values or
merits of one project against another, especially across
governmental functions. A ranking process for all proposed
projects is a tool that may be helpful to legislators. This kind
of ranking process for capital projects would include criteria
with an assigned point value for each criterion and a possible

maximum score.

In Utah, higher education institutions rank their projects
separately from other state agencies, with evaluation by the
system’s board of regents. Next, higher education and other

state agencies submit their project proposals to one agency,

which evaluates all projects. Projects are evaluated based on
five criteria and are presented to the legislature for
consideration. Based on these evaluations, presentations, and
financial resources, the legislature selects projects to approve.
Another aspect of Utah’s process is the separation of capital
improvement projects (deferred maintenance) from capital
development (new facilities or extensive remodeling) in its

evaluation process.

During the Seventy-ninth Legislature, Third Called Session,
2006, the Senate Finance Subcommittee on Capital Funding
for Higher Education directed the Texas Higher Education
Coordinating Board (THECB) to develop a process to rank
proposed projects for tuition revenue bond (TRB)
authorization. Universities and university systems internally
ranked projects and submitted information the to THECB.

THECB developed a ranking process that included nine
criteria to rank 155 project proposals. According to THECB
documents, the evaluation process for tuition revenue bonds
included these criteria: extraordinary circumstances, Closing
the Gaps (the THECB’s statewide plan for higher education),
planned projects, matching funds, critical and deferred
maintenance, cost, efficiency, space need, and space
utilization. A maximum score of 100 was possible from the
nine criteria. Figure 5 provides descriptions and point values
for these categories.

FIGURE 5
CRITERIA FOR RANKING PROPOSED PROJECTS FOR TUITION REVENUE BOND AUTHORIZATION

CRITERIA DESCRIPTION POINT VALUE

Extraordinary Circumstances Could include hurricane damage, exceptional outside funding, recently 10
constructed schools in high growth regions, accreditation requirements

Closing the Gaps (a) Likelihood of project to help institution meet goals in Closing the (a)10

(a) Project Specifics Gaps (b)15

. (b) Progress toward Closing the Gap goals and improvement on
(b) Indices -
Accountability System measures

Planned Project Project rank in an institution’s Master Campus Plan 10

Matching/Leveraged Funds Percentage of non-TRB funding identified 10

Critical and Deferred Maintenance Percentage of project’s cost that addresses identified deferred or 10
critical maintenance items

Cost Estimated project costs per square foot compared to RS Means, a 10
national cost gauge used by the construction industry

Efficiency Compares a building’s projected total space with its usable space 5

Space Need Institution’s need for space determined by the Coordinating Board’s 10
space model

Space Utilization Compares an institution’s use of its classroom and lab space to 10

Coordinating Board guidelines

Source: Texas Higher Education Coordinating Board.
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The ranking of tuition revenue bond projects completed by
the THECB served as a starting point for legislators
authorizing the debt, but it was not the only factor used in
the tuition revenue bond authorization completed by House
Bill 153. In expanding the use of capital project prioritization,
the state would have many options. Higher education could
be ranked with or separate from other governmental
functions. New building projects could be considered with

or separate from repair and renovation projects.

Recommendation 4 would amend Texas Government Code,
Chapter 1231 requiring the Bond Review Board to integrate
capital planning, which could include a prioritized list of
capital projects, to the level of additional debt service capacity
from the Debt Affordability Study. If Recommendation 2 is
implemented, the capital project ranking process could be a
duty of the Debt Management Committee. Implementing
Recommendation 4, would require additional resources for
the BRB and a rider that could implement this
recommendation can be found at the end of the Discussion
section.

Capital project rankings using criteria are intended to help
policymakers as they make debt authorizations, but the
ranking is only part of the process. Other factors or legislative
goals may impact final debt authorizations, but developing a
process and criteria for ranking proposed capital projects
could be a useful tool for policymakers when considering a
large number of projects.

COSTS OF ISSUANCE OVERSIGHT

Cost of issuance is an important consideration when using
debt financing. By using proper oversight and resource
maximizing strategies, the state’s issuers can ensure eflicient
use of taxpayer money by achieving low cost financing. There
are several key elements in the bond issue process that

comprise the total cost of issuance:

Underwriter: Acts as a dealer who purchases a new issue of
municipal securities from the issue for resale to investors. The
underwriter may be selected through a competitive bid
process or a negotiated sale. The underwriter represents the
single largest cost of issuance. In fiscal year 2005, the
underwriting costs accounted for 61 percent of total average

issuance costs.

Bond Counsel: Retained by the issuer to provide legal advice
for the bond issue on areas such as issuer’s authorization for
proposed securities, legal requirements for issue, and tax-
exemption status of the interest on the securities. Bond

counsel prepares documentation related to these legal
opinions. In fiscal year 2005, bond counsel accounted for 10

percent of the total average cost of issuance.

Financial Advisor: Advises the issuer on matters related to
the issue, including structure, timing, marketing, pricing,
terms, and bond ratings. The advisor may also provide advice
on cash flow and investment matters, which are areas
unrelated to the new bond issue. In fiscal year 2005, financial
advising accounted for 8 percent of the total average cost of

issuance.

Rating Agencies: Rating agencies provide publicly available
rating of credit worthiness on the issued bonds, measuring
the likelihood of repayment on the municipal securities. In
fiscal year 2005, rating agencies accounted for 6 percent of

the total average cost of issuance.

Paying Agent/Registrar: The paying agent is responsible for
transmitting payments of principal and interest from the
issuer to the security holders. The registrar is the entity
responsible for maintaining records on behalf of the issuer
for the purpose of noting the owners of registered bonds. In
fiscal year 2005, paying agent/registrar accounted for 3

percent of the total average cost of issuance.

Printer: The printer produces the official statement, notice
of sale, and any bonds required to be transferred between the
issuer and purchasers of the bonds. In fiscal year 2005,
printing accounted for less than 1 percent of the total average
cost of issuance.

During fiscal year 2005, the average cost per bond issue was
$893,230, or $9.29 per $1,000 issued. From fiscal years
1998 to 2005, the average cost per bond issue increased 16
percent. Figure 6 shows the average cost per bond issue
during these years. The higher cost per issue for fiscal year
2002 is attributable to the Turnpike Authority Bonds issued
by the Texas Department of Transportation, which was an
unusually large issue at $2.2 billion.

As described in Texas Government Code 81231.081, the
BRB requires issuers to submit a state bond issue application
for approval, which includes cost of issuance information. All
issuers must submit applications unless the issue is exempt
from BRB approval. The BRB will not approve an application
for bond issuance until the issue has approval from the issuer’s
governing board and the THECB (for institutions of higher
education). As a result, the BRB bond issue application is
submitted at the end of the issuer’s financing process. In most

cases, the issuer has already agreed on issuance costs with
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FIGURE 6

AVERAGE COST PER BOND ISSUE, FISCAL YEARS 1998 TO 2005*
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Fiscal Year

service providers. By not having an opportunity for review
early on in the debt process, the BRB staff is not able to
oversee debt issuance costs effectively.

The state of Oklahoma has a similar structure to Texas for
debt oversight. The BRB’s equivalent is Oklahoma’s Council
of Bond Oversight. In Oklahoma, the state debt applicant is
required to submit a Statement of Approval of Professional
Fees to the Council. Since the State Bond Advisor, who heads
the Council, is responsible for approving or disapproving
fees for costs of issuance, the fee statement is usually submitted
carlier in the process but can be submitted at any time. This
arrangement allows for costs of issuance fees to be approved

separate from the state debt application process.

‘The BRB must approve all bond issuances and the application
submitted by the issuer includes cost of issuance information.
While the executive director of the BRB does not have the
authority to approve costs of issuance as a separate step, the
early submission of the fees would allow staff to review fees
in a timely manner and provide effective costs of issuance
supervision. In a few instances the agency has approved bond
issues even when there were concerns about the cost of
issuance. The current submission of this information occurs
near the end of the process and the agency does not wish to

delay an issuance application which is otherwise satisfactory.

Recommendation 5 would amend Texas Government Code
§1201.027 and 8§1231.081 to require that issuers submit
information on cost of issuance fees for service to the BRB
for approval when contemplated or planned by the issuer.
This process change would allow the agency to provide
feedback on cost of issuance information and inform the
issuer early on in the process if cost of issuance appears high
and if it could be a factor affecting the complete application
at the end of the approval process.

REQUEST FOR PROPOSAL OVERSIGHT

In determining the parameters of what services will be needed
for bond issues, an issuer puts forth a Request for Proposal
(REP). In fiscal year 2005, 39 bond transactions took place
that involved selected bond service providers whose terms of
service vary from issuer to issuer. The eventual total cost of
issuance is summarized by the service needs outlined in RFPs.
These REPs are for positions that have a multi-year contract
to provide needed bond expertise services, such as the bond
counsel or financial advisor roles mentioned under the Cost

of Issuance section.

The BRB does not review RFPs. Due to the connection to
cost of issuance, it is important for the agency to have the
opportunity to review and comment on RFPs prior to the

issuer using a RFP in the solicitation of service providers.
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Government Code 8§1201.027 allows state issuers the
exclusive authority to select their financing consultants, but
requiring submission on RFP information before and after
service provider selection would provide the BRB with a
more comprehensive knowledge of the state issuer’s practices
and a better understanding of the statewide perspective
regarding debt issuance costs.

Oklahoma has a comparable debt management structure and
uses a process that Texas could replicate. Oklahoma uses the
following three-step process to review and comment on
issuer’s RFPs:
1) Issuers submit RFPs for review and comment by the
oversight agency (issuers must submit REP’s seven days
prior to use of REP’s).

2) Issuers are also required to submit within seven days
copies of final Requests for Proposals bids received.

3) Issuers prepare a written statement indicating the basis
for selection and make available to the Council.

Recommendation 6 would amend Texas Government Code
81201.027 and §1231.081 to require state debt issuers to
submit to BRB all RFPs with costs of issuance information
for all service providers (1) seven days prior to use of RFPs;
(2) submit the final bids received for bond counsel, financial
advisor, and underwriter and other service providers, and (3)
submit final documents with the basis for selection within
seven days. Amending this process would give the agency a
better understanding of the ongoing needs of state issuers
and information on a process that has a key connection to
the cost of issuance for each bond issue. These changes would
also allow BRB the opportunity to provide feedback as the
issuers goes through the bidding and selection process.

USE OF SWAP AGREEMENTS

Interest-rate swaps, commonly called swaps, are a financing
tool used to reduce interest expense and hedge against interest
rate, tax, basis, and other risks. Swaps can provide issuers

with greater financial flexibility and do not constitute

additional debt.

Though any state issuer is eligible to enter into swap
agreements, only three agencies currently have them in place:
the Veteran’s Land Board (VLB), the Texas Department of
Housing and Community Affairs (TDHCA), and the
University of Texas System. At the end of fiscal year 2005,
VLB had 40 swap agreements on 43 bond issues. The
TDHCA has swap agreements on three bond issues and the

University of Texas System has Swap agreements on two bond

issues.

Swaps can provide financial benefits to the state in the form
of cost savings, but these benefits come with risks. Risks
associated with swap agreements can be mitigated by
strategies employed by the issuer. Texas Government Code
81371.056 authorizes state issuers to enter into credit
agreements. Swaps entered into under this statutory authority
require BRB approval of the bond transaction prior to
entering into the agreement, which was altered by statutory
change in 1999. However, the VLB and the TDHCA have
additional broad authority to enter into swaps under the
Texas Natural Resources Code §161.074, 162.052, and
164.010 and Texas Government Code §2306.351. The
Veteran’s Land Board first received permission to use swaps
in 1994 and removed itself from BRB oversight through
statutory change in 2001. The broad authority given to the
VLB does not require approval from the BRB prior to

entering into swap agreements.

Despite having limited separate statutory authority in Texas
Government Code §2305.351 for swap agreements, TDHCA
has always obtained BRB approval prior to swap agreement
implementation. The VLB uses forward swaps, which require
the issuer to enter into a swap agreement prior to issuance of
the associated bonds. Consequently, when the BRB staff
reviews the bond transaction, the swap agreement is already
in place. Though the agency does not have concerns about
the quality of the swap programs these agencies have in place,
swaps are complex financial tools that carry some risks to the
issuer. Other states surveyed, including California and
Oklahoma, require the bond oversight agency to approve
swap agreements prior to the issuer finalizing agreements.

Recommendation 7 would amend Texas Government Code,
Chapter 1231 to require BRB to approve all interest rate
swap agreements before an issuer enters into an agreement. It
would also amend Texas Natural Resources Code §161.074,
162.052, and 164.010 as well as Texas Government Code
§2306.351 to require the Bond Review Board to approve
swap agreements prior to the VLB and the TDHCA entering
into such agreements. If BRB staff approves swap agreements
prior to the issuer entering into the agreement, the process
will ensure appropriate oversight. Though swap agreements
are not considered a state debt obligation, they have an
important relationship with the bond issues that BRB staff
approves and ultimately affect the cost of issuance because

swaps can save or cost the issuer money.
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CONTINGENCY RIDER

To implement Recommendations 1, 2, and 4, which would
require additional resources for the BRB, the following Texas
Bond Review Board contingency rider could be included in
the 2008-09 General Appropriations Bill:

Contingency Appropriation for Resources to
Enhance State Debt Management.

Contingent on the enactment of legislation by the
Eightieth Legislature, Regular Session, 2007, or similar
legislation relating to expanding the responsibilities
of the Texas Bond Review Board to include the Debt
Affordability Study, debt management committee
coordination, and capital planning integration and
project prioritization, in addition to the amounts
above, the Texas Bond Review Board is appropriated
an amount not to exceed $66,459 for fiscal year 2008
and $66,459 in General Revenue Funds for fiscal year
2009.

FISCAL IMPACT OF THE RECOMMENDATIONS
The net fiscal impact as a result of these recommendations
is a cost of $132,919 in General Revenue Funds for the
2008—-09 biennium.

Recommendations 1, 2, and 4, would require additional
resources for BRB at a cost of $132,919 in General Revenue
Funds for the 2008—09 biennium. Recommendation 3 has
no significant fiscal impact. Recommendations 5, 6, and 7
may provide long-term savings to the state due to improved
oversight of cost of issuance and related items, but these
savings cannot be estimated. Figure 7 shows this fiscal
impact.

FIGURE 7
FIVE-YEAR FISCAL IMPACT

PROBABLE SAVINGS/(COST)

FISCAL YEAR GENERAL REVENUE FUNDS
2008 ($66,459)
2009 ($66,459)
2010 ($66,459)
2011 ($66,459)
2012 ($66,459)

Source: Legislative Budget Board.

The introduced 2008-09 General Appropriations Bill does
not address Recommendations 1 to 7.

48 TEXAS STATE GOVERNMENT EFFECTIVENESS AND EFFICIENCY

LEGISLATIVE BUDGET BOARD STAFF — JANUARY 2007



ESTABLISH A CENTRALIZED THIRD-PARTY DEBT COLLECTION

CONTRACT

Texas state agencies currently designate outstanding debt as
collectible or uncollectible according to rules proscribed by
the Office of the Attorney General. Upon referral from state
agencies, the Bankruptcy and Collections Division of the
Office of the Attorney General pursues debts deemed
collectible. However, state agencies with a third-party debt
collection contract may pursue delinquent debts that would
otherwise be designated as uncollectible. Only two state
agencies and 17 institutions of higher education have such
debt collection contracts. In fiscal year 2004, the Office of
the Attorney General reported an aggregate $1.8 billion in
uncollectible debt for the state.

The state could realize additional revenue by establishing a
centralized contract with a third-party debt collection vendor
to collect certain debts currently deemed uncollectible.
According to the Office of the Attorney General, reported
uncollectible debts include any debt below an agency-specific
dollar threshold or beyond an agency-specific time threshold.
By pursuing these debts through a debt collection vendor,
the state could have a revenue gain of $2.8 million in All
Funds in the 2008—09 biennium.

FACTS AND FINDINGS

4 Most institutions of higher education have third-party
collection contracts approved by the Office of the
Attorney General to assist them in collecting delinquent
accounts.

¢ The Texas Comptroller of Public Accounts has
independent authority to pursue uncollectible tax
debt through a debt collection vendor, and the Texas
Commission on Environmental Quality is the only
state agency that has a third-party collection contract
approved by the Office of the Attorney General.

CONCERNS

4 The state of Texas is losing potential revenue by not
expanding the use of third-party debt collection.

4 State agencies do not pursue debts classified as
uncollectible. If a third-party vendor were to collect
those debts, under current law, agencies would be
able to expend these funds, despite having made no
additional effort to recover them.

RECOMMENDATIONS

¢ Recommendation 1: Amend Texas Government
Code Chapters 2107 and 2254 to require the Office
of the Attorney General’s Bankruptcy and Collections
Division to pursue debts currently considered
uncollectible by creating a centralized contract for debt

collection vendors.

4 Recommendation 2: Include a rider in the 2008-09
General Appropriations Bill to authorize state agencies
to compensate a debt collection vendor for its services,
but prohibit agencies from expending the remainder of
these funds.

DISCUSSION

Texas state law requires each state agency and institution of
higher education to submit an Annual Debt Report to the
Office of the Attorney General (OAG) summarizing its debr.
For fiscal year 2004, the OAG reported $2.7 billion in
aggregate collectible debt and $1.8 billion in aggregate
uncollectible debt for the state. Because of an internal agency
review of the debt reporting process, the OAG did not
prepare a report for fiscal year 2005.

Each agency determines whether a debt is collectible with
guidance from Texas Administrative Code 859.2 and §59.3.
These rules are promulgated by the OAG to specify certain
criteria agencies should consider when determining if a debt
is collectible. These criteria include (1) if the debtor is in
bankruptcy, (2) if the debtors’ corporation has been dissolved,
or (3) if the debtor is located out-of-state or deceased.

Collectible debts are those debts that meet the above criteria
and agency-specific thresholds set by the OAG based on
internal efficiency analysis of the age and amount of the debt.
For instance, the OAG may set an agency’s threshold at debts
above $1,000 and delinquent for less than 18 months. If the
agency has no reason to presume that the debtor is bankrupt,
dissolved, relocated, or deceased, and the debt meets this
threshold, the agency reports this debt as collectible and,
upon referral, the Bankruptcy and Collections Division
pursues the debt. If the agency finds proof of the debtor’s
insolvency or if the debt does not meet the OAG’s threshold,
the agency reports that debt as uncollectible and there are no
additional efforts to collect the debt.
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Government Code §2107.003 requires a state agency or
institution of higher education to request that the OAG
collect a debt before the agency may contract to collect the
debt. The statute further allows the OAG to authorize the
requesting agency to contract for the collections of a debt
that the OAG cannot collect. In fiscal year 2006, two state
agencies and 17 institutions of higher education or their
components contracted for debt collection services.

The Comptroller of Public Accounts (CPA) has express
statutory authority to contract with a debt collection vendor.
The CPA out-sources to a private debt collection vendor
those non-franchise tax accounts below $500 and franchise
tax accounts below $2,500 that are at least 64 days past due.
The CPA refers debt amounts higher than this threshold to
the OAG for further collection efforts. The comptroller’s
contract agreement compensates the private debt collection
vendor with 14.9 percent of the amount collected. As Figure
1 shows, the CPA contractor’s average monthly collection
rate increased to 4.1 percent of average available debt in fiscal
year 2000.

FIGURE 1
COMPTROLLER OF PUBLIC ACCOUNTS COLLECTION RATE
FISCAL YEARS 2003 THROUGH 2006
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Source: Comptroller of Public Accounts.

The Texas Commission on Environmental Quality (TCEQ)
is the only state agency approved by the OAG to contract
with a private debt collection vendor to collect past due
administrative fines and fees. TCEQ entered into its contract
in November 2004. The debt collection vendor receives 4
percent of the collected amounts as payment. Since the
inception of its contract, TCEQ referred 49 percent of its
debt that was below the OAG threshold and would have

otherwise been reported as uncollectible to its debt collection

vendor. The agency collected 27 percent, or 13 percent of
total debts.

Seventeen institutions of higher education or their
components contract with private debt collection vendors.
The contract rates vary from 15 percent to 40 percent and
the types of debt range from medical accounts at the health
and science centers to unpaid student loans, tuition, and
fees.

Debt collection industry standards suggest that earlier
collection efforts could improve collection rates. Based on a
survey conducted by the Commercial Collection Agency
Association, the probability of collecting a delinquent
account after:

e three months is 69.6 percent;

* six months is 52.1 percent; and
* one year is 22.8 percent.

Recommendation 1 would amend Chapters 2107 and 2254
of the Texas Government Code to require the OAG to
contract for third-party collection of agency delinquencies
that are categorized as uncollectible and to refer any
uncollectible debt to the third-party vendor. This language
should permit agencies with active contracts to continue
their collection efforts if their collection rates are higher and
payment to the contractor is lower than the rates established
in the OAG contract.

House Bill 2233, Seventy-ninth Legislature, Regular Session,
2005, included language in the Second House Committee
Substitute that would have amended statute to permit such
third-party collection for debts delinquent beyond 120 days.
Setting the threshold on delinquent debts at 64 or 90 days
would likely improve the collection efforts of debt collection
vendor. The bill would have also set the maximum payment
rate for the debt collection vendor much higher than currently

negotiated rates.

Recommendation 2 would include a rider in Article IX of the
2008-09 General Appropriations Bill to authorize state
agencies to compensate a debt collection vendor. Without
this rider, the agency may not have the authority to pay the
vendor. The rider would permit agencies to expend funds
within their appropriation authority when collected by the
third-party vendor. Otherwise, funds would be deposited to
the General Revenue Fund or to the appropriate dedicated or
special fund or account. The rider makes no new
appropriations, but does not preclude agencies from
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exercising existing appropriation authority. The rider would
appear as follows:

Debt Collections. Contingent upon the enactment of
legislation by the Eightieth Legislature, Regular Session,
2007, and to the extent that a state agency contracts
with one or more persons to collect delinquent or past
due obligations in accordance with Section 2107.003,
Texas Government Code, as amended, all proceeds
from overdue and delinquent obligations collected by
a contractor working on behalf of the agency to collect
such funds are hereby appropriated to the agency from
the collection proceeds. This appropriation shall be
limited to the amount necessary to pay the contractor
collecting such fees for its services and shall not exceed
(a specified percent) of fine and fee proceeds collected
by the contractor. All other amounts collected shall
be deposited to the General Revenue Fund or to any
dedicated or special funds or accounts to which the
collection proceeds may belong, based on the applicable
statutory provisions, and are only appropriated for
use by the agency if they have current appropriation
authority.

FISCAL IMPACT OF THE RECOMMENDATION

The recommendations would lead to an estimated revenue
gain of $2.4 million in General Revenue Funds and General
Revenue—Dedicated Funds for the 2008—09 biennium.

AsFigure 2 shows, of the $1.8 billion in reported uncollectible
debt in fiscal year 2004, approximately 98 percent is either
currently being pursued or is governed by federal legislation.

$1.2 billion, or 62.4 percent, is tax debt reported by the
Comptroller of Public Accounts (CPA). As mentioned above,
the CPA is already pursuing this debt with a debt collection
vendor. Another $470 million, or 25.3 percent, is uncollectible
debt reported by the Texas Workforce Commission, which
operates under federal statute to pursue and report
uncollectible debt. Institutions of Higher Education pursued
$190 million, or 10.4 percent, of the uncollectible debt.
Another small fraction is covered under the Texas Commission
on Environmental Quality’s (TCEQ) current debt collection
contract. After subtracting out the above, the remaining
uncollectible debt reported for fiscal year 2004 is $31.6
million.

The growth rate for uncollectible debts fluctuated between
minus 8 percent and nearly 200 percent for fiscal years 2000
through 2004. Disregarding outliers, the average growth rate
for this period was 8.8 percent.

Although TCEQ has a 27 percent collection rate, the CPAs
maximum collection rate is about 4 percent. To keep the
estimate conservative, the fiscal impact assumes a 4 percent
collection rate, an 8.8 percent annual growth in uncollectible
debts, and a 15 percent compensation rate to the vendor out
of the funds it collects. As shown in Figure 3, the

recommendations would lead to an estimated revenue gain
of $2.8 million in All Funds in the 2008—09 biennium.

The introduced General Appropriations Bill for the 2008-09
biennium does not address these recommendations.

FIGURE 2
UNCOLLECTIBLE DEBT IN 2004

CPA
$1,152,528,820

(62.4%)

Source: Office of the Attorney General.

Higher Education
TWC $192,014,700 TCEQ
$468,340,045 (10.4%) $2,250,881
(25.4%) (0.1%)

Remainder A
$31,605,394

(1.7%)
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FIGURE 3
ESTIMATED IMPACT TO ALL FUNDS
NET REVENUE GAIN (LOSS) TO NET REVENUE GAIN (LOSS) TO NET REVENUE GAIN (LOSS) TO
FISCAL YEAR GENERAL REVENUE FUND GENERAL REVENUE-DEDICATED FUNDS OTHER FUNDS
2008 $480,000 $680,000 $180,000
2009 $520,000 $740,000 $200,000
2010 $560,000 $810,000 $220,000
2011 $610,000 $880,000 $240,000
2012 $670,000 $960,000 $260,000

Source: Legislative Budget Board.
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MANAGEMENT

State employees are a large investment and valuable resource
for the agencies they serve. Texas has 331,286 full and part-
time employees statewide and spent $13 billion on salary and
benefits in fiscal year 2006. The state of Texas does not have
a single agency dedicated to oversee human resource
functions, create policy, and manage the state’s workforce.
Currently, each state agency interprets state laws regarding
workforce management, creating an environment in which
state employees can be held to varying, often inconsistent,
standards. Oversight agencies, including the State Auditor’s
Office and the Comptroller of Public Accounts, have
enforcement authority over a portion of the laws that govern
workforce management in Texas. However, human resource

functions are not wholly evaluated or audited.

A single statewide Office of Human Resource Management
focused on oversight, policy making, and strategic planning
would provide support for current employees and attract
qualified individuals to public service. Centralized oversight
of human resource functions would allow the state to expand
workforce practices that are being successfully implemented
at some agencies, without limiting flexibility within an
agency. Small agencies unable to staff a human resources
professional would benefit from the human resources
expertise and policy direction of a central office. By
implementing a centralized Office of Human Resource
Management, the state could retain qualified employees and
avoid future costs by streamlining human resource oversight

and decreasing employee turnover and litigation.

CONCERNS

¢ Employees at some small state agencies do not have a
human resources professional on staff to assist them in
understanding and making benefit decisions.

¢ Each state agency is allowed to interpret state laws

regarding workforce management, creating an
environment in which state employees can be held to

varying standards.

¢ Various agencies identify workforce initiatives for
the Legislature to evaluate, but there is no regular or
comprehensive review of state employee workforce
policies and practices.

¢ In more than half the states, one in five employees will
retire in the next five years. For Texas to successfully staff
state agencies it must consider implementing workforce
policies that will attract qualified employees to public
service.

¢ Some agencies do not have the appropriate number of
human resource staff to manage its workforce.

RECOMMENDATIONS

¢ Recommendation 1: Amend Chapter 301, Texas Labor
Code to create a statewide Office of Human Resource
Management as a division of the Texas Workforce

Commission.

¢ Recommendation 2: Amend Chapter 301, Texas
Labor Code to require the Office of Human Resource
Management to create a uniform state employee
handbook thatallows necessary flexibility while ensuring
all state employees are treated fairly and consistently.

¢ Recommendation 3: Amend Chapter 301, Texas
Labor Code to require the Office of Human Resource
Management to study opportunities to strategically
consolidate human resource administration.

¢ Recommendation 4: Amend Chapter 670, Texas
Government Code to repeal the cap on human resource
staff at state agencies, currently one human resources

employee for every 85 agency employees.

DISCUSSION

Human resource management (HRM) is the deliberate
approach an organization takes to manage its relationship
with its employees. HRM emphasizes that employees are
critical to achieving a competitive advantage and that
corporate strategy and human resources practices are
integrated. Human Resource professionals help organizations
meet efficiency and equality objectives. HRM employs one
of two philosophies: either focusing on controlling employees,
or recognizing the needs of employees and their importance

to the organization’s success.

In the private sector, the quality of the workforce directly
affects a company’s success in the market place, and therefore
its profit potential. The public sector is interested in effective
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workforce management because successfully providing
programs and services to the public are dependent upon
maintaining employee motivation, skill sets, and customer
service focus. An organization’s approach to workforce
management should ensure its relationship with its employees
and its employment practices are aligned.

As baby boomers, Americans born between 1946 and 1964,
reach retirement age in greater numbers, the demographics
of the state’s workforce will change. For Texas to attract and
retain the next generation of workers to state employment,
the work environment and employment practices must align
with the preferences of younger workers. Employees seek
employers who offer high pay, comprehensive benefits
packages, a positive work environment, and the opportunity
to demonstrate their strengths. According to a national
survey conducted by Great Places to Work Institute and
Fortune Magazine, the 100 best companies to work for in
2006 included companies that provided employees balance
between their work and personal lives. Policies that allow
employees to work from home, work alternative schedules,
or share a job with someone who works part-time were

highlighted in the results of the survey.

The state of Texas does not have a single agency dedicated to
human resource functions, creating policy, and managing the
state’s workforce. According to the National Association of
State Personnel Executives, an affiliate organization of the
Council of State Governments, Texas has the most
decentralized approach to human resource management of
any state government. Texas has a human resource office in
every state agency and does not have a state office that serves
as a point of contact for agencies or current and prospective
employees with regard to workforce issues.

The Texas Legislature develops and passes general laws to
govern specific components of HRM throughout the state.
The State Auditor’s Office (SAO), the Comptroller of Public
Accounts, the Employees Retirement System, the State Office
of Risk Management, and the Texas Workforce Commission’s
Division of Human Rights each have rulemaking and
enforcement authority over a portion of the laws that govern
workforce management in Texas. Some HRM functions are
periodically audited while others are not. Each state agency
has the authority to interpret state laws regarding workforce
management, creating an environment in which state

employees are held to varying, often inconsistent, standards.

This decentralized approach to workforce management lacks

coordinated guidance and enforcement required to ensure

policies are consistently interpreted and applied. Instead of
the state being one employer, it is broken into 184 individual
human resource offices across the state with varying
approaches to HRM. For example, an audit of workforce
management at the Texas Lottery Commission found that
agency employees would benefit from an employee
ombudsman to serve as a credible objective party available to
review grievances and policy decisions. Such a function
allows an agency to quickly learn about employee concerns
and resolve issues before it is faced with potentially costly
litigation. In contrast, the Texas Department of Insurance
has maintained an ombudsman program since 1994. The
program allows employees to resolve complaints within the
agency hierarchy, improving communication and reducing
the number of formal complaints received. With a central
human resources office, best practices like the ombudsman
program that benefit one agency could be efficiently
implemented at other agencies to benefit the entire state
workforce.

The Government Performance Project states that Georgia
may have the best-managed human resources operation in
the country. Georgia uses a hybrid approach to oversee the
human resource function. With a hybrid approach, each
state agency has a human resources office that performs daily
human resource duties and payroll transactions and a single
human resource oversight agency to coordinate strategic
workforce initiatives, policymaking, and enforcement. A
state’s central HRM oversight may be a stand alone agency or
may be part of a state’s Department of Management or
Department of Administration. These entities provide
comprehensive human resource services to all agencies and
employees within their respective states. They are also the
central point of contact for individuals interested in a career
in state government. Day to day activities, such as processing
newly hired staff, terminating employees, managing employee
records, and processing salary actions, are managed by the
human resources office within each state agency.

STATEWIDE HUMAN RESOURCE MANAGEMENT

Centralized human resource functions in Texas would
improve oversight, policy making, and strategic planning. It
would highlight workforce management as a statewide
priority, enforce the consistent application of approved
policies, and share workforce best practices without limiting
flexibility within an agency. A single Office of Human
Resource Management (OHRM) could oversee the state’s
workforce initiatives because effective human resources

management is the same regardless of business type or agency
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mission. Recommendation 1 would amend Chapter 301 of
the Texas Labor Code to create the Office of Human Resource
Management within the Texas Workforce Commission. This
agency would be staffed with human resource professionals
who would develop policy, provide guidance, and enforce
state laws regarding human resource functions. Having a
centralized statewide human resources office would ensure
the state’s current human resource laws and best practices are
applied consistently to the benefit of state employees and
agencies. The office would perform the following duties:

* Interpret human resource laws and rules

* Communicate legislative changes affecting state

employees

e Implement strategic initiatives to improve workforce

management
¢ Conduct studies of current workforce issues
* Establish best practices

* Conduct employee surveys to identify opportunities for
improvement

¢ Coordinate audits of the human resources function

The OHRM would be responsible for coordinating the
independent activities of multiple agencies. For example, the
SAO maintains an electronic exit survey system and reports
the results to agencies. State agency human resource staff are
expected to direct terminating employees to take the exit
survey. Created in 2001, the survey system helps the state
identify why individuals leave state employment. During
fiscal year 2005, only 4,053 of the 26,884 employees leaving
state employment responded to the exit survey. The reason
for the low participation rate is uncertain. Also, there is not a
mechanism to verify whether a state agency evaluates the
results or takes action based on the feedback. As part of its
duties, OHRM would identify ways to increase participation
in the survey in an effort to discover ways to reduce the rate

of turnover among state employees.

OHRM would also approach workforce management
strategically to identify opportunities to make the state a
more attractive employer, by developing policies and practices
designed to attract and retain employees. Recommendation
1 would require OHRM to evaluate the application of
human resources at state agencies, including a comparison of
varying recruitment, workforce planning, performance
management, employee development, and retention efforts
to identify best practices for statewide implementation.

Both employees and employers benefit when employees
understand their total compensation packages. Employees
prefer to work for employers with rich employment benefit
packages but must understand the programs offered by an
employer to appreciate them. The OHRM would promote
the state’s total compensation packages and expand existing
programs to attract individuals to state employment. In fiscal
year 2005, the average state employee salary was $32,848 not
including the cost of non-salary benefits. Texas offers a
comprehensive benefits package thatincludes health coverage,
paid leave, longevity and merit pay, and a retirement plan.
The total average compensation package was worth $48,761
in 2005. With clear communication of the state’s complete
benefits package to individuals seeking employment, agencies
could attract more people to state employment.

Finally, the OHRM would evaluate current programs that
could be expanded to benefit the state’s workforce. For
example, the Texas Department of Transportation (TXDOT)
implemented a Rapid Hire program allowing the agency to
hire college graduates and interns on the spot for high need
positions such as civil engineers. In fiscal year 2006, TXDOT
hired 571 of its 1,246 new employees through the Rapid
Hire program. Other agencies experiencing workforce
shortages may benefit from the same authority to recruit
employees in high need areas.

BEST PRACTICES AND WORKFORCE POLICIES

Currently, each state agency independently interprets state
employee legislation and publishes an employee policy
manual. As part of the initiative to improve state workforce
management, OHRM would create a single state employee
manual providing consistent interpretations of state
employment policies to all agencies. Recommendation 2
would amend Chapter 301 of the Texas Labor Code to
require OHRM to create a single state employee handbook
that allows agencies the flexibility necessary to manage its
workforce and meet its goals and objectives while ensuring

all state employees are treated fairly and consistently.

As part of its duties, the agency would evaluate existing state
employment policies and practices to identify areas of
improvement or options to increase the total compensation
packages offered to state employees. OHRM would review
current law and make recommendations to the Legislature
biennially to improve the state’s ability to attract and retain
employees. In the past, the State Classification Office or
other state agency groups have put forth various workforce
initiatives for consideration by the legislature. Figure 1 shows
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FIGURE 1

EXAMPLES OF WORKFORCE TOPIC FOR EVALUATION BY THE OFFICE OF HUMAN RESOURCE MANAGEMENT

Workforce Issues 1. Telework

Background: The private sector uses remote working arrangements and telecommuting. With innovative technology available,
agencies could maximize the use of employees by permitting them to work from home and accrue compensatory time for working
hours other than their normal work schedule. Other benefits include reduced travel costs, lease expenses, and traffic congestion.

Impact: Currently, IT staff are required to come into the office on the weekends or during an emergency to address technical problems.
Most IT staff could correct these problems by working from their homes, but to receive credit for their work time, they are required to

drive to the office to correct the problem.

Improvement: Allow state employees who receive prior written authorization from the administrative head of the employing state
agency to accrue state compensatory time for work conducted at the employee’s personal residence.

Workforce Issue 2: Compensatory Time

Background: State employees can accrue state compensatory time balances but may be unable to use the time before transferring
to another state agency due to workload requirements. The ability to transfer state compensatory time among agencies offers more

flexibility in the use of time earned by employees.

Impact: Employees who have accrued a large balance of compensatory time may be unwilling to accept a position with another state
agency because they would lose accrued time-off that they cannot be paid for or use before terminating.

Improvement: Allow for the transfer of state compensatory time from one state agency to another, if the administrative head of the

hiring agency approves.

Workforce Issue 3: Holiday Pay for weekend schedules

Background: General state employees do not receive paid time off for holidays that fall on the weekend. In 2003, the holiday
provisions were expanded to allow a commissioned peace officer or an employee who performs communication services related to
traffic law enforcement to earn holiday compensatory time when required to work on a holiday that falls on a Saturday or Sunday.

Impact: The expansion in the law increased number of holidays to portion of the employees who work on the weekend. However, other
state agencies have employees who work weekend schedules, but are not entitled to observe weekend holidays.

Improvement: Allow any state employee whose regular schedule requires them to work on the weekend to earn holiday compensatory

if the employee works a holiday.

Workforce Issue 4: Federal Holiday Schedule

Background: The state observes nine national holidays; however, four of those sometimes fall on the weekend. These holidays are
New Year’s Day, the Fourth of July, Veterans Day, and Christmas Day. Since 2004, one or two of those federal holidays has fallen on
a weekend day. Federal employees observe those holidays that fall on the weekend on the Friday before the holiday or the Monday

after, but state employees are not allowed this benefit.

Impact: Schools and other businesses observe these holidays causing problems for parents who must take a vacation day or find care
for dependents. Observing these holidays is a low-cost option to increase benefits to employees.

Improvement: Allow state employees to observe a national holiday that falls on the weekend on the Friday before the holiday or the
Monday after the holiday in the same manner as federal government employees and other private institutions.

Workforce Issue 5: Alternative work schedule

Background: Some employees would benefit from working an alternative work schedule. A flexible schedule may be a compressed
work week, such as a 10-hour schedule four times a week or a 32 hour work week. Currently, if an employee works less than 40
hours per week the employee loses longevity pay and state health benefits.

Impact: The State Auditor’s Office reports that turnover is highest among employees under age 30 years and those who have worked
for the state for 2 years or less. Turnover may be highest for this group because the state does not offer the flexibility workers with

young families prefer.

Improvement: Allow employees to work a 32-hour work week and still be eligible for longevity pay and 100 percent payment for the

member only health insurance premiums.

Sources: Legislative Budget Board; State Auditor’s Office.

the workforce initiatives that the Legislature could address.
These are typical human resource issues that require thorough
review. The office’s staff would research these issues and make
recommendations as appropriate. As an employer, the state
could benefit from flexibility in these areas allowing more
progressive work practices and increased state employee job
satisfaction.

STREAMLINING THE HUMAN RESOURCE FUNCTION

State agencies, other than health and human service agencies,
use a variety of software programs to manage their workforce.
Payroll information resides in one of the state’s three payroll
and personnel systems maintained by the Comptroller of
Public Accounts. Health benefit information is kept updated
through the Employee Retirement System’s online data
management application and other data is maintained
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independently at each agency in one of a variety of internal
software programs.

To increase efficiency, the Health and Human Services
Commission consolidated enterprise administrative services
and purchased “accessHR,” a self-service human resources
and payroll computer application. The accessHR application
automates traditionally paper-based processes, a change
popular with private sector employers. According to a recent
survey, 91 percent of private companies use the Internet to
communicate human resource policies to employees and 48
percent allow employees to manage benefits and training

activities online.

Self-service HRM provides a number of benefits, including:
e decreases agency dependence on paperwork processes;

* increases data accuracy;
* simplifies the human resources process; and

* empowers employees with direct ownership of their
benefits package

Self-service HRM permits employees to print earning
statements, verify sick leave or vacation balances, and review
benefits online. An employee can update personal information
on-line and the agency’s human resources office is
automatically notified. The employee’s action initiates the
change in the system making the update immediate and
more accurate than entering the change manually from a
paper form or an email message. Self-service HRM benefits
managers by making quality and timely data available up-to-
the-minute allowing managers to more effectively manage
overtime costs, vacation and sick leave balances, and

performance issues.

Self-service HRM tools provide employers with increased
ability to track employee data related to federal policies, such
as the Family Medical Leave Act and the Fair Labor Standards
Act, to ensure employee issues are handled properly and in a
timely fashion, limiting possible legal and financial liabilities.
Instead of data entry activities, human resource professionals
are free to focus on reducing turnover and improving the
skill sets of the organization’s workforce. With human
resources staff focused on strategic planning activities, an
employer is more prepared to deliver services and improve

programes.

Organizations choose self-service HRM because it reduces
costs by automating processes and allowing reductions in the
size of human resource departments. Without self-service

HRM, information is produced by human resources staff
and hand-delivered to an employee or sent by mail. This
inefficient process is typical of how state agencies distribute
earning statements and W-2 forms. A process that could take
a few seconds online, now takes several days. Instead of
salaried staff answering routine phone calls, employees and
managers access accurate information online 24 hours a day.

Simple changes in routine processes, such as offering
electronic pay stubs and change of address forms also reduce
costs. After implementing self-service HRM, one employer
using the PeopleSoft system reported the cost of processing a
change of address for an employee dropped from
approximately $10 per transaction to $0.25. The employer
realized the savings as a result of decreased processing time
and fewer employees handling paper work.

Consolidating operations prepares agencies for contracting
or outsourcing on a larger scale. Towers and Perrin, an e-HR
professional services firm, suggests that employers streamline
human resource processes before considering purchasing new
technology to improve services. A consolidated model would
open the door for self-service human resource tools to replace
manual processes in the future. Recommendation 3 would
amend Chapter 301, Texas Labor Code to require the Office
of Human Resource Management to study opportunities to
strategically consolidate human resource administration.
Two additional full-time staff would be assigned to OHRM
in the 2008-09 biennium to conduct the study and report on

option to improve services and efficiency.

Consolidation may include administratively attaching the
HRM functions of a small agency to larger agencies that are
similarly situated either by location or function. By law, some
agencies and government entities are already administratively
attached to larger agencies, including;
¢ the State Office of Risk Management, tied to the Office
of the Attorney General;

¢ the Court Reporter Certification Board, tied to the
Office of Court Administration; and

¢ the Office of Injured Employee Council, tied to the
Texas Workers Compensation Commission.

The Office of Rural and Community Affairs is directed by
statute to contract for administrative services and does with
the Water Development Board, another agency in the same
office building. Office of Rural and Community Affairs
purchases human resource services from the Water
Development Board through interagency contract at less
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than half the cost of one full-time human resources
specialist.

Consolidation is the first step toward successful outsourcing.
However, if the state were to outsource the human resources
functions at small agencies as currently organized, there
would be little savings from staffing reductions, because small
agencies seldom have full-time dedicated human resource
professionals. In December 2004, the State Council on
Competitive Government reviewed the possibility of
consolidating human resource functions at 62 agencies with
less than 500 employees. The Council estimated the state
would save $243,408 by consolidating human resource
functions and reducing 12.5 staff at small and medium size
agencies.

Currently, if Texas implemented a self-service HRM tool
statewide or outsourced human resources, the state would
not have sufficient staff to focus on strategic initiatives, such
as workforce planning and benefit consulting. By creating
OHRM, the state would be in a better position to further
optimize the human resources function through technology

improvements and contracting opportunities.

As part of the requirement in Recommendation 3, OHRM
would study consolidation options and report to the
Legislative Budget Board and the Governor on the following
issues:
* The benefic of consolidating the human resources
function at similarly situated agencies, defined by
either location or function, with a focus on enhancing

consistency and efficiency.

e The costs and benefits of consolidation versus

outsourcing at each agency’s human resource

functions.

¢ 'The costs and benefits of expanding use of the Health

and Human Services self-service tool, accessHR.

¢ 'The value of administratively attaching, contracting, or
outsourcing each agency’s human resources function to

improve state operations.

HUMAN RESOURCE STAFFING RATIO

The number of human resource professionals an agency
needs to achieve its mission varies due to a number of
variables including, an agency’s size, location, and turnover
rate. State agencies are limited to one human resources
employee for every 85 agency staff members. The ratio was
intended to align state human resource staffing ratios with
national averages. Because state agencies vary from other

types of employers and each other, this standard may not be
appropriate for every agency. The ratio does not consider
each agency’s duties and responsibilities, level of automation,

or other factors that affect an agency’s workload.

Twenty-six state agencies staffed and managed more than 500
employees during fiscal year 2006. With an average turnover
rate of 16 percent, large agencies are required to post positions,
interview, hire, and train new employees regularly. At very
large agencies, such as the Texas Department of Transportation
or the Department of Aging and Disability Services, those
tasks occur simultaneously at multiple offices across the state.
Smaller agencies with fewer employees have fewer human
resource duties to attend to on a regular basis.

Each agency is allotted a certain number of employees in the
General Appropriation Act (GAA). Beyond the GAA cap, an
agency may choose the number of employees it needs to staff
a particular function or program based on its mission, budget,
and other resources. However, the law limits the number of
human resource employees an agency may have, but does not
set similar detailed limits for other agency functions or
program areas, such as information technology or support
staff. Recommendation 4 would amend Chapter 670 of the
Texas Government Code to repeal the limit on human
resources staffing, from the current cap of one human
resources employee for every 85 agency staff members.
Removing the human resources staffing ratio would allow
individual agencies to employ the appropriate number of

human resources staff.

FISCAL IMPACT OF THE RECOMMENDATIONS

As shown in Figure 2, Recommendations 1 through 4 would
result in a net cost of $741,000 in General Revenue Funds
during the 2008-09 biennium.

FIGURE 2
FIVE-YEAR FISCAL IMPACT OF CREATING AN OFFICE OF
HUMAN RESOURCE MANAGEMENT

PROBABLE
ADDITION/
(REDUCTION) OF
FISCAL PROBABLE SAVINGS/(COST) FULL-TIME
YEAR TO GENERAL REVENUE FUNDS EQUIVALENTS
2008 ($247,000) 9
2009 ($494,000) 9
2010 ($385,000) 7
2011 ($385,000) 7
2012 ($385,000) 7

Source: Legislative Budget Board.
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Recommendation 1 would result in costs of $741,000 in
General Revenue Funds during the 2008—09 biennium due
to the creation of the Office of Human Resource Management.
‘The costs are required for implementation and the additional
nine full-time equivalent positions (FTEs) in the human
resources occupational category. After the completion of a
study of human resource consolidation required by
recommendation 3, the agency would reduce staffing levels
by two FTEs. Base-level program costs are reduced in the
first year to reflect the time necessary to fully organize and

staff OHRM.

Recommendations 2, 3, and 4 would have no fiscal impact
during the 2008-09 biennium. However, centralizing human
resource management could avoid future costs by improving
human resource oversight resulting in decreased turnover

and litigation.

The introduced 2008-09 General Appropriations Bill does
not address these recommendations.
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IMPACT OF THE FEDERAL DEFICIT REDUCTION ACT ON THE
TEXAS CHILD SUPPORT ENFORCEMENT PROGRAM

The federal Deficit Reduction Act of 2005 changed several
provisions affecting the Child Support Enforcement program
at the Texas Office of the Attorney General. These provisions
include prohibiting states from using federal child support
enforcement incentive payments to “draw down” matching
Federal Funds, reducing the federal match rate for paternity
testing, requiring states to collect a new fee for child support
enforcement activities, and offering states options regarding
the distribution of child support collections. The Office of
the Attorney General is requesting additional General
Revenue Funds in the 200809 biennium to address these
changes in Texas’ Child Support Enforcement program.
According to the Attorney General, without additional
appropriations of General Revenue Funds, families will
receive less in child support payments, and the state will
collect less in repayments for families in the Temporary
Assistance for Needy Families program, which provides cash

assistance for low-income families.

CONCERNS

¢ Beginning October 1, 2007, the federal government will
no longer allow states to use federal incentive payments
as the state’s share to draw down federal matching

funds.

¢ Beginning October 1, 2006, the federal match rate
for paternity testing decreased from 90 percent to 66
percent.

¢ The Texas Office of the Attorney General is requesting
$55.4 million in General Revenue Funds to replace the
loss of matching funds for the two provisions above, in
order to “draw down” $107.5 million in Federal Funds
that would not be obtained otherwise. Without the
additional appropriations of General Revenue Funds,
the total effect of these federal Deficit Reduction Act
provisions will mean a loss of $162.9 million to Texas
for the 2008-09 biennium.

¢ Beginning in fiscal year 2008, states must collect annual
fees for assisting families in securing child support.
Families who have received Temporary Assistance for
Needy Families or who receive less than $500 in child
support collections are exempt from paying fees. States
have the option of (1) retaining fees from collected

support; (2) charging the individuals applying for
services; (3) recovering fees from noncustodial parents;
or (4) paying fees with state funds.

¢ Under Texas law, the Office of the Attorney General
may impose a $25 annual service fee, which is deducted
from support payments. However, the agency has
not initiated collection of the fees. For the 2008-09
biennium, the agency requested $11.5 million in
General Revenue Funds to pay the fees that the federal

government now requires.

¢ Without additional funding to address these issues, the
Texas Office of the Attorney General estimates $1.6
billion less in child support would be collected for Texas
families over the 2008—09 biennium.

¢ The federal Deficit Reduction Act provides options
for states to pass through a portion of child support
collections to current and former TANF recipients,
with the federal government waiving the requirement
to return its share of the collections. There are multiple
ways to exercise the options, some with positive or
neutral effects on the state budget, others with negative
effects on the state budget.

RECOMMENDATIONS

¢ Recommendation 1: Increase appropriations of General
Revenue Funds for child support enforcement by $66.9
million for the 2008-09 biennium to: (1) replace the
loss of incentive payments as state match; (2) address
the lower match rate for paternity testing; (3) and
pay the federal share of the $25 fee for child support
collections (drawing down a total of $129.8 million in
Federal Funds).

¢ Recommendation 2: Require the Health and Human
Services Commission and the Texas Office of the
Attorney General to use child support collections no
longer required to be returned to the federal government
as part of funds passed through to current recipients of
Temporary Assistance for Needy Families.

DISCUSSION

The federal Deficit Reduction Act (DRA) of 2005 contains
provisions that affect the state’s Child Support Enforcement
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(CSE) program. These include prohibiting states from using
federal incentive payments as state match to “draw down”
Federal Funds, reducing the federal match for paternity
testing, requiring states to collect a new fee for collecting
child support, modifying child support distribution practices,
and making other procedural changes to the program. Based
on information from the Texas Office of the Attorney General
(OAG), without additional funding to address these issues an
estimated $1.6 billion less in child support would be collected
for Texas families in the 2008—09 biennium.

The OAG administers the state’s CSE program in Texas,
authorized under Title IV, Part D of the Social Security Act.
States receive Federal Funds to enforce support obligations
owed by absent parents, locate absent parents, establish
paternity, and obtain child and medical support. In fiscal
year 2004, Texas families received 90 percent of all child
support collections. About 30 percent of the remaining
collections were sent to the federal government and half were
sent to other states. The state’s remaining retained collections,
along with appropriations of General Revenue Funds for
CSE, are used to “draw down” matching Federal Funds to
run the program. A state match of 34 percent of program

costs is required.

ELIMINATION OF FEDERAL MATCH FOR INCENTIVE
PAYMENTS

In addition to reimbursement of enforcement activities,
states receive incentive payments from the federal government
based on performance in establishing paternity and child
support orders and in collection of support. The OAG
projects that incentive payments will be $37.9 million in
fiscal year 2008 and $43.3 million in fiscal year 2009. These
funds are also used for operating the CSE program in Texas,
and states have been allowed to count incentive payments as
state match for drawing federal child support enforcement
funds. However, the DRA prohibits this practice beginning
October 1, 2007. To compensate for the loss of using
incentive payments as state match, the OAG is requesting
$25 million in fiscal year 2008 and $28.6 million in fiscal
year 2009 in General Revenue Funds. This amount would
draw $48.5 million and $55.5 million in Federal Funds for
the respective years. Without these additional General
Revenue Funds to replace the loss of incentive payments as
state match, the total effect of this DRA provision would be
a loss of $157.7 million for the 2008-09 biennium.
Recommendation 1 includes an appropriation of $53.6
million in General Revenue Funds to replace the loss of
incentive payments as state match.

DROP IN FEDERAL MATCH RATE FOR PATERNITY TESTING
Until enactment of the DRA, laboratory costs related to
establishing paternity were reimbursed at 90 percent by the
federal government. This federal match for laboratory tests
dropped to 66 percent, beginning October 1, 2006. In fiscal
year 2007, total operating funds will decline about $2.6
million. The OAG estimates it will need an additional $0.9
million in each year of the 2008-09 biennium in General
Revenue Funds to draw $1.7 million in Federal Funds
annually and maintain the activity level for this service.
Recommendation 1 also includes an appropriation of $1.8
million in General Revenue Funds for the 2008-09 biennium
to address the higher state match requirement for paternity
testing.

REQUIREMENT TO COLLECT ANNUAL FEE

The DRA requires states to impose a $25 annual fee to
provide child support services for families that have never
received payments from the Temporary Assistance for Needy
Families program (TANF). Although the effective date of the
provision is October 1, 2006, the federal Office of Child
Support Enforcement indicates that states cannot implement
the fee until the federal government releases final regulations
(scheduled for October 2007). The fee may not be applied
until the state collected at least $500 in child support
payments for the family. There are four implementation
options available to states: (1) retaining fees from collected
support; (2) charging individuals applying for services;
(3) recovering fees from noncustodial parents; or (4) paying
fees using state funds.

Texas Family Code, Section 231.103(a)(2) allows the OAG
to impose a $25 annual service fee, which is to be deducted
from support payments. State law also exempts TANF
recipients from paying fees and sets a $500 minimum
collection prior to imposing the fee. However, the OAG has
not initiated collection of the fee and is requesting $11.5
million in General Revenue Funds for the 2008—09 biennium
to pay the fees to the federal government. Recommendation
1 includes an appropriation of $11.5 million in General
Revenue Funds for this purpose.

DISTRIBUTION REQUIREMENTS OF CHILD SUPPORT
COLLECTIONS

In fiscal year 2005, the OAG collected $1.9 billion in child
support. The state distributes the collections to the family or
retains them, depending on whether the child has ever
received public assistance through the TANF program, and
whether the collection is for current or past-due child
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support. Seventy-one percent of collections are for families
currently or previously on TANF, with about 29 percent for
families who never received TANF (Figure 1).

FIGURE 1
CHILD SUPPORT ENFORCEMENT CASELOAD
FISCAL YEAR 2006

TANF
9.0% Former TANF
62.4%
Never TANF
28.6%

Source: Texas Office of the Attorney General.

Families currently receiving TANF must assign child support
collections to the state as reimbursement to the state and
federal governments for TANF benefits received by the
family. The state may keep some of the child support
collection for families that have received or are receiving
TANF under certain circumstances. The state has been
retaining collections up to the amount of TANF paid to the
family. About 60 percent of such collections are sent to the
federal government, based on the Federal Medical Assistance
DPercentage. Texas makes a supplemental payment each
month to current TANF families of up to the first $50 of
child support collected. The state also passes through to
TANF families what is known as “First Excess” payments,
which refer to child support collections (excluding alimony
or child support payments) that exceed the family’s monthly
child support obligation plus the family’s monthly TANF
benefitamount. The Health and Human Services Commission
(HHSC) makes supplemental payments using a combination
of retained collections (transferred from the OAG) and
TANTF Federal Funds. However, the state must reimburse the
federal government for its share of collections passed through
to the family.

The DRA contains several options relating to assignment and
distribution of child support collections. There are multiple
ways to exercise the options, some with positive or neutral
effects on the state budget, others with negative effects on the
state budget. The amount of collections passed through to
families can vary as well. Beginning October 1, 2008, the

federal government will waive the federal share of the amount
the state collects and passes through to current and former
TANF recipients, up to $100 per month (or $200 for a
family with two or more children). In return, states must
disregard the pass-through amount as income in the
determination of eligibility for TANF assistance (which Texas
currently does for the supplemental payment).

For example, the state could continue its supplemental
payments to current TANF recipients, replacing TANF
Federal Funds with the portion of collections no longer
required to be returned to the federal government. The
payment to the family would remain constant, but the state
would save approximately $2.3 million annually in TANF
Federal Funds. Alternatively, the state could add the federal
share of collections to the pass-through amount. Other
approaches that would raise the pass-through amount further
or extend the pass-through to former TANF recipients would
require additional state expenditures. Recommendation 2
directs the HHSC and the OAG to exercise an option for
passing through a portion of child support collections to
current recipients of Temporary Assistance for Needy
Families, using collections no longer required to be returned
to the federal government. Options should be limited to
those without negative effects on the state budget.

OTHER PROVISIONS AFFECTING CHILD SUPPORT
ENFORCEMENT

The DRA includes other provisions that affect states’ CSE
programs. State child support offices intercept income tax
refunds as a method of collecting delinquent child support.
Effective October 1, 2007, states may intercept tax refunds
for past-due child support on behalf of children who are no
longer minors. Also effective October 1, 2007, the DRA
mandates that child support orders for families receiving
TANTF be reviewed (and adjusted if appropriate) every three
years or if a review is requested by either parent. Before this
change, a review of orders for TANF families was required
every three years only if requested by the agency operating

the TANF program.

Another change in the DRA is that the amount of child
support owed that triggers passport denials or revocations is
lowered from $5,000 to $2,500 effective October 1, 2006.
Also, the U.S. Department of Health and Human Services is
given the authority to compare information concerning
individuals owing past-due child support with data

maintained by insurers, and then furnish information on
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pending claims or settlements to state agencies responsible
for collecting child support.

Finally, the DRA requires states to seek medical support for
children from either parent rather than just the noncustodial
parent. The DRA also defines medical support to include
both health insurance and incurred medical expenses. None
of these provisions will have a significant effect on the OAG’s
budget or operation.

FISCAL IMPACT OF THE RECOMMENDATIONS

Figure 2 shows the fiscal impact of Recommendation 1 to
appropriate General Revenue Funds to replace the use of
Federal Funds as state match, address the lower match rate
for paternity testing, and pay the federal share of the $25
fee for child support collections. Recommendation 1 will
maintain funding for 1,552 full-time-equivalent positions
in fiscal year 2008 and 1,757 in fiscal year 2009.
Recommendation 1 is incorporated into the introduced
2008-09 General Appropriations Bill. The introduced
2008-09 General Appropriations Bill does not address
Recommendation 2.

FIGURE 2
FISCAL IMPACT OF THE DEFICIT REDUCTION ACT
PROVISIONS

PROBABLE
SAVINGS/(COST) TO PROBABLE REVENUE
FISCAL GENERAL REVENUE GAIN/(LOSS)
YEAR FUNDS FROM FEDERAL FUNDS
2008 ($31,446,221) $61,042,664
2009 ($35, 425,912) $68,767,947
2010 ($35,425,912) $68,767,947
2011 ($35,425,912) $68,767,947
2012 ($35,425,912) $68,767,947
2013 ($35,425,912) $68,767,947
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The federal Deficit Reduction Act of 2005 reauthorized
Temporary Assistance for Needy Families (TANF) and child-
care programs. Changes in the calculation for determining
work participation rates will result in higher participation
rate targets for the Texas. However, given the continued
declines in the TANF caseload, new work participation rate
targets for all families receiving cash assistance should be
achievable with level funding at the Texas Workforce
Commission. The Deficit Reduction Act also extends federal
TANF work participation requirements to Texas' program
for two-parent, low-income families. Reaching the new two-
parent work participation target will be a challenge; failing to
reach it could result in penalties for Texas in fiscal year 2009.
Restructuring the method of finance for two-parent families
would allow Texas to avoid these penalties. Also, beginning
October 1, 2006, parents who are ineligible for TANF cash
assistance, but whose children receive TANE, now have a
federal requirement to participate in employment-related
programs.

As a result of further TANF caseload declines, the balance of
available TANF Federal Funds at the end of the 200607
biennium is estimated to be $163.1 million. Although the
state should reserve TANF Federal Funds to address future
spending needs that exceed annual awards, there are numerous
options for use of a portion of these funds. Finally, the Deficit
Reduction Act extends the basic TANF block grant through
2010. However, TANF Supplemental funds are only extended
through 2008. If not reinstated, this represents a significant

loss in revenue to the state.

CONCERNS

¢ With the new requirement to include separate state
programs in TANF work participation calculations,
Texas may not reach the federal two-parent work
participation rate target in federal fiscal year 2007. The
estimated penalty of $0.8 million would be imposed in
federal fiscal year 2009 unless the federal government
allows the state to implement a corrective compliance

plan.

¢ About 6,000 parents who are ineligible for TANF
cash assistance themselves, but whose children receive
TANE will have a federal requirement to participate
in employment-related activities and will be included

in federal TANF work participation targets beginning
October 1, 2006. These parents are currently exempt
from participating in employment-related services in
Texas.

¢ Without federal reauthorization of the TANF
Supplemental Funds beyond 2008, Texas will receive
$52.7 million less in Federal Funds each year.

¢ Based on funding levels in the introduced General
Appropriations Bill, the projected TANF balance at the
end of the 2008—09 biennium is estimated to be $128.1
million. TANF reserves could be used for numerous
services or benefits, such as providing more education
and training opportunities to clients receiving cash
assistance, increasing the benefitamounts, or subsidizing
child care for low-income families. Alternatively, TANF
could be used to replace General Revenue spending in a
number of areas.

¢ Any expanded use of TANF must be weighed against
the ability to sustain spending in the future. In fiscal
year 2009, recommended funding levels already exceed
Texas annual allocation by $45.3 million. Therefore,
the state should reserve some funds to address future
spending needs that exceed annual awards.

RECOMMENDATIONS

¢ Recommendation 1: Discontinue counting General
Revenue Fund expenditures for cash assistance to two-
parent families as TANF Maintenance-of-Effort in the
2008-09 General Appropriations Bill that avoids
federal penalties related to work-participation rates for
two-parent families.

¢ Recommendation 2: Amend Chapter 31, Human
Resources Code, to require certain non-recipient
parents to participate in employment-related programs
to obtain TANF cash assistance for their children.

¢ Recommendation 3: Petition the U.S. Congress to
continue funding TANF Supplemental Funds beyond
fiscal year 2008 and to reinstate the growth in TANF
Supplemental Funds as originally designed to account
for population growth.
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¢ Recommendation 4: Consider using a portion of
the TANF reserves to expand education and training
opportunities for TANF parents, increase the benefit
level, subsidize child care for low-income families or
replace General Revenue Funds.

DISCUSSION

Temporary Assistance for Needy Familities (TANF) is a
federal block grant program implemented in 1996 to provide
Federal Funds to states to assist needy families care for
children, promote job preparation and work, reduce and
prevent out-of-wedlock pregnancies, and encourage the
formation and maintenance of two-parent families. The
block grant replaced the former Aid to Families with
Dependent Children (AFDC) entitlement program. Texas’
share of the federal block grant is $486.3 million per year. In
$52.7 million
supplemental TANF grant each year to adjust for population

addition, Texas currently receives a
increases and low historical state spending on welfare.
Unspent TANF funds can be carried forward indefinitely
until expended.

Figure 1 shows the distribution of TANF funding among
state agencies in Texas for fiscal year 2006. While federal
TANF funds in Texas are distributed among seven state
agencies, three agencies accounted for 86.6 percent of total
expenditures. The Department of Family and Protective

Services (DFPS) accounted for 43 percent of annual TANF
expenditures.

To draw down federal TANF funds, Texas must maintain 80
percent of federal fiscal year 1994 non-federal effort in
funding programs for low-income families. Texas must spend
$251.4 million a year in qualified state expenditures to meet
this “Maintenance-of-Effort” (MOE) requirement. The
MOE level is reduced to 75 percent of historic effort ($235.7
million) if the state meets federal work participation standards
(described more fully below). Texas has met federal work
participation standards since TANF began.

In Texas, three agencies account for most of the expenditures
counted as MOE. Pre-kindergarten (pre-K) expenditures at
the Texas Education Agency (TEA) account for the largest
proportion of MOE, followed by cash assistance expenditures
for low-income families at the Health and Human Services
Commission (HHSC) and child-care expenditures at the
Texas Workforce Commission (TWC). Additional pre-K
funds could be counted, if needed.

TANF CASH ASSISTANCE CASELOADS

Texas has two programs that provide cash assistance to low-
income families: TANF Basic and TANF-State Paid
(TANEF-SP). The TANF Basic program uses both Federal
Funds and General Revenue Funds. On average, about
69,600 low-income families received cash assistance under

FIGURE 1

TANF DISTRIBUTION AMONG STATE AGENCIES, FISCAL YEAR 2006

IN MILLIONS
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the TANF Basic program each month in fiscal year 2006.
Approximately 58,200 families per month are expected to
receive cash assistance in fiscal year 2007, decreasing to
56,000 families per month by fiscal year 2009. Over 60
percent of these TANF families are child-only cases, meaning
the adults are ineligible and do not receive TANF cash
assistance for themselves.

To avoid potential federal penalties related to more stringent
work participation requirements for two-parent families, in
Texas the TANF-SP program currently uses only state funds,
which count toward the MOE requirement. On average,
2,100 two-parent low-income families received cash assistance
under the TANF-SP program each month in fiscal year 2006.
About 1,500 families per month are expected to receive
benefits in fiscal year 2007, followed by a further decline to
1,300 families per month by fiscal year 2009.

TANF WORK-RELATED ACTIVITIES REQUIREMENTS

With passage of the Deficit Reduction Act of 2005 (DRA),
families paid cash assistance with Federal Funds or with
funds that count towards the state’s MOE are required to
participate in work or employment-related activities that
lead to self-sufficiency. Prior federal law did not require
families paid solely with state MOE funds to participate in

these activities. In Texas, employment-related activities are
directed by Local Workforce Development Boards (LWDBs)

funded by and under the guidance of TWC through a
program called Choices. The employment-related activities
are collectively known as “components.” The components
include employment, job preparation and job search,
education and training, and community service. According
to TWC, about 75 percent of TANF and TANF-SP clients
required to engage in employment-related activities were in
one or more Choices components each month in fiscal year
2006. Figure 2 shows the percentage of adults in each
component activity in June 2006. The numbers do not add
to 100 percent because many people are in more than one
component in a given month. Nearly two-thirds of Choices
clients were working at that time.

EXEMPTIONS FROM WORK REQUIREMENTS

Federal law allows states to exempt single custodial parents
caring for children who have not attained 12 months of age
from participating in employment-related activities. States
are allowed to disregard such individuals for up to 12 months.
Texas adopted this exemption.

Under federal regulation, two-parent families with an
incapacitated adult are not counted in the two-parent
participation rate calculations. HHSC definesan incapacitated
adult as an adult that is unable to work due to a mental or
physical disability expected to last more than 180 days. The
adult must provide a physician’s statement to qualify for this

FIGURE 2

PERCENTAGE OF CHOICES ADULTS BY TYPE OF EMPLOYMENT-RELATED ACTIVITY, JUNE 2006
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exemption. Most of the exemptions in two-parent households
are for this reason. Federal regulations also allow a parent
that is caring for an incapacitated family member to be
excluded from the work participation rate calculations if the
incapacitated family member is living in the home of the
TANEF-SP family, medical documentation indicates the
TANE-SP parent is needed to care for the incapacitated
person in the home, and the incapacitated family member is
not attending school full-time. However, in both of these
cases—where there is an incapacitated adult or an adult
required to care for an incapacitated family member—the
family must meet the overall federal requirements for TANF
work participation if one of the parents is otherwise “work

eligible.”

Texas state law also exempts caretakers of disabled children
from participating in work-related programs. By HHSC
regulation, incapacitated individuals unable to work,
pregnant women unable to work, people caring for an
incapacitated person or an ill child, people age 60 or older,
and single grandparents age 50 or over caring for a child
under the age of three are also exempt in Texas. In addition,
good cause for non-participation can be granted for such
things as illness in the home, injury, transportation problems,
or other events that temporarily hinder the person from
active participation in work activities. Under federal

regulation, the individuals given good cause or exempt under
Texas state law or regulation are still included in the count of
families required to participate in employment-related
activities in the TANF program.

Roughly 36 percent of the 26,310 TANF cases with an adult
in fiscal year 2006 had an adult exempt for one of the
aforementioned reasons; about 40 percent of TANF-SP cases
had one or both adults exempt for one of these reasons.
Figure 3 shows the number of adults exempt, by reason.
Over 16 percent of TANF adults and 22 percent of TANF-
SP adults are exempt because of incapacity. About 3 percent
of TANF adults and 7 percent of TANF-SP adults are caring
for an incapacitated adult. Another 9 percent of TANF adults
are exempt to care for a child under one.

WORK PARTICIPATION RATES AND CASELOAD

REDUCTION CREDITS

To count towards meeting federal work requirements, single
parents must engage in an average of 30 hours of countable
component activities per week. Adults in two-parent families
under the TANF program must engage in an average of 35
hours of countable component activities per week if
subsidized child care is not provided, or 55 hours per week if
it is provided. Because two-parent families in Texas have been

fully paid with state funds, these families have not been

FIGURE 3

TANF AND TANF-SP ADULTS EXEMPTIONS BY REASON, JUNE 2006
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subject to the federally mandated hours of activity.
Nonetheless, Texas required these families to meet the federal
standards. Failure to achieve these activity levels can result in

a loss of cash assistance to the family.

Federal law requires that 50 percent of all TANF families
(including both one-parent and two-parent families) and 90
percent of two-parent TANF families meet the work
participation requirements. The 50 percent and 90 percent
participation rate targets can be reduced by the percentage
point drop in the caseload from federal fiscal year 2005 to the
target year, adjusted for state and federal changes that reduced
the caseloads. For example, a drop in the caseload from
federal fiscal year 2005 to 2006 is used to determine the
caseload reduction credit for federal fiscal year 2007. The
combined TANF and TANEF-SP caseload is projected to
decline 19 percent between federal fiscal years 2005 and
2006, resulting in a revised federal all TANF family target of
31 percent for federal fiscal year 2007. Figure 4 shows the
estimated revised work participation rate target for federal
fiscal year 2007 after incorporating the impact of caseload
reduction. The revised federal all TANF family targets for
federal fiscal years 2008 and 2009 are estimated to be 26
percent and 28 percent, respectively, based on estimated
caseload changes.

As a result of the DRA, TANF-SP families will become
subject to the 90 percent work participation rate requirement
beginning in federal fiscal year 2007. As with the TANF
program, a caseload reduction credit can be applied to reduce
the work participation rate target. Federal regulations allow
states to use the reduction in overall caseloads (TANF and
TANE-SP combined), or only the TANF two-parent caseload
in this calculation. The estimated caseload decline in the
TANE-SP program from federal fiscal year 2005 to 2006 is
32 percent. This is more than the 19 percent overall TANF

caseload decline, so Texas would use the reduction in the
TANF-SP caseload alone in calculating its revised target. The
estimated effective federal work participation rate target for
TANE-SD, after applying the caseload reduction credi, is 58
percent for federal fiscal year 2007.

Prior to passage of the DRA, 1995 was the base year for this
caseload reduction credit. Significant drops in the TANF
caseload since 1995 resulted in Texas having had a zero
effective work participation rate requirement for its TANF
population for the past several years. Nonetheless, 39.7
percent of Texas’ TANF families met the federal TANF work
participation requirements in federal fiscal year 2005. Texas’
participation rate for federal fiscal year 2006 (through March
20006) is about 43 percent, and is likely to be higher by the
end of the year.

While the revised target for fiscal year 2007 is near or below
the rate achieved in federal fiscal year 2006, families previously
not included in the participation rate calculation will now
count in the calculation. This is discussed further below.
Furthermore, considerably more adults receive employment-
related services than the numbers who meet work participation
requirements. According to TWC, LWDBs serve two adults
for every one that is counted as a federal work participant.
This occurs because people are granted good cause for not
participating, it takes time to get people fully engaged, or
people participate but fail to complete the required hours of
activities in the month for numerous reasons.

Failure to achieve the work participation rate targets for all
TANF families can result in a penalty to the state starting at
a 5 percent reduction in the TANF block grant, or $24.3
million. This increases two percentage points for each
subsequent year the state fails to achieve the work participation
rate targets. The reduction in the TANF block grant must be

FIGURE 4

FEDERAL WORK PARTICIPATION RATE TARGETS AND ADJUSTMENTS, FISCAL YEAR 2007
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Source: Legislative Budget Board.
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replaced with state spending; failure to do so results in an
additional penalty of 2 percent of the TANF block grant, or
$9.7 million. In addition, the state’s MOE requirement
remains at 80 percent rather than being lowered to 75

percent.

MEETING THE FEDERAL REQUIREMENTS FOR

TWO-PARENT FAMILIES

While the TANF-SP program in Texas provides financial
assistance to two-parent low-income families, it is a non-
federal program. Until now, it has not been subject to a
federal work requirement. As a result, Texas has been able to
tailor its employment services program to the needs of two-
parent families without the threat of federal penalties for
failing to meet the two-parent federal work participation
target. Approximately 35 percent of two-parent TANF-SP
families reside in counties on the Mexican border or adjacent
to these counties, with most of the remaining families in the
larger cities in the state. The border counties are among the
least economically robust ones in the state and hence present
great challenges in developing employment programs and
jobs. In spite of this, the TANF work participation rate for
TANEF-SP families would have been about 56 percent in
federal fiscal year 2005. Through March of federal fiscal year
2006, the calculated federal rate for two-parent families
would be about 58 percent.

Since TANF-SP cases with incapacitated adults or with a
person caring for an incapacitated family member are not
included in the two-parent family participation rate
calculations, the LBB estimates that only about 770 TANF-SP
families per month in fiscal year 2007 will need to meet work
participation requirements. This is comparable to the number
of two-parent families meeting participation requirements in
fiscal year 2006. While families with incapacitated adults or
with a person caring for an incapacitated family member
may be included in the overall TANF work participation
rate, the impact of their non-participation in employment
programs, in terms of meeting federal targets and avoiding a
penalty, is minor. Since removing the exemption for
incapacitated adults in the TANF-SP program will adversely
affect Texas’ ability to achieve the two-parent target rate,
these exemptions, where legitimate, should remain. These
families should be encouraged, but not required to participate
in employment-related programs. This would allow the
LWDBs to help the families with an incapacitated member
address barriers to employment without putting the state at a
greater risk of a penalty.

Based on information on client exemptions from HHSC,
about 1,300 TANF-SP cases in fiscal year 2007 will have two
adults required to participate. This pool of TANF-SP adults
may not be sufficient for Texas to reach the two-parent
participation target in federal fiscal year 2007. Failure to
achieve the two-parent work participation rate targets can
result in a penalty to the state starting ata 5 percent reduction
in the TANF block grant, but is prorated based on the two-
parent caseload’s percentage of the total caseload. In Texas,
two-parent cases make up only about 3 percent of the total
caseload. Consequently, the penalty for the two-parent
caseload not meeting work participation rate targets is
estimated to be about $0.8 million in the first year. Penalties
increase by about $0.3 million in each subsequent year the
two-parent target is not met. As described earlier, the
reduction in the TANF block grant must be replaced with
state spending or the state will be subject to an additional
penalty. In addition, the MOE requirement remains at 80
percent of 1994 funding rather than being reduced to 75
percent. Funding for pre-K could be counted to meet the
higher MOE requirement and to replace the reduction in
federal funding. It is likely that the federal government would
allow Texas to develop and implementa corrective compliance
plan after the first failure to meet either work participation
rate target, and thereby avoid initial penalties.

Avoiding the penalty for not meeting the TANF two-parent
work participation rate target might be achieved with
additional funding that resulted in more supportive services
to entice voluntary participation. Any improvements to
ensure that information on new and ongoing TANFE-SP cases
is transmitted as quickly as possible between HHSC and
TWC data systems could improve participation rates. TWC
should continue to encourage LWDBs to closely monitor
activities of their two-parent clients so that barriers can be
identified and addressed, or the TANF-SP case can be
terminated quickly when clients do not meet their work
requirements. TWC should also expand the list of activities
that count towards meeting work participation requirements,
within federal guidelines. Substance abuse treatment, mental
health treatment, and rehabilitation activities for those
otherwise employable which are now allowable job readiness
activities under the DRA, should be allowable activities. If
funding were available, IWDBs could be encouraged to
purchase more of these services for their clients with skills
and experience to get a job, but who need help to keep the
jobs.
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Another possible way to avoid the penalty would be to
increase the number of months during which earnings of
TANE-SP families is disregarded in calculating eligibility for
cash assistance. Currently, TANF and TANF-SP families that
go to work continue to get cash assistance for four months as
a ramp to self-sufficiency. Extending the period to six months
for TANF-SP families would increase the participation rate
achieved while providing more time for the families to
achieve economic independence. However, this would
increase the cost of cash assistance and child care by several
million dollars a year. The cost would increase dramatically if
it were also applied to TANF families.

Alternatively, the state could discontinue counting
expenditures on cash assistance in the TANF-SP program as
TANF MOE (Recommendation 1). Funding for pre-K for
low-income children in Texas is greater than the amount
used towards the TANF MOE requirement. Consequently,
additional pre-K funding is available to be used for TANF
MOE in place of the General Revenue Funds appropriated
for the TANF-SP program. The state would increase the
amount of pre-K funds claimed as MOE by $4.2 million in
fiscal year 2008 and by $4.3 million in fiscal year 2009. This
change in the method of finance would allow Texas to avoid
the two-parent participation rate penalties altogether. General
Revenue Funds could continue to be appropriated for
providing cash assistance to two-parent low-income families.
And because the families have low income, they still qualify
for employment-related services, subsidized child care, and
Medicaid. All policies in effect for the TANF-SP program

could be retained. There would be no change in overall
funding and no change in services provided.

EXTENDING CHOICES SERVICES TO PARENTS INELIGIBLE
FOR CASH ASSISTANCE

The DRA required the Secretary of the U.S. Department of
Health and Human Services (DHHS) to develop regulations
concerning “the circumstances under which a parent who
resides with a child who is a recipient of assistance should be
included in the work participation rates.” As a result, some
parents who are not included in the TANF cash assistance
unit are now required to participate in employment-related
activities. Because they were ineligible for TANF cash
assistance, these parents were not previously required to
participate in employment-related programs, and were not
outreached.

The U.S. DHHS regulations published on June 29, 2006
specify that parents who are ineligible for TANF cash

assistance because of state time limits or program violations,
but whose children receive TANE are now required to
participate in employment-related activities. In Texas, this
extends a work participation requirement to about 6,000
individuals. States have the option to include or exclude
individual parents from the requirement to participate in
employment-related activities if the parents are ineligible for
TANF cash assistance because they receive Supplemental
Security Income (SSI). Many parents with the new
requirement previously participated in employment-related
programs when they were eligible for TANF cash assistance,
but were not successful in becoming employed and leaving
TANF before they reached a state-imposed time limit on
their TANF benefits. The adult was removed from receiving
cash assistance, but the children continued receiving cash
assistance. Most of these parents are associated with child-
only TANF cases, though some are on TANF cases in which
the other parent receives cash assistance. This latter group
will increase the number of cases in the two-parent
participation rate denominator slightly.

HHSC indicated that they will be providing information to
TWC to allow LWDBs to outreach these ineligible parents.
However, Recommendation 2 would amend the Human
Resources Code to make their participation in employment-
related programs mandatory. Section 31.0031, which
discusses the requirements of the TANF Responsibility
Agreement, would need to be modified to require ineligible
parents to engage in employment-related activities if they are
required to participate under federal regulations. Numerous
sections of the Human Resources Code (for example, Sections
31.0095, 31.001, 31.012, 31.0121, 31.0125, 31.0126,
31.0127, and 31.0128) mention “an adult ...

financial assistance” or “recipients” with regard to required

receiving

participation in employment activities. These sections would
need to be modified to include the parents who are ineligible
for TANF cash assistance.

Until these changes are made, only a small number of these
parents are expected to participate in the programs. Assuming
a six-month start-up period after the statutory changes are
made, with slight voluntary participation prior to changing
the statutes, an estimated 5,200 more adults in fiscal year
2008 will be required to participate and will engage in
employment-related programs.

The estimated cost of providing services for this new group
is shown in Figure 5. The cost of employment-related
programs is estimated at $965.76 per client served based on
information from TWC. The estimate assumes that all of
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FIGURE 5

ESTIMATED COST OF PROVIDING PARENTS INELIGIBLE FOR
CASH ASSISTANCE WITH EMPLOYMENT AND CHILD CARE
SERVICES

FISCAL YEARS 2008 AND 2009 (IN MILLIONS)

2008 2009

Employment Programs $4.9 $0.9
TANF Child Care $16.2 $3.2
Transitional Child Care $4.9 $13.9
At-Risk Child Care $0.3 $5.0
Child Care Subtotal $21.4 $22.1
Grand Total: $26.3 $23.0

Source: Legislative Budget Board.

the current ineligible adults will receive services by the end
of fiscal year 2008, so only the small group of new ineligible
parents will remain to be served in fiscal year 2009.
Consequently, the total cost of the new group falls
considerably in fiscal year 2009, and remains fairly constant
thereafter. For the 2008-09 biennium, the cost to provide
services to adults ineligible for cash assistance is estimated
to be $5.8 million.

Because the estimated participation rate targets for federal
fiscal years 2007 through 2009 (31 percent, 26 percent, and
28 percent, respectively) are considerably lower than the
participation rate expected to be achieved in federal fiscal
year 2006 (43 percent), fewer clients will have to be provided
with employment services to meet the revised federal target
in federal fiscal year 2007 and beyond. Not serving this group
of parents would lower the participation rate achieved, but
the new federal target should still be achievable if funding at
TWC during 2008-09 is maintained at the 2006-07
biennium level.

Due to anticipated caseload reductions, the total number of
Choices clients in the 200809 biennium, including these
ineligible parents, will be less than the number of clients
TWC is now serving. TWC should have sufficient funds to
provide employment-related services and child care so all
TANF-related adults with a work requirement can be assisted
in becoming self-sufficient.

FUNDING FOR CHILD CARE IN TEXAS

TANF families cannot be required to participate in
employment-related activities if they need child care, unless
subsidized child care is available. Funding for subsidized

child care in Texas comes from the federal Child Care and
Development Block Grant, federal Child Care Mandatory

funds, federal Child Care Matching grants (which require a
state or local match), state funds that are used for maintenance
of effort requirements or as the match to draw down the
Federal Funds, and Local Funds that may also be used as the
match to draw down Federal Funds. TWC rules require
LWDBs to secure local public and private funds to maximize
resources for child-care needs in the community.

Subsidized child care in Texas is provided to four groups:
families receiving TANE, families transitioning off of TANF
after becoming employed (known as “Transitional” child
care), low-income families that are at risk of getting on TANF
(known as “At-Risk” child care), and children in foster care.
Total funding for state-subsidized child care in Texas in fiscal
year 2006 was $469.3 million (excluding $30.7 million in
Federal Funds used to provide child care for hurricane
evacuees). Of this, Texas budgeted $70.4 million for TANF

families.

The DRA increased total federal funding of Matching Child
Care grants by $200 million per year. Texas” annual share of
Matching Child Care grants increased an estimated $19.4
million. To take advantage of these additional Federal Funds,
$12.9 million per year in state match will be needed, since
$1.00 of matching funds is needed to draw $1.50 of these
Federal Funds for child-care. In fiscal year 2006, Texas
received a waiver of the matching requirement for drawing
down some of the federal Matching Child Care grants due to
the high demand for child care of families impacted by
Hurricanes Katrina and Rita.

TWC requires LWDBs to secure local public and private
funds as the match for federal child care funding. LTWDBs
have been successful in identifying Local Funds and thus
increasing child care funding for their communities. This
increased the amounts of federal child care funding used in
Texas for low-income families. TWC anticipates that
sufficient Local Funds will be available to draw all available
Federal Funds for child care in the upcoming biennium.

Many families on TANF that become employed retain their
TANF eligibility for four months, during which time 90
percent of their earnings are not counted in calculating their
TANF benefits. During this time, they can still receive
subsidized child care if they are working. Once they leave
TANE, most can receive 12 months of “Transitional” child
care if they continue to work. TANF families must have
received TANF for at least 3 of the last 6 months to be eligible
for Transitional child care.
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TANF recipients and “Transitional” clients get priority for
child care funding. Because of this, increases in child care
funding for TANF families without increases in overall child
care funding results in less funding being available for the
“At-Risk” child care group. In fiscal year 2005, an estimated
27,675 children per day in “At-Risk” families were on waiting
lists. Due to significant reductions in the TANF caseloads in
fiscal year 2006, more funding was available to serve children
in the “At-Risk” child care group. Consequently, TWC
estimates that over 19,000 more children per day were served
through “At-Risk” or “Transitional” child care in fiscal year
2006 than was estimated in the 2006-07 General
Appropriations Act. In spite of this, TWC estimates that the
number of children on waiting lists increased in fiscal year

20006 to 30,997.

CHILD CARE FUNDING FOR CHILDREN OF PARENTS
INELIGIBLE FOR CASH ASSISTANCE

In order for the non-recipient parents to participate in
employment-related programs, the state must provide
subsidized child care if needed. Figure 5 shows the cost of
TANEF child care to allow non-recipient parents to participate
in employment-related programs. These estimates are based
on TWC’s estimated cost per child per day in fiscal years
2007 through 2009, an average of 1.25 children in child care
per Choices enrollee, and 4 months of TANF child care. It
also assumes that 90 percent of these families will get an
additional three months of TANF after becoming employed
(due to policy disregarding earnings), during which time
they will continue to get TANF child care. The LBB estimates
the cost of TANF child care for these families to be $16.2
million in fiscal year 2008. By fiscal year 2009, most of the
original families would have become employed or sanctioned
off of TANF after receiving employment-related services and
TANF child care, so the cost drops to $3.2 million.
“Transitional” child care would also increase as these people
become employed and leave TANE This cost is estimated to
be $4.9 million in fiscal year 2008 and $13.9 million in fiscal
year 2009 (Figure 5).

Because families receiving TANF or “Transitional” child care
receive priority for child care services some child care funding
will shift from “At-Risk” families to these families. The
waiting lists for children in “At-Risk” families would grow by
about 4,800 children in fiscal year 2008 (from roughly
29,900 to 34,700 children) without additional funding. In
addition, the demand for “At-Risk” child care in fiscal year
2009 will rise as families receiving “Transitional” child care
exhaust their 12 months of benefits. An additional 1,300

children can be expected to need “At-Risk” child care in fiscal
year 2009, resulting in even longer waiting lists without
additional funds. The cost for these children is estimated at
$5.0 million in fiscal year 2009 (Figure 5).

TANF SUPPLEMENTAL FUNDS TO TEXAS

TANF Supplemental Funds were established to address the
disparities in TANF funding among states. An annual 2.5
percent increase to block grants was authorized for states
with high population growth and low benefit levels. TANF
Supplemental Funds to Texas increased from $12.7 million
in fiscal year 1998 to $52.7 million in fiscal year 2001.
Congress continued to appropriate Supplemental Funds, but
froze appropriations at the fiscal year 2001 level. With passage
of the DRA, Congress extended Supplemental Funds at the
level frozen in 2001 through fiscal year 2008 only (even
though the TANF program was reauthorized through 2010).
If allowed to increase as designed in the 1996 federal welfare
law, Texas™ allocation in fiscal year 2008 would have been
$158.5 million, triple the current level.

Recommendation 3 would encourage the Texas Legislature
to petition the U.S. Congress to continue TANF Supplemental
Funds beyond 2008 and to reinstate the growth in funds as
originally designed. This could be accomplished by:
(1) passing a resolution; (2) directing the Texas Office of
State-Federal Relations to establish restoration of TANF
Supplemental Funds as a priority initiative; (3) directly
contacting members of the Texas congressional delegation
and members of the Administration; and (4) working with
organizations such as the National Conference of State

Legislatures and other states seeking similar action.

ALTERNATIVE USES OF TANF FUNDING

States may use TANF for a variety of purposes, as long as the
broad purposes of the block grant are met. Figure 6 provides
annual TANF funding, expenditures and projected amounts,
and the net TANF balances from fiscal years 2003 to 2009.
Due to fewer families receiving cash assistance, the estimated
balance of available TANF at the end of the 2006-07
biennium is $163.1 million. Based on funding levels in the
introduced 2008-09 General Appropriations Bill, the
estimated balance at the end of the 2008-09 biennium would
be $128.1 million.

There are numerous options available to the state for use of
TANF reserves. As Figure 2 showed, only 9.1 percent of
clients in TWC’s Choice’s program participate in education
and training activities. Many families leaving the TANF rolls
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FIGURE 6

TANF FEDERAL FUNDING ESTIMATED EXPENDITURES, FISCAL YEARS 2003 TO 2009

IN MILLIONS
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do not obtain wages that push the family above the poverty
level. An investment in this area, for example, might assist
more clients in achieving self-sufficiency and have the long-
term effect of reducing future costs for cash assistance.
Another potential use of TANF reserves is to increase the
amount of cash assistance provided to families. In Texas, the
maximum monthly cash grant for a family is set at 17 percent
of the federal poverty level. For fiscal year 2005, this equated
to a maximum monthly cash grant for a family of three of
$223. Texas’ TANF benefit level is one of the lowest in the
nation. Another option for consideration of the TANF
balance is child care. Many states use TANF for subsidizing
child care for low-income families. TWC projects that in
fiscal year 2008 there will be approximately 30,000 children

from low-income families on a waiting list for child care.

Alternatively, TANF could replace General Revenue Funds
in numerous places in the state budget. Any expanded use of
TANF must be weighed against the ability to sustain spending
in the future. In fiscal year 2009 recommended funding
levels already exceed Texas’ annual allocation by about $45.3
million. Therefore, the state should reserve some funds to
address future spending needs that exceed annual awards.
Given these policy choices, Recommendation 4 would
encourage the Legislature to consider alternate uses of a
portion of the TANF balance.

ADDITIONAL REQUIREMENTS OF THE

DEFICIT REDUCTION ACT

The DRA broadened federal regulatory power regarding
employment-related activities. On June 29, 2006, the U.S.
DHHS published interim final rules defining what constitutes
employment-related activities, uniform methods for reporting
hours of work, and the type of documentation needed to
verify reported hours of work. The new rules more narrowly
define work activities that count as participation. Previously,
these were broadly defined, with more discretion left to the
states. Work activities (including education) must be closely
tied to the ability to get and retain unsubsidized employment.
Activities such as substance abuse treatment, mental health
treatment, or rehabilitation activities for those otherwise
employable are now allowed as job readiness activities. Most
of the component activities must be supervised daily.
However, hours of unsubsidized or subsidized employment
and on-the-job training may be projected for up to six
months based on prior, documented actual hours of work.
Compared to the existing requirement for tracking
employment, this will reduce the workload on LWDBEs, since
about two-thirds of Choices participants are employed. In
addition, the new rules allow up to 10 days of excused
absences from component activities in a 12-month period, in

addition to holidays allowed by the state. This should also
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reduce the workload on LWDBs and increase the success of
TANF adults participating in component activities. Finally,
parents receiving SSI and who meet work participation
requirements are now allowed to be included in federal
participation rate calculations. This is not expected to have

much impact on Texas’ federal participation rates.

By September 30, 2006, Texas had to establish procedures
and internal controls to ensure compliance with these
regulations. The penalty for failing to develop procedures
and controls is 5 percent of the TANF block grant, or $24.3
million. Failing to adhere to the procedures can result in a
penalty of 1 percent of the TANF block grant ($4.9 million),
rising to 5 percent with subsequent infractions. TWC
indicated that they are confident that their current procedures
meet, or can be easily modified to meet, the federal
requirements.

FISCAL IMPACT OF THE RECOMMENDATIONS
Projected cost and savings for replacing General Revenue
Funds used for TANF MOE with General Revenue Funds
for pre-Kindergarten funding is shown in Figure 7.

Two-parent low-income families would continue to receive
cash assistance funded with General Revenue Funds but the
General Revenue Funds would not be identified as TANF
MOE. The introduced 2008—09 General Appropriations Bill
includes a method-of-finance change to avoid penalties
related to two-parent families pursuant to Recommendation
1. The introduced 2008—09 General Appropriation Bill does
not address Recommendations 2, 3, or 4.

FIGURE 7

FISCAL IMPACT OF CHANGING THE METHOD OF FINANCE FOR CASH ASSISTANCE TO TWO-PARENT FAMILIES

PROBABLE SAVINGS/(COST) TO TANF

FISCAL PROBABLE GAIN/(LOSS) MAINTENANCE-OF-EFFORT
YEAR (GENERAL REVENUE FUNDS) (GENERAL REVENUE FUNDS) TOTAL
2008 ($4,206,811) $4,206,811 $0
2009 ($4,290,276) $4,290,276 $0
2010 ($4,290,276) $4,290,276 $0
2011 ($4,290,276) $4,290,276 $0
2012 ($4,290,276) $4,290,276 $0
Source: Legislative Budget Board.
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COMPENSATION FUND

The Crime Victims' Compensation Fund provides funding
for the victims’ compensation program administered by the
Office of the Attorney General and for a variety of victim
services programs. This fund is a constitutionally dedicated
account and must first be used for victims' compensation.
Any excess funds beyond amounts needed for compensation
payments may be appropriated for other victim services
programs. At current revenue and expenditures projections,
the fund will become insolvent by the end of fiscal year 2011.
For the fund to be deemed solvent, the fund must have
enough money to pay approved victim compensation claims
each year.

A combination of factors led to the increased use of the
revenues deposited into the Crime Victims® Compensation
Fund, including greater demand for compensation payments,
increased appropriations to the Victim Assistance grant
program at the Office of the Attorney General, and increased
appropriations to other state agencies for victim services. The
Seventy-ninth Legislature in 2005 reduced appropriations
from the Crime Victims' Compensation Fund by $105.6
million for the 2006-07 biennium to other agencies for
victim services and substituted the Crime Victims
Compensation Fund monies with General Revenue Funds.
By increasing the revenues to and reducing specific
expenditures from the Crime Victims’ Compensation Fund,
$6.1 million more in funds would be available for victim
compensation payments in the 2008-09 biennium and the
long term solvency of the fund would be improved.

CONCERNS

¢ Collection rates of courts costs and fees in some
jurisdictions have been as low as 33 percent. The
consolidated court cost is the single largest source of
revenue for the Crime Victims' Compensation Fund,
bringing in over $75.0 million each year to the fund.

¢ The lack of complete information about restitution at
the state level, including amounts charged and collection
rates, affects the fund’s revenue and the state’s ability to
make more effective restitution policies.

¢ The Crime Victims' Auxiliary Fund, into which
unclaimed restitution paid by probationers is deposited,
has a balance that grows every year by $750,000 to

$1.4 million. On average, less than $26,000 per year in
claims are made to the fund.

¢ There are no statutory provisions or guidance to
maintain aminimum fund balance in the Crime Victims’
Compensation Fund for victim compensation.

¢ The appropriation of excess funds to various victim
assistance programs reduces the amount available for
compensation payments in future years.

RECOMMENDATIONS
¢ Recommendation 1: Include rider language in the
2008-09 General Appropriations Bill for the Office
of Court Administration to report the progress in
implementing the Collection Improvement Program,
a program that assists with best practices in court
collections.

¢ Recommendation 2: Amend Texas Government Code
876.013 and the Texas Code of Criminal Procedure
842.037 to improve the collection of restitution by
establishing reporting requirements for the county
and district courts, local community supervision and
corrections (probation) departments, the Community
Justice Assistance Division of the Texas Department
of Criminal Justice, the Parole Division of the Texas
Department of Criminal Justice, and the Juvenile
Probation Commission.

¢ Recommendation 3: Amend the Texas Code of
Criminal Procedure, Chapter 56, to allow 25 percent
of the end of year fund balance in the Crime Victims’
Compensation Auxiliary Fund to be transferred to the
Crime Victims’ Compensation Fund for compensation
payments as long as the Auxiliary Fund balance is
greater than $5.0 million.

¢ Recommendation 4: Amend the Texas Code of
Criminal Procedure 856.541 to create a minimum
end of fiscal year reserve in the Crime Victims
Compensation Fund from excess funds that equals
at least 10 percent of the next fiscal year’s projected

compensation payments.

¢ Recommendation 5: Consider reducing appropriations
for fiscal years 2008—09 for victim services funded from
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the Crime Victims Compensation Fund to ensure
sufficient funding for victim compensation payments

in future years.

DISCUSSION

The Crime Victim’s Compensation (CVC) Fund provides
victims' compensation. The Texas Code of Criminal
Procedure §856.54 (e) prohibits the use of General Revenue
Funds for compensation payments. The CVC Fund is a
General Revenue-Dedicated account established by the
Texas Constitution, Article III, Section 31. Statute permits
excess funds to be appropriated for victim services and defines
excess funds as funds beyond the amounts needed for
compensation payments in a given year.

From the fund’s inception in 1980 through March 2005,
Texas paid over $670 million on behalf of crime victims. The
Victim Compensation Program run by the Office of the
Attorney General (OAG) acts as a payer of last resort to crime
victims. Victims who exhausted other means, such as
insurance, can apply for payment for specific out-of-pocket
expenses. Covered benefits include hospital care and other
medical needs, counseling, loss of wages or support, funeral,
relocation, dependent care, crime scene clean-up, travel, and

emergency awards.

MAXIMUM VICTIM AWARD AND PAYMENT TRENDS

The Texas Code of Criminal Procedure 856.42 sets the state’s
maximum victim compensation award at $50,000, plus up
to an additional $75,000 for catastrophic injury resulting in
permanent disability. Texas’ maximum award is higher than

most other states. The average maximum award of 48 states
is $25,854 and the median maximum award is $25,000. Of

a group of peer states (the nine most populous states), the
average maximum award is $35,778 and the median
maximum award is $27,000. New York is excluded from
these amounts because it does not have a maximum award
limit.

The demand for compensation payments from the CVC
Fund in Texas for the 2006-07 biennium is estimated to
total $139.1 million. Though the state’s maximum victim
award is $50,000, the average total victim compensation
payments are less than $5,000. Figure 1 shows the average
victim compensation awards from fiscal years 2000 to 2005.

Examining victim awards and the total award patterns is also
important to understanding the demands to the CVC Fund
for victim compensation. As Figure 2 shows, over 75 percent
of victim awards are $5,000 or less.

REVENUES SOURCES FOR THE CVC FUND

The CVC Fund receives revenue from a variety of sources.

The primary revenue sources include:

Consolidated Court Cost: As laid out in the Texas Local
Government Code 8133.102(a), the CVC Fund receives
37.63338 percent of revenues from the Consolidated Court
Cost. The court costs total $40 for Class C Misdemeanors,
$83 for Class A and B Misdemeanors, and $133 for

felonies.

Restitution: Restitution provides reimbursement from
offenders to victims for costs incurred as a result of the crime
and is ordered by a judge. If a victim also receives payment
from the compensation program, he or she is required to
submit any restitution payments to the fund. Also, the OAG

FIGURE 1

AVERAGE VICTIM AWARD FROM COMPENSATION PROGRAM, FISCAL YEARS 2000 TO 2005
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Source: Legislative Budget Board.

78 TEXAS STATE GOVERNMENT EFFECTIVENESS AND EFFICIENCY LEGISLATIVE BUDGET BOARD STAFF — JANUARY 2007



STRENGTHEN THE SOLVENCY OF THE CRIMEVICTIMS’ COMPENSATION FUND

FIGURE 2
VICTIM COMPENSATION AWARDS TOTALS
FISCAL YEARS 2000-2006

NUMBER OF PERCENTAGE OF
VICTIM AWARDS VICTIM AWARDS
DOLLARS PAID WITHIN THE WITHIN
RANGE* PAYMENT RANGE DOLLAR RANGE
$1 to $5,000 49,065 75%
$5,001 to $10,000 6,736 10
$10,001 to $20,000 4,588 7
$20,001 to $30,000 1,854 3
$30,001 to $40,000 883 1
$40,001 to $50,000 1,898 3
$50,001 to $75,000 137 0
$75,001 to $100,000 43 0
$100,001 to $125,000 1 0
$125,001 to $150,000 3 0
Total victim awards 65,218 100%

*The data provided by the Office of the Attorney General includes
payments for fiscal years 2000 to 2006. Any payments made to
victims outside that timeframe are excluded.

Source: Office of the Attorney General.

works with local prosecutors to provide information about
victim compensation payments prior to a judgment, so that
restitution payments by the offender may be included in the
judgment and can reimburse the fund up to the amount of a

compensation award.

Restitution Installment Fee: For offenders needing to pay
restitution in installments, a one-time fee of $12 may be
charged. Half of this amount is deposited to the CVC Fund.

This new fee was established by House Bill 1751, Seventy-
ninth Legislature, Regular Session, 2005.

Federal VOCA Grant: The federal Victims of Crime Act
(VOCA) allows the collection of fines, fees, and forfeitures
for federal convictions. Passed in 1984, VOCA awarded
grants to the state’s compensation program since 1986. These
grants are made on the basis of a formula that gives each state
60 percent of the state’s fund paid to victims two years prior.
The VOCA grant received by the OAG can only be used for

compensation payments.

Parole Administrative Fee: This fee is an $8 administrative
fee paid each month by all parolees on active supervision for
crimes occurring after September 1, 1993.

Donations: Jurors receive information about the CVC Fund
and have the option to donate their daily reimbursements to

the fund.

Subrogation: When a court awards a crime victim money in
a settlement or a civil suit, the OAG shall ask that the victim
or claimant reimburse the fund for the amount paid on
behalf of the victim, up to the amount of the civil award.

Figure 3 shows the amounts for each of these revenues
sources for fiscal years 2004 to 2007.

CAUSES OF POTENTIAL INSOLVENCY
At current expenditure levels, the OAG projects insolvency
of the CVC Fund by the end of fiscal year 2011. Several
factors have contributed to its depletion:
e 'The demand for compensation payments under the
Victim Compensation Program increased dramatically.
Compensation payment expenditures from the CVC

FRIEC:IUE?‘IEU:;S TO CRIME VICTIMS’ COMPENSATION FUND, FISCAL YEARS 2004 TO 2007
REVENUE

REVENUE SOURCE CODE 2004 2005 2006 2007
Consolidated Court Cost 3713 $76,882,164 $78,919,506 $77,904,317 $87,671,000
Restitution 3734 1,019,533 1,061,706 1,158,280 1,256,000
Restitution Installment 3801 n/a n/a 30 10,000
Fee

Federal VOCA Grant 3700 28,319,354 39,341,339 23,731,211 23,743,000
Parole Supervision Fee 3727 2,505,539 2,932,635 3,217,040 3,414,000
Donations 3740 192,837 191,342 218,565 205,000
Subrogation 3805 473,872 668,260 697,304 727,000

Total Revenue $109,393,299

$123,114,788 $106,926,747 $116,089,472

Sources: Legislative Budget Board; Comptroller of Public Accounts; Office of the Attorney General.
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Fund have increased 161 percent in the last 10 years,
from $27.6 million in fiscal year 1998, to a budgeted
$72.0 million in fiscal year 2007. The OAG attributes
this increase in part to better communication with
victim service providers, who in turn can better educate
victims about their options.

Expenditures of the Victim Assistance Program, a
grant-based victim services program at the OAG, have
increased 6,717 percent from fiscal years 1998 to 2007.
The OAG’s Victim Assistance Program began in the
1998-99 biennium and grants funds to victim services
providers. During the 1998-99 biennium, $1 million
was expended for Court Appointed Special Advocates
(CASA), which was the only provider to receive grant
funding. These expenditures represented 1 percent of the
total Crime Victims Compensation Fund expenditures
for the biennium. Over the next four biennia, grant
funding to victim services providers substantially
increased. For the 2006-07 biennium, estimated
expenditures for the Victim Assistance Program from

the CVC Fund total $66.1 million. These estimated
expenditures represent 31 percent of the total Crime
Victims Compensation fund appropriations for the
biennium. Figure 4 shows these expenditures.

Appropriations from the CVC Fund to state agencies
other than the OAG to pay for victim services programs
substantially increased over a 10-year period. During
the 1998-99 biennium, $3.8 million was expended
by other state agencies, which represented 6 percent
of the total Crime Victims' Compensation Fund
expenditures. During the 2004-05 biennium, CVC
Fund expenditures by other state agencies totaled
$111.5 million, which represented 40 percent of the
total the fund’s expenditures during the biennium. To
prevent the depletion of the fund, the Seventy-ninth
Legislature in 2005 reduced appropriations to other
state agencies by $105.6 million over 2004-05 levels.
An estimated $5.5 million is expected to be expended
during the 2006-07 biennium. Figure 4 shows the

FIGURE 4
CRIME VICTIMS’ COMPENSATION FUND EXPENDITURES, FISCAL YEARS 1998 TO 2007
(IN MILLIONS)
$160.0
E $140.0
=)
=
fa)
E $120.0
x
w
2 —
S $100.0
[t —
4
o
< $80.0
(%}
4
a
=
o) $60.0
(v}
2 —
= $40.0
=4
>
=
= $20.0
O
$0.0
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
‘D Other agencies $2.0 $1.8 $7.1 $7.1 $35.0 $35.1 $56.7 $54.7 $2.7 $2.8
‘l Victim Assistance $0.5 $0.5 $3.6 $5.0 $26.2 $35.9 $32.2 $34.1 $32.1 $34.1
‘l Compensation $27.6 $34.9 $33.6 $32.2 $32.8 $75.2 $50.6 $51.3 $67.1 $72.0
Fiscal Year

B Compensation BVictim Assistance O Other agencies

Source: Legislative Budget Board.

80

TEXAS STATE GOVERNMENT EFFECTIVENESS AND EFFICIENCY

LEGISLATIVE BUDGET BOARD STAFF — JANUARY 2007



STRENGTHEN THE SOLVENCY OF THE CRIMEVICTIMS’ COMPENSATION FUND

three major categories of expenditures for fiscal years
1998-2007.

Ensuring the solvency of the Crime Victims’ Compensation
Fund will require improving the collection rate of court costs,
fees, and restitution and establishing a fund reserve policy
and limiting future expenditures from the fund.

CONSOLIDATED COURT COST

One of the primary sources of revenue for the CVC Fund is
the Consolidated Court Cost. The consolidated court cost is
charged to offenders convicted of misdemeanors and felonies.
An estimated $165.6 million in revenues is expected to be
deposited to the Crime Victims Compensation Fund from
the consolidated court cost in the 2006—07 biennium.

Collection of court costs, fees, and fines has been an area
where many court jurisdictions have struggled. In 1996 the
Office of Court Administration (OCA) created a program to
improve court collections, based on experience at Dallas
County. The new Collection Improvement program
empbhasized:

* a clear line of responsibility for the collection of court

costs, fees, and fines;

* uniform collections policy;

* establishment of realistic collection goals and targets;

and
* judicial commitment to the program.

The collections program was available for municipal, justice
of the peace, county, and district courts and was implemented
on a voluntary basis. For programs entering the Collection
Improvement Program, the average collection rate for those
participating was 33 percent. At the end of fiscal year 2005,
the average post-implementation collection rate for
participating programs was 62 percent. To continue
improving collection rates, the Seventy-ninth Legislature,
Regular Session, 2005, passed legislation requiring counties
over 50,000 in population and cities over 100,000 in
population to operate a Collection Improvement Program.
From this legislation, 78 jurisdictions are required to
implement collections programs. As of October 2006, 34
mandatory programs have been implemented with more
expected during fiscal year 2007 and 40 voluntary programs

are in operation.

Recommendation 1 would create a reporting requirement
for the Office of Court Administration to the Legislative

Budget Board and the Governor’s Office that includes the
number of voluntary programs implemented each year under
the Collection Improvement Program. The following rider
could be included in the 2008-09 General Appropriations
Bill to implement this recommendation:

Performance Reporting for the Collection
Improvement Program.

The Office of Court Administration shall report on
an annual basis the following information to the
Legislative Budget Board and Governor: (1) the number
of mandatory Collection Improvement programs in
operation, (2) the number of mandatory programs not
in compliance, (3) the number of voluntary programs in
operation, (4) the number of new voluntary programs
in operation, (5) the total additional state revenue
per voluntary program, and (6) per program revenue
from all participating programs. The Office of Court
Administration should seek to increase the number of

voluntary programs by five each fiscal year.

Establishing five new voluntary programs per year would
continue the expansion of best practices in court collections.
By expanding the Collection Improvement Program on a
voluntary basis to other jurisdictions, the state could continue
to improve its collection of not only the consolidated court
cost, but other court costs, fees, and fines. The OCA should
identify counties and municipalities interested in expanding
and provide them with assistance to implement a Collection
Improvement Program. If implemented, five new programs
per year for the biennium would provide an estimated
$111,267 in additional revenue to the CVC Fund. Given the
agency’s established staff and efforts on this program, the
OCA would not require any additional resources for this

recommendation.

VICTIM RESTITUTION

Restitution is payment made by the offenders to a victim to
reimburse him or her for costs incurred due to the crime.
Restitution has historically been difficult to track and collect,
and Texas does not have a statewide system to collect
information on the amount of restitution ordered or
collected.

Multiple parties are involved in the restitution process
including local courts, community supervision and
corrections departments (CSCDs), the Parole Division and
the Community Justice Assistance Division (CJAD) of the
Texas Department of Criminal Justice, the OCA, the Juvenile

Probation Commission (JPC), and the OAG. The courts
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order and determine restitution amounts, yet they do not
have to report the amounts they order to the state. There is
no information available that can identify the total amounts

of court-ordered restitution statewide.

Though statewide data is unavailable, there are a few sources
of information that help provide some insight on restitution.
From the Legislative Budget Board’s Texas Community
Supervision Revocation Project, September 2006, a sample
of 227 revoked probationers in four counties (Bexar, Harris,
Tarrant, and Travis) were assessed $332,254 in restitution
and at the time of revocation, only $68,132 had been paid,
reflecting a 21 percent collection rate. The average amount
owed by these probationers was $1,464, with an average of
$300 collected. Approximately 40 percent of the revoked
probationers in the study owed restitution. In addition, 68.6
percent of revoked probationers in this study had received

technical violations for failure to pay fees or restitution.

The CJAD estimates that over 90 percent of those paying
restitution are under community supervision. Though the
division has been gathering restitution collection information
from CSCDs since 1999, the reporting by CSCDs of
restitution ordered for offenders under community
supervision and the overall amounts collected is not
mandatory. Since 2001, voluntary reporting on restitution
by the 121 CSCDs has ranged from a low of 74 percent in
2005 to a high of 95 percent in 2002. During this five-year
period, reported restitution collections ranged from $38.8
million to $48.9 million per year. A small percentage of
offenders paying restitution are on parole. For parole,
restitution collected included $1 million each fiscal year from
2004 to 2006. Figure 5 shows the restitution amounts
collected in the last three fiscal years. CSCDs and the Parole

Division have expressed concern about restitution amounts

FIGURE 5
RESTITUTION COLLECTED STATEWIDE
FISCAL YEARS 2004-2006

COLLECTING

ENTITY OR FUND 2004 2005 2006
Parole, TDCJ $1,031,264 $995,803 $973,915
(Fund 984)

Community $41,916,685 $38,811,079 Data not
Supervision available
and Corrections

Departments

OAG $1,019,533 $1,061,706 $1,158,280

(CVC Fund 469)

Sources: Legislative Budget Board; Texas Department of Criminal
Justice; Comptroller of Public Accounts.

that far exceed an offender’s ability to pay during the
supervision term served.

Restitution has an important relationship with the Crime
Victims' Compensation (CVC) Fund. If a victim has not
received restitution payments, he or she can apply to receive
reimbursement for crime-related costs falling within any
approved benefit areas. Though the OAG attempts to cross-
check compensation applicants with those who have received
restitution, there is not a unified system of reporting for the
courts, parole and community supervision, so there is a

possibility of duplication in payments.

To make effective long term restitution reform, the state
needs accurate information about restitution to develop
policies that can make a significant impact regarding amounts
ordered, improving collection, and improving distribution to
victims. In the absence of good, reliable information it is
difficult to craft effective policies for restitution ordered and
collected.

The Texas Code of Criminal Procedure §42.037 outlines the
requirements for ordering restitution or, if restitution is not
ordered or provides only partial reimbursement, it requires
the courts to state on the record the reasons for not making
the order or for the limited order. If restitution is not ordered,
a judge can require the offender to make a one-time payment
to the CVC Fund in the amount of $50 for misdemeanors
and $100 for felonies. The Seventy-ninth Legislature passed
House Bill 1751, which assisted the restitution process and
the CVC Fund in two ways. First, it allowed offenders to pay
the CVC Fund directly if compensation payments have
already been made to a victim. Second, if the court requires
the defendant to make restitution in specified installments,
in addition to the installment payments, the court may
require the defendant to pay a one-time restitution fee of

$12, $6 of which is deposited to the CVC Fund.

At the outset, judges need to order restitution that balances
cost incurred by a victim and an offender’s ability to pay.
Information about how much restitution is ordered for a
given crime, about a victim’s costs, under what circumstances
an offender is paying restitution (community supervision or
parole), and the amount collected would be helpful to the
state in developing restitution policies that are more effective.
Recommendation 2 would amend the Texas Government
Code 876.013 and the Texas Code of Criminal Procedure
842.037 to require OCA, CJAD, OAG, and the Parole
Division to develop reporting requirements for all the
involved entities and build upon existing computer systems
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for electronic reporting. Figure 6 summarizes some of the
information that may be useful to collect for making future

policy.

FIGURE 6

REPORTING REQUIREMENT CONSIDERATIONS FOR

RESTITUTION
PERSONS OR ENTITIES

INVOLVED IN
RESTITUTION

RECOMMENDED DATA COLLECTION
FOR ANNUAL REPORTING ON
RESTITUTION

How much is ordered in each
case? Aggregate?

Local courts and judges

Community Supervision

and Corrections Are there trends in amount of

Departments restitution ordered (based on
i ?
Parole crime and level of offense)?
Offender Whgre_|s the offender paying
restitution placed (community
Victim supervision, jail, etc.)?

What is the collection rate for
individual cases and aggregate?

Source: Legislative Budget Board.

One system that may be useful to build upon is the Office of
Court Administration’s Collections System. This system is in
the development and training stage. Of the courts
participating in the Collection Improvement Program,
mandatory programs are required and voluntary programs
are encouraged to report monthly data on court cost and fees
collected via the Collection System. Courts could be required
to report the amounts of ordered restitution on a monthly
basis. However, using this collection mechanism would only
provide aggregate information on amounts ordered. It would
not provide a better method of cross-checking victim
restitution payments with reimbursements from the victim
compensation program. The OCA also has a judicial database
system that could be used.

CRIME VICTIMS’ AUXILIARY FUND

Local community supervision departments, according to
Texas Government Code §76.013, must retain money paid
by an offender for a period of five years and make a good
faith effort to locate the victim if the money goes unclaimed.
After five years, the community supervision department may
retain 5 percent as a fee and then remit the remainder to the
Comptroller, where it is deposited into the Crime Victims’
Compensation Auxiliary Fund (494). After this time, a
victim seeking the restitution must apply to the Comptroller.
As of the end of fiscal year 2006, a balance of $12.2 million
remained in the fund.

In the last five years, only a small amount of the funds have
been claimed. Figure 7 shows the amounts claimed,
deposited, and end of year balances.

Recommendation 3 would amend the Code of Criminal
Procedures, Chapter 56 to transfer up to 25 percent of each
previous end of fiscal year’s fund balance to the Crime
Victims' Compensation Fund for compensation payments
if the fund balance was higher than $5 million. This
recommendation would provide an additional $6.1 million
in funding in the 2008-09 biennium.

CVC FUND RESERVE POLICY

Currently, all monies in the CVC Fund can be spent. There
is no policy for requiring a minimum balance in the fund at
the end of each fiscal year. For many years the CVC Fund
had a very large fund balance. From fiscal years 1998-2006
the CVC Fund end-of-year balances ranged from $67.0
million to $269.5 million. Figure 8 shows the end-of-year
fund balances.

Recommendation 4 proposes creating a mandatory reserve
policy for the CVC Fund by amending the Code of Criminal
Procedure 856.541 during fiscal years when insolvency is

FIGURE 7

CRIME VICTIMS’ COMPENSATION AUXILIARY FUND (494), FISCAL YEARS 2000 TO 2006

FINANCIAL INFORMATION 2000 2001 2003 2004 2005 2006

Beginning balance $4,302,104  $5,062,441 $6,121,528 $6,860,132  $8,033,380  $9,337,429  $10,439,637
Restitution deposits 514,950 765,670 546,472 1,017,130 1,203,125 884,590 1,355,903
Warrants Voided 0 0 0 616 1,359 0 214
Interest 264,043 305,948 212,025 147,755 124,660 239,817 470,697
Claims paid (18,655) (12,531) (19,892) (7,726) (25,094) (22,198) (21,656)
Ending balance 5,062,441 6,121,528 6,860,132 8,017,907 9,337,429 10,439,637 12,244,795

Norte: This chart is based on 2000 to 2006 Annual Cash Reports and additional claims information provided by the Comptroller of Public Accounts.

Source: Comptroller of Public Accounts.
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FIGURE 8

CRIME VICTIMS’ COMPENSATION FUND END OF YEAR BALANCES, FISCAL YEARS 1998 TO 2006

2002 2003 2004 2005 2006

End of Year Fund  $167,882,912 $205,351,021 $234,869,494 $269,461,671 $260,526,166 $191,711,244 $137,460,021 $84,524,849 $67,058,646

FUND

INFORMATION 1998 1999 2000 2001
Balance

Change in Fund n/a 37,468,110 29,518,473

Balance

Compensation $27,619,111 34,915,132 33,582,918

payments

Payments as a 16.5% 17.0% 14.3% 12.0%

percentage of
balance

Sources: Legislative Budget Board; Comptroller of Public Accounts.

34,692,177

32,235,285

(8,935,505) (68,814,922) (54,251,223) (52,935,172) (17,466,203)

32,845,001 75,232,263 50,603,489 51,282,971 67,148,545

12.6% 39.2% 36.8% 60.7% 100.1%

projected. Reserving 10 percent at the end of each fiscal year
for the next year’s compensation payments would provide a
cushion to help pay for increasing demand of compensation
payments. To prevent excessive fund balances, the Code of
Criminal Procedure 856.54(h) limits the fund balance carried
forward to the next fiscal year to 25 percent of the current
year's compensation payments. If no minimal reserve
mechanism is in place, it makes insolvency more likely after
several years of high demand for compensation and victim
services funding. The Code of Criminal Procedure §56.54(i)
also provides for an emergency contingency of $10 million if
there are available funds in the CVC Fund, but the language
is permissive. This recommendation would only be
implemented during years when insolvency is likely. In years
when this occurs, victim services expenditures would need to
be reduced to create the 10 percent reserve for victim
compensation payments. The CVC Fund is not projected to
become insolvent until fiscal year 2011, so there would not
be a fiscal impact for the 200809 biennium.

CVC VICTIM SERVICES FUNDING

Victim services funding has comprised an increasing amount
of CVC Fund expenditures over the last seven fiscal years. As
shown in Figure 8, for several years the CVC Fund had
significant fund balances. During tight budget times, more
of these funds were appropriated to victim services programs
at the OAG and other state agencies. The Victim Assistance
program at OAG funds eight different grant programs for
various services including counseling, staff training, sexual
assault prevention, and victim advocacy. During the period
fiscal year 1998 to 2007, eight programs at seven state
agencies (other than the OAG) received CVC funds. Though
victim services programs provide needed assistance to crime
victims, all monies appropriated to these programs are funds
that cannot be used for compensation payments, which is the

primary purpose of the fund. Figure 9 shows the money
expended for victim assistance programs.

A reduction in victim services expenditures from the CVC
Fund over the long term would assist in maintaining the
fund’s solvency. During the 2004-05 biennium, expenditures
by other states agencies peaked at $111.5 million, which
included seven agencies. For the 2004-05 biennium, Victim
Assistance expenditures at the OAG totaled $66.2 million.

For the 2006-07 biennium, estimated CVC Fund
expenditures at other state agencies totals $5.5 million. These
expenditures were restricted to the Employees Retirement
System (ERS) for Public Safety Death Benefits and the Texas
Department of Criminal Justice (TDCJ) for victim
notification of offender status once in the correctional system
and other victim services. For the 2006-07 biennium,
estimated CVC Fund expenditures for Victim Assistance at
the OAG total $66.1 million.

Recommendation 5 suggests consideration of long term
small appropriation reductions for victim services from the
CVC Fund beginning in the 2008-09 biennium over fiscal
year 2007 expenditures. Small reductions in appropriations
for victim services, which are not the primary funding
purpose of the fund, would ensure funds for compensation
as well as level funding for victim services in future years.

Over time, small reductions can have a major impact.

For example, a 10 percent reduction in victim services
funding from the fiscal year 2007 level would total $3.8
million per year. Based on current and projected revenues
and expenditures through fiscal year 2013, this reduction
over the long term would help maintain the solvency of the
fund through 2011 with a $4.7 million deficit by the end of
2012. Without this reduction, the fund would be insolvent
by the end of fiscal year 2011 and would have a negative
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\FII:(;;I'I!VE ZSSISTANCE PROGRAM EXPENDITURES, FISCAL YEARS 1998-2007
TYPE OF VICTIM SERVICE 1998-99 2000-01 2002-03 2004-05 2006-07
OAG VICTIM ASSISTANCE
Victim Coordinator/Liaison $0 $1,512,741 $4,827,523 $4,707,671 $4,837,553
Statewide Victim Notification System 0 0 3,761,850 6,828,305 6,961,622
Sexual Assault and Crisis Prevention 0 853,592 12,050,287 13,789,311 13,674,637
Other Victim Assistance 0 0 23,557,728 21,164,764 20,915,430
Children’s Advocacy Centers 0 2,748,749 7,997,068 7,998,006 7,998,006
CASA 1,000,000 3,000,000 4,122,795 5,969,737 6,000,000
Legal Services Grants 0 0 5,035,738 5,000,000 5,000,000
Sexual Assault Services (TAASA) 0 453,682 750,000 750,000 750,000
OAG Victim Assistance total $1,000,000 $8,568,764 $62,102,989 $66,207,794 $66,137,248
OTHER AGENCIES
SHSU (Crime Victims’ Institute) $245,881 $1,054,235 $430,566 $555,534 $0
Texas Department of Criminal Justice 0 1,900,000 2,494,432 2,499,999 0
- BIPP
Texas Department of Criminal Justice 0 2,708,747 2,847,086 2,699,337 3,006,661
- Victim Services
HHSC - Family Violence Shelters 3,600,000 8,600,000 30,725,641 34,693,696 0
DFPS - Foster Care & Adult Protection 0 0 31,965,418 65,565,418 0
ERS 0 0 0 3,291,976 2,512,500
OCA - Foster Care Courts 0 0 1,599,139 2,161,691 0
CPA 0 1,835 167 16,750 70
Other agency total $3,845,881 $14,264,817 $70,062,449 $111,484,401 $5,519,231

Sources: Legislative Budget Board; Office of the Attorney General.

balance of $36.3 million by the end of fiscal year 2012. This
example assumes the revenue gains from Recommendations
1 and 3, which total $6.2 million in revenue gains to the
fund for the 2008-09 biennium. A higher reduction in CVC

funding for victim services would lessen or eliminate the

deficit.

For the 2008-09
recommendation would require reducing appropriations for
victim services to the OAG, ERS, and TDC]J. Alternative
sources of funding for the reduction, such as General

biennium, implementing  this

Revenue, could be sought.

The recommendations provided in this report involve a
combination of short and long term strategies. While the
short term strategies may assist in preventing the Crime
Victims' Compensation Fund’s insolvency during the
2008-09 biennium, incorporating more long term strategies
will help ensure victims will be able receive needed
compensation payments in future years.

FISCAL IMPACT OF THE RECOMMENDATIONS
Implementing these recommendations would result in a gain
to the CVC Fund of $6.1 million and a cost to the CVC
Auxiliary Fund of $6.1 million in the 2008-09 biennium.

Implementing Recommendation 1 would make an additional
$111,267 available to the Crime Victims' Compensation
Fund during the 2008—09 biennium by establishing five new
collections programs each year. This recommendation
assumes $28,530 per program for a total $142,650 in fiscal
year 2008 and $285,308 in fiscal year 2009 in additional
revenue from collected courts costs and fees. Of this amount,
approximately 26 percent would be deposited to the CVC
Fund. The fiscal impact from Recommendation 1 constitutes
a revenue gain to the CVC Fund, but due to the voluntary
nature of these program expansions, the projected revenue
gains are not included in the five-year fiscal impact.

Implementing Recommendation 2 would have no
significant fiscal impact for the 2008-09 biennium. This
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recommendation is intended to develop better reporting
practices and develop more effective restitution policies in

future years based on new data.

Implementing Recommendation 3 would make an additional
$6.1 million available to the Crime Victims’ Compensation
Fund during the 2008-09 biennium by allowing 25 percent
of the fund balance from the Crime Victims' Compensation
Auxiliary Fund (494) to be transferred to Fund 469. The
fiscal impact from Recommendation 3 constitutes a revenue

gain to the CVC Fund.

Implementing Recommendation 4 would reserve 10 percent
of the projected compensation payments for the year prior to
a fiscal year in which the Crime Victims' Compensation
Fund is projected to go insolvent. Current projections for the
fund do not indicate insolvency during the 2008-09
biennium, so there is no fiscal impact reflected in Figure
10.

Implementing Recommendation 5, which proposes a small
long term reduction in CVC Fund appropriations for victim
services, would have a fiscal impact equivalent the to the
dollar amounts reduction. The example used is a ten percent
reduction, which would constitute a savings of $7.6 million
to the CVC Fund for the 2008-09 biennium, if implemented
at that level. This reduction is not included in the fiscal
impact table.

FIGURE 10
FIVE YEAR FISCAL IMPACT
PROBABLE REVENUE PROBABLE
GAIN/(LOSS) TO THE SAVINGS/(COST) TO
CRIME VICTIMS’ CRIME VICTIMS’

COMPENSATION FUND AUXILIARY FUND

FISCAL (GENERAL REVENUE- (GENERAL REVENUE-
YEAR DEDICATED FUNDS) DEDICATED FUNDS)
2008 $3,344,314 ($3,344,314)
2009 2,791,350 (2,791,350)
2010 2,376,628 (2,376,628)
2011 2,065,586 (2,065,586)
2012 1,832,304 (1,832,304)

Sourck: Legislative Budget Board.

The introduced 2008-09 General Appropriations Bill
includes a rider to implement Recommendation 1. The
introduced 2008-09 General Appropriations Bill does
not address Recommendations 2, 3, 4, or 5.
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UPDATE ON HEALTHCARE SERVICES FOR TEXAS ACTIVE DUTY
PERSONNEL, RETIRED MILITARY AND VETERANS

The U.S. Department of Defense and the U.S. Department
of Veterans Affairs provide healthcare benefits and services to
veterans, active duty personnel, retired military and their
dependents residing in Texas. TRICARE is the health benefits
program operated by the U.S. Department of Defense.
Humana-Military is the regional contractor providing
healthcare services and network provider support in the
TRICARE South Region, which includes most of Texas. The
southwestern corner of Texas, including El Paso, is included
in the TRICARE Region West. TRIWEST Healthcare
Alliance is the regional contractor thatsupports the TRICARE
Region West. Active duty and retired military personnel also
receive medical care through the U.S. Department of Defense
Military Health System at Military Treatment Facilities

located on or near certain military installations.

The Veterans Health Administration within the U.S.
Department of Veterans Affairs provides healthcare benefits
and services to eligible veterans and their dependents. An
individual eligible for veteran healthcare services may receive
medical care through hospitals, community-based outpatient
clinics and other facilities the Veterans Health Administration
operates or through the department’s health benefits plan,
the Civilian Health and Medical Program of the Department
of Veterans Affairs. Nationally, there are 21 Veterans
Integrated System Networks that provide medical and
healthcare services for veterans. Three of the Veterans
Integrated System Networks cover parts of Texas.

Veterans may also receive healthcare and other services
through the State Veterans Homes Program in Texas. These
skilled-nursing facilities provide services such as rehabilitation
programs that offer physical, occupational and speech
therapies and social services. State Veterans Homes provide
long-term and short-term care. As of October 2006, 849
veterans and spouses of veterans reside in the six State

Veterans Homes located in Texas.

FACTS AND FINDINGS
¢ According to the U. S. Department of Veterans Affairs,

there were 1.65 million veterans residing in Texas in
2005. The U.S. Census Bureau indicates that Texas is
one of the six states with 1 million or more veterans.
About 34 percent of veterans are age 65 and older. In
2004, the U.S. Department of Veterans Affairs spent

$1.9 billion for medical care provided to 360,000 Texas
patients.

¢ Medicaid is the payor of last resort when an individual

is eligible for TRICARE or Civilian Health and
Medical Program of the Department of Veterans Affairs
coverage. According to the Health and Human Services
Commission, individuals applying for Medicaid in Texas
and determined to be eligible for TRICARE or Civilian
Health and Medical Program of the Department of
Veterans Affairs coverage increased from 77,363 in
fiscal year 2001 to 134,261 in fiscal year 2006.

In the Heart of Texas Veterans Integrated Services
Network thatincludes 134 Texas counties, the percentage
of enrolled veterans with Medicaid coverage increases
with age. This increase may have fiscal implications for
the Texas Medicaid program as the number of veterans
age 65 and older increases.

Since December 2000, the number of State Veterans
Homes in Texas has grown from two to six, with a
seventh home expected to open in spring 2007.

For Medicaid-eligible residents of State Veterans
Homes in Texas in fiscal year 2006, the state provided a
Medicaid payment of $133 per day. About 12 percent
of residents are Medicaid-eligible.

The U.S. Department of Veterans Affairs per diem
payments no longer offset Medicaid reimbursment. The
Texas Veterans Land Board has received an additional $4.2
million as of the end of 2006, retroactive to December 1,
2004, for per diem payments. As of December 2006, the
Veterans Land Board had not determined the use of these
additional funds.

The demand for healthcare services and the cost of
providing these services will likely increase as the
number of veterans age 65 and older increases and as
Operation Enduring Freedom and Operation Iraqi
Freedom service members return from deployment
with more complex service-connected disabilities and
conditions such as Post Traumatic Stress Disorder and
Traumatic Brain Injuries.
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DISCUSSION

The U.S. Department of Defense (DOD) operates the
Military Health System that is comprised of direct care
services provided at Military Treatment Facilities, such as
medical centers, hospitals and clinics and purchased care
services that include regional civilian provider networks that
provide contracted care. TRICARE is the health benefits
program operated by DOD. TRICARE serves active duty
and retired uniformed services personnel and their families.
There are four programs under TRICARE including:
e TRICARE Prime: a managed care option, where
Military Treatment Facilities are the principal source
for healthcare;

* TRICARE Extra: a preferred provider option;

* TRICARE Standard: a fee-for-service option (formerly
CHAMPUS); and

» TRICARE for Life: a supplemental healthcare option
providing coverage for TRICARE beneficiaries who are
entitled to Medicare Part A and enrolled in Medicare
Part B.

In 2001, U.S. Congress expanded TRICARE to include the
TRICARE for Life supplemental coverage that pays for
services Medicare only partially covers. Beneficiaries do not
pay for TRICARE for Life but pay premiums for Medicare
Part B. A TRICARE beneficiary may also have a TRICARE
supplement that pays the beneficiary’s out-of-pocket expenses.
A pharmacy benefit was implemented beginning April 1,
2001, for Medicare-eligible military retirees and their
dependents. DOD also offers a mail order pharmacy benefit.
Also effective April 1, 2001, DOD removed co-payment
requirements in the civilian network for all active duty service
members and their families in TRICARE Prime except for
pharmacy services. A TRICARE beneficiary’s participation
in the Medicare Part D pharmacy benefit is voluntary.

The TRICARE Management Activity is the field agency
within the DOD that administers the TRICARE healthcare
plan. Most of Texas is included in the TRICARE South
Region. Humana-Military is the regional contractor
providing healthcare services and network provider support
in the TRICARE South Region. The southwestern corner of
Texas, including El Paso, is included in the TRICARE Region
West. The regional contractor that supports the TRICARE

Region West is TRIWEST Healthcare Alliance.

OTHER THIRD PARTY RESOURCES AND TRICARE

Other third-party resources available to TRICARE beneficiary
are considered the primary health insurance plans for
beneficiaries. However, an exception exists for TRICARE
beneficiaries enrolled in Medicaid. In these instances,
TRICARE is the primary payor. Conversely, Medicare is
considered a primary health insurance plan for TRICARE
beneficiaries who are eligible for Medicare. If services are
covered under TRICARE only and not Medicare, the
TRICARE beneficiary is responsible for any TRICARE
deductibles or cost sharing. If the reverse is true, the
TRICARE beneficiary must pay any Medicare deductibles or
cost sharing. If the TRICARE beneficiary also has a Medicare
Supplement, TRICARE becomes the third payor.

On October 17, 2006, the President signed the John Warner
National Defense Authorization Act of 2007 that contains a
provision that prohibits the offering of financial or other
incentives to TRICARE-eligible employees to not enroll in
employer group health plans that would become the primary
plan.

EFFECTS OF BASE REALIGNMENT AND CLOSURE PROCESS
ON TRICARE PROGRAM

According to the DOD, the TRICARE program has
undergone significant redesign to adapt to changes in
beneficiary needs and direct service infrastructure caused by
the DOD Base Realignment and Closure (BRAC) process.
The BRAC process began in 1988, following the end of the
Cold War-era. Between federal fiscal years 1995 and 2005,
the number of DOD Military Health System hospitals
nationally decreased from 130 to 52. During this period,
some military hospitals were closed or downsized to
ambulatory clinics. The number of DOD Military Health
System clinics was also reduced from 388 clinics in 1995 to
309 clinics in federal fiscal year 2000.

Several recommendations from the 2005 BRAC process
affect facilities in Texas, including the following:
¢ Closure of Brooks City Base (BCB), San Antonio, Texas
and relocation of the combat casualty care research
activities at BCB with the military clinical activities
at the trauma center located at Brooke Army Medical
Center, Fort Sam Houston, Texas;

¢ Relocation of the Army Medical Research Detachment
at BCB to the Army Institute of Surgical Research at
Fort Sam Houston, Texas;

¢ Realignment of Lackland Air Force Base, Texas by
relocating the inpatient medical function of the 59th
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Medical Wing (Wilford Hall Medical Center) to the
Brooke Army Medical Center at Fort Sam Houston,
Texas to become the San Antonio Regional Military
Medical Center and converting the Wilford Hall
Medical Center into a ambulatory care center; and

* Relocation of basic and specialty enlisted medical
training to Fort Sam Houston, Texas from Sheppard
Air Force Base, Texas and two other facilities outside of
Texas.

Texas beneficiaries receiving direct healthcare services
provided by the DOD Military Health System may receive
care at Military Treatment Facilities listed in Figure 1.

DEPARTMENT OF VETERANS AFFAIRS HEALTHCARE
SERVICES

The U.S. Department of Veterans Affairs (VA) offers
healthcare benefits and services to eligible veterans and their
dependents. The VA Healthcare System (VHS) includes
hospitals, community clinics, nursing homes, counseling
centers, and domiciliary care, that is, treatment and

rehabilitative care provided in a residential bed-based setting.

FIGURE 1
MILITARY TREATMENT FACILITIES IN TEXAS, OCTOBER 2006

MILITARY INSTALLATION

MILITARY TREATMENT FACILITY

Brooks City Base
Dyess Air Force Base
Fort Hood

Fort Sam Houston
Goodfellow Air Force Base

Lackland Air Force Base

Laughlin Air Force Base

Naval Air Station, Corpus
Christi

Naval Air Station,
Kingsville

Naval Air Station, Fort
Worth

Naval Station, Ingleside
Randolph Air Force Base
Sheppard Air Force Base

Fort Bliss

311th Medical Squadron
7th Medical Group-DAFB Clinic

Carl R. Darnall Army Medical
Center

Brooke Army Medical Center
17th Medical Group-GAFB Clinic

59th Medical Wing-Wilford Hall
Medical Center

47th Medical Group-LAFB Clinic
Naval Hospital-Corpus Christi

Branch Medical Clinic-Kingsville

Branch Medical Clinic-Fort
Worth

Branch Health Clinic-Ingleside
12th Medical Group-RAFB Clinic
82nd Medical Group-SAFB
Clinic

William Beaumont Army Medical
Center-El Paso

Sources: Legislative Budget Board; U.S. Department of Defense.

Unlike patients in hospitals and nursing homes, patients in
domiciliaries do not require bedside nursing care and are
capable of performing activities of daily living. VHS provides
inpatient care, outpatient medical, dental, pharmacy and
prosthetic services. Other services include health and
rehabilitation for homeless veterans, alcohol and drug
dependency counseling and treatment, specialized healthcare
for women veterans, and emergency medical care in non-VA

facilities, among other services.

The VA also conducts a financial assessment to determine
whether a veteran that is determined eligible to receive VA
healthcare will be charged co-payments for services received.
Veterans below the VA adjusted national and geographic
thresholds may be eligible for reductions in co-payment rates
of 80 percent. If a VA facility cannot provide the care needed,
prior authorization of the VA is needed to access the non-VA
fee program health benefits.

CHAMPVA is the health benefits plan offered by the VA.
The VA Health Administration Center, in Denver, Colorado,
is the benefits program administrator. CHAMPVA covers
most healthcare services and supplies that are medically and
psychologically necessary. To be eligible for CHAMPVA, an
individual would not be eligible for TRICARE but would be
one of the following:
* The spouse or child of a veteran rated by the VA
as permanently or totally disabled from a service-
connected disability; or

e 'The surviving spouse or child of a veteran who:
o Died from a VA-rated service-connected disability

0o Wias totally or permanently disabled from a service-
connected disability at the time of death; or

e 'The surviving spouse or child of a military member who
died in the line of duty. (Usually, the family members
are eligible for TRICARE and not CHAMPVA.)

A military retiree or the spouse of a veteran who was killed in
action is eligible for TRICARE and not VA benefits. A VA-
eligible individual may receive medical care through the
Veterans Health Care System or CHAMPVA. A veteran’s
family members who are enrolled in CHAMPVA may also
receive medical care at VA medical centers when space and

capacity are available after serving veterans.

CHAMPVA is a fee-for-service program. Beneficiaries select
their own medical and healthcare providers. Providers who
elect to participate in CHAMPVA are required to accept the
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CHAMPVA allowable rate and cannot bill beneficiaries for
any difference in the rate and their charges. CHAMPVA has
a partnership with Medical Matrix for pharmacy services and
offers a medication by mail program.

OTHER THIRD PARTY RESOURCES AND CHAMPVA

CHAMPVA is the secondary payor to all other health or
supplemental insurance coverage except for the State Victims
of Crime Compensation and Medicaid. In June 2001, the
federal administration extended CHAMPVA benefits to
veterans over the age of 65, effective October 1, 2001.
CHAMPVA is the secondary payor to Medicare. The
following provisions address Medicare recipients’ eligibility
for CHAMPVA coverage:
o If age 65 before June 21, 2001, an individual with
Medicare Part A only is eligible for CHAMPVA without
having Medicare Part B;

o If age 65 before June 21, 2001, an individual with
Medicare Part A and Part B is eligible for CHAMPVA
but must continue the Medicare Part A and Part B

coverage; or

* Ifage 65 after June 21, 2001, an individual must enroll
in Medicare Part A and Part B to be eligible for the
CHAMPVA extension.

* Enrollment in the Medicare Part D Prescription Drug
Coverage is not required for CHAMPVA eligibility.

EFFECTS OF CAPITAL ASSETS REALIGNMENT FOR
ENHANCED SERVICES PROCESS ON CHAMPVA
In February 2004, the federal Capital Assets Realignment for
Enhanced Services (CARES) Commission issued a report to
the Secretary of Veterans Affairs that included several
recommendations for realigning VA medical centers and
health facilities, nationally. The recommendations followed a
review of the Under Secretary of Health’s Draft National
CARES DPlan. The report stated that the goal of the
commission was to enhance healthcare services for veterans.
The report indicated that the process needed to ensure that
adequate capacity was available to meet the needs of veterans
in communities where VA medical centers or VA healthcare
facilities were closed or realigned. The report looked at VA
inpatient care, community-based outpatient clinics, and
mental health services. In summary, the Commission
recommendations and suggestions included the following:
¢ The CARES Commission recommended that the VA
increase the number of community-based outpatient
clinics or to expand or add services at existing

community-based outpatient clinics based on need to
improve access to veterans and in response to workload
increases.

* The CARES Commission suggested that the VA regions
identify and revise plans to address gaps in mental health
services based on revised projections regarding demand.
The commission felt that demand was underestimated
in the draft plan.

e The CARES Commission suggested that the VA
collaborate with states to leverage VA and other public
funds through the State Veterans Home program.

e Although not included in the CARES process, the
CARES Commission suggested that the VA develop a
strategic plan for providing long-term care, including
care provided in nursing homes, domiciliaries, non-
acute inpatient facilities and residential mental health
facilities.

The CARES Commission included
recommendations that affected Texas VA medical facilities
including the South Texas Health Care System — Kerrville
Campus, and the VA medical centers located in San Antonio
and Waco located in VISN 17, and the Big Spring VAMC in
VISN 18.

report specific

The May 2004 CARES Decisions report included the
decisions of the Secretary of Veterans Affairs regarding the
recommendations presented by the CARES Commission.
The report indicated that the VA would close the acute care
services at the South Texas Health Care System — Kerrville
Campus (VISN 17) and transfer these services to the San
Antonio Veterans Affairs Medical Center (VAMC) after
renovations to the San Antonio facility are completed.
Kerrville would retain its nursing home care services and

expand its outpatient care services.

Rather than accept the Commission’s recommendations, the
VA conducted feasibility reviews regarding the Waco VAMC
in VISN 17 and the Big Spring VAMC in VISN 18. As of
April 2006, the VA determined that inpatient services at the
Big Spring VAMC would continue and that the VA would
look to expand the inpatient care and residential mental
health services provide at this facility. As of December 2006,
the VA also determined that the Waco VAMC would remain
open and noted the importance of the center’s partnership
with VA residential care homes in the Waco area to provide
outpatient services and periodic inpatient care for residents
of the homes. It was noted that the Waco VAMC was recently
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designated as a Center for Excellence in outpatient post-
traumatic stress disorder services.

VA HEALTHCARE SERVICES IN TEXAS

According to the U.S. Census Bureau, as of September 2005,
Texas has 1.7 million veterans. According to the VA, the
number of veterans in Texas has not changed considerably
since 2000. Of the total number of veterans in Texas, 0.3
million are under age 40, 0.8 million are age 40 to 64 and 0.6
million are age 65 and older, as of September 30, 2006. Male
veterans represent 1.5 million of the total number of veterans
in Texas. Figure 2 shows the percentage of Texas veterans by

age categories.

VA expenditures in Texas for medical care in 2001 were $1.6
billion serving 328,000 patients. By 2004, the amount of VA
expenditures for medical care in Texas increased to $1.9
billion serving 360,000 patients.

VA healthcare services are provided in various facilities. These
facilities include VA medical centers, VA outpatient centers,
VA community-based outpatient clinics, and VA Veteran
Centers and State Veterans Homes. Figure 3 shows the
location of these facilities in Texas.

According to the VA, 21 regional Veterans Integrated Services
Networks (VISNs) are structured to manage and allocate
resources to VA healthcare facilities. Each VA network
includes two to six markets. The healthcare markets are
geographic areas that have sufficient population and

FIGURE 2
TEXAS VETERANS BY AGE CATEGORIES
AS OF SEPTEMBER 2006
Less than
Age 40
17%

Age 40 to 64
Age 65 and 49%
Older
34%

Sources: Legislative Budget Board; U.S. Department of Veterans
Affairs.

geographic size that planning and coordination of healthcare
services provided by VA or non-VA facilities is considered
beneficial. By design, a healthcare market can support a
continuum of services including inpatient and outpatient
care. The regional VISNs and markets that include Texas and
the number of veterans provided healthcare services are

shown in Figure 4.

The federal General Accountability Office (GAO) reports
that following the CARES process, the VA made alignment
decisions affecting 120 locations and deferred decisions for
16 locations pending further study. For example, the VA

FIGURE 3

VA HEALTHCARE FACILITIES SERVING TEXANS, AS OF JANUARY 2007

FACILITY TYPE IN TEXAS

OUTSIDE OF TEXAS

VA Medical Centers

VA Outpatient Clinics

VA Community-based
Outpatient Clinics

VA Veteran Centers

State Veterans Homes

Amarillo, Big Springs, Bonham, Dallas, Houston, Kerrville,
Marlin, San Antonio, Temple, and Waco

Austin, Beaumont, Corpus Christi, EI Paso, Fort Worth,
Laredo, Lubbock, Lufkin, McAllen, San Antonio, and
Victoria

Abilene, Aledo, Alice, Beeville, Bridgeport, Brownwood,
Bryan/College Station, Cedar Park, Childress, Denton,
Eastland, Fort Stockton, Galveston, Greenville, Harlingen,
Kingsville, Longview, Marlin, Odessa, Palestine, Paris,
San Angelo (closed for remodeling), Sherman, Stamford,
Stratford, Texas City, Tyler, Waxahachie, and Wichita Falls

Amarillo, Austin, Corpus Christi, Dallas, El Paso, Fort
Worth, Houston (2), Laredo, Lubbock, McAllen, Midland,
and San Antonio

Big Spring, Bonham, El Paso, Floresville, McAllen, and
Temple

Sources: Legislative Budget Board; Texas Veterans Commission.

Albuquerque, NM; Fort Sill, OK;
Oklahoma City, OK; and Shreveport, LA.

Clovis, NM; Hobbs, NM; Las Cruces,
NM; and Texarkana, AR.
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FIGURE 4

VETERANS INTEGRATED SERVICE NETWORKS (VISN) AND MARKETS THAT INCLUDE PARTS OF TEXAS

NETWORK VISN VETERANS SERVED MARKET PART OF TEXAS INCLUDED IN MARKET
South Central 16 0.4 million Central Lower Eastern Texas
Upper Western Northeast Texas
Heart of Texas 17 1.0 million Central Central Texas
North North Texas
Southern South Central Texas
Valley-Coastal Bend Southern Texas
Southwest 18 0.2 million New Mexico-West Texas Western Texas

Sources: Legislative Budget Board; U.S. Department of Veterans Affairs.

determined that Network 16, which includes eastern Texas,
had limitations in geographic access to specialized inpatient
care to treat spinal cord injury and disorder and for blind
rehabilitation. To improve access to care in these specialty
areas, VA alignment decisions include adding inpatient VA
services for blind rehabilitation and to study options for care
for this network. (Limitation to access is based on analysis of
driving times from veterans’ residences to the nearest VA-
owned or VA-affiliated medical facility.)

The GAO report mentions other alignment decisions that
affect Texas. A decision was made to enter into agreement
with non-VA providers of tertiary and acute care in the
Network 18 New Mexico—West Texas market because the
VA identified limitations in geographic access for inpatient
services in this network. The decision to contract with non-
VA providers for acute care services was also made to address
similar limitations in Network 17 North, which includes
central Texas.

ENROLLMENT ELIGIBILITY DETERMINATION IN TEXAS

Sections 358.305 and 358.465 of the Texas Administrative
Code requires that to be eligible for Medicaid, individuals
must apply for other benefits to which they may be entitled,
such as Workers Compensation, Social Security and veterans’
benefits. According to the Health and Human Services
Commission (HHSC), the state’s Third Party Resources
(TPR) Reporting System can determine other third-party
resources that may be responsible for a Medicaid recipient’s
medical bills. When a person applies for Medicaid, a state
health and human services advisor completes the process of
identifying current or potential insurance coverage available
to the person. Eligibility files sent to the Medicaid claims
administrator, Texas Medicaid Healthcare Partnership, are
coded to designate the third party responsible for payment of
claims. Medicaid pays only as a “last resort.”

In addition to the TPR process, HHSC contracts with Health
Management Systems to annually query the DOD Defense
Enrollment Eligibility Reporting System (DEERS) database
to certify TRICARE and CHAMPVA client eligibility. The
federal system can identify individuals potentially eligible for
TRICARE and CHAMPVA benefits. State Medicaid
programs can access DEERS through electron batch file
transmission or a web-based application, which provides
real-time access to healthcare, dental and pharmacy
enrollment coverage. The HHSC Office of Inspector General
maintains the list of clients identified that have both Medicaid
and TRICARE or CHAMPVA coverage.

Figure 5 shows the number of DEERS third-party liability
matches, between TRICARE or CHAMPVA and Medicaid
in fiscal years 2001 through 2006. According to HHSC, the
numbers represent an unduplicated count and are the result
of DEERS Third Party Liability Match prior to any edits.
The edits would relate to lapses in coverage or other events
where TRICARE, CHAMPVA or Medicaid coverage would

not be active for a period of time in each year.

The 2005 VA survey findings on veterans health insurance
coverage suggests the following regarding veterans enrolled
in Network 17, the Heart of Texas Health Care Network
(which covers the majority of Texas veterans):

* The number of enrolled veterans with private insurance
coverage is likely to be greater among the enrolled
veterans who are age 45 and older compared to enrolled
veterans who are less than age 45.

¢ The number of enrolled veterans with Medicaid coverage
is greatest among the enrolled veterans who are age 65

and older.

¢ The number of enrolled veterans with TRICARE or
TRICARE for Life coverage is greater among veterans
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FIGURE 5

NUMBER OF THIRD PARTY LIABILITY MATCHES BETWEEN TRICARE OR CHAMPVA AND MEDICAID, FISCAL YEARS 2001 AND 2006
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Sources: Legislative Budget Board; Health and Human Services Commission.

in the age categories age 45 and older than in the under
age 45 category.

Figure 6 shows number of Texas veterans enrolled in the
Heart of Texas Health Care Network by type of insurance

coverage and by age categories.

The federal Veterans Health Care Eligibility Reform Act of
1996 (Public Law 104-262) required the VA to establish and
implement a national enrollment system for managing VA
healthcare delivery, effective October 1, 1998. The law also
required the VA to ensure sufficient capacity to care for
veterans with specified conditions including spinal cord
injuries and diseases, blindness, amputations, and chronically
disabling mental illness. There are eight VA Health Care
Enrollment Priority Groups. Veterans assigned to Priority
Group 1 receive maximum consideration in receiving VA
healthcare services. Individuals assigned to this priority group
have service-related disabilities rated 50 percent or more
disability and/or are determined by VA to be unemployable
due to the disability. The "service-related” designation means
that the VA determined that the disability or condition was
incurred or aggravated by military services. In contrast,
individuals assigned to Priority Group 7 do not have any
service-connected disability, or are not service-connected
veterans. Effective January 17, 2003, no new veterans have
been assigned to Group 8. According to the VA, individuals
in Group 8 have higher incomes and are more likely to have
insurance and other care options.

The survey finding also suggests the following regarding
insurance coverage among veterans enrolled in the Heart of
Texas Health Care Network by VA priority ratings:

e Private insurance coverage is greatest among veterans in

Priority Group 1-3.

¢ 'The number of enrolled veterans who are less likely to
have private insurance and more likely to have Medicaid
coverage is greatest for veterans in Priority Group 4-6.

e The number of enrolled veterans with TRICARE or
TRICARE for Life coverage is greatest for the enrolled
veterans in Priority Group 1-3.

Figure 7 shows the number of Texas veterans with insurance
coverage enrolled in the Heart of Texas Health Care Network
by VA priority groups.

FEDERAL COORDINATION OF HEALTHCARE FOR CERTAIN
SERVICE MEMBERS AND VETERANS

Although service members receive healthcare services
provided under the DOD through TRICARE (formerly
CHAMPUS), federal legislation passed in May 1982
authorizes the VA to provide healthcare services to service
members in time of war or national emergency. According to
GAO, through December 2005, approximately 193 active
duty service members from Operation Enduring Freedom
and Operation Iraqi Freedom who received spinal cord

injury, traumatic brain injury or visual impairment received
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FIGURE 6

INSURANCE COVERAGE OF VETERANS ENROLLED IN THE HEART OF TEXAS HEALTH CARE NETWORK BY AGE, 2005
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FIGURE 7

INSURANCE COVERAGE OF VETERANS ENROLLED IN THE HEART OF TEXAS HEALTH CARE NETWORK BY PRIORITY GROUP, 2005
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O Priority Group 7-8

medical and rehabilitative services at VA facilities. (As of
April 2003, these service members were to receive priority
over veterans and others eligible to receive VA healthcare
except those with conflict-related injuries.)

Title 38 of the United States Code provides for veterans
benefits and was amended to include provisions set forth in
the Veterans Millennium Healthcare and Benefits Act of
1999 and the Veterans Health Programs Improvement Act of
2004.The Veterans Millennium Healthcare and Benefits Act
of 1999 included, among other things, provisions regarding

access to extended care services, such as geriatric evaluations,

adult day healthcare and respite; treatment and services for
drug or alcohol dependency; counseling and treatment for
sexual trauma; care for veterans injured in combat; and
specialized mental health services such as Post-Traumatic
Stress Disorder. Other medically related provisions the act
covers include reimbursement for emergency treatment at
non-VA facilities and TRICARE coverage for eligible military
retirees. The act allows for increases in medical care co-
payment amounts and the establishment of maximum
monthly and annual pharmaceutical co-payments.
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The Veterans Health Programs Improvement Act of 2004
includes various health-related provisions such as authorized
payments to states to assist them in hiring and retaining
nurses, reducing the nurse shortage for State Veterans Homes
and offering employee incentive scholarships or other
employee incentive programs; permanent authority for the
Sexual Trauma Counseling Program; and the designation of
cooperative centers providing healthcare services and related
rehabilitation and education services to eligible veterans with
complex multi-trauma due to combat injuries. The centers
must provide services that include amputation care and
rehabilitation, pain management programs, comprehensive
brain injury rehabilitation and upgraded blind rehabilitation

services.

In November 2004, the VA directed all of its medical facilities
to become TRICARE network providers. DOD relies on
TRICARE network providers to care for military service
members engaged in Operation Iraqi Freedom and Operation
Enduring Freedom. If a DOD Military Treatment Facility is
unable to provide appropriate care the DOD will refer
casualties to the TRICARE Network.

STATE VETERANS HOME PROGRAM

The State Veterans Home Program is a partnership between
the VA and states to construct or acquire nursing home,
domiciliary and adult day healthcare facilities. The program
first started shortly after the Civil War to provide assistance
to a large number of indigent and disabled veterans who
could no longer earn a living or provide for their own care.
Originally, homes were built or acquired and operated
entirely at the state’s expense. The first enactment that
provided for payment of federal aid to states occurred on
August 1888. Under the Act of 1888, the federal government
provided $100 per year for each eligible veteran in a state
home. In 1960 per diem rates were established by Congress
and increased periodically. In 1988, Congress authorized the
Secretary of the VA to evaluate per diem rates and increase
them as appropriate. Currently, the VA may participate in up
to 65 percent of the cost of construction, acquisition, or
renovation of these facilities and provides a per diem of
$63.40 for nursing home care. Figure 8 shows the increase in
per diem amounts for fiscal years 2001 through 2006.

The State Veterans Homes Program is the largest provider of
long-term care for our nation’s veterans. There are 119 State
Veterans Homes in 47 states and the commonwealth of
Puerto Rico. Nursing home care is provided in 114 homes,
domiciliary care in 52 homes, and hospital-type care in 5

FIGURE 8
U.S. DEPARTMENT OF VETERANS AFFAIRS PER DIEM RATES
FISCAL YEARS 2001 TO 2006
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Sources: Legislative Budget Board; Texas General Land Office.

homes. These homes provide approximately 27,500 resident
beds for veterans of which more than 21,000 are nursing
home beds. The Seventy-fifth Texas Legislature, Regular
Session, 1997, authorized the construction of four State
Veterans Homes in Texas. The first two homes in Temple and
Floresville began admitting clients in December 2000, while
the homes in Big Spring and Bonham began accepting
residents in 2001. A few years later in 2005, the McAllen and
El Paso homes opened. A seventh home is expected to open
in Amarillo in spring 2007.

As required by federal statute, no less than 75 percent of all
patients served are veterans. Texas State Veterans Homes
provide long-term care to all qualifying veterans; however,
more than 95 percent of those served are over the age of 65.
Individuals are admitted for both long-term and short-term
stays depending on their diagnosis and attending physician’s
orders. Each home has a capacity of 160 beds.

In addition to the per diem amount provided by the VA
(Figure 8), Texas also provides an additional Medicaid daily
supplement of $133 for eligible clients. Effective December
1, 2004, Section 202 of the Veterans Health Programs
Improvement Act of 2004 prevents using the Veterans Affairs
per diem payment to offset Medicaid reimbursement. Prior
to this enactment, the per diem payment lowered Medicaid
reimbursement. As a result of this federal requirement the
Veterans Land Board received an additional $4.2 million,
retroactive to December 1, 2004, for per diem payments. As
of December, 2006, the Veterans Land Board had not
determined the use of these additional funds. The Medicaid
rate is authorized by HHSC for all Texas State Veterans
Homes. The homes contract with the Department of Aging
and Disability Services (DADS) to provide nursing facility
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services to Medicaid-eligible residents, who in most cases are
spouses of veterans, admitted to the home. This rate is set
and paid by DADS to reimburse the Veterans Land Board for
nursing facility services. As Figure 9 shows, Medicaid
residents now account for only 12 percent of all residents in
the State Veterans Homes in Texas.

FIGURE 9
TEXAS STATE VETERANS HOMES BY PAYOR SOURCES
OCTOBER 2006
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To be eligible for admission into a Texas State Veterans Home
an applicant must be recognized as an “eligible veteran” by
the VA and
* require long-term nursing care as determined by a
physician and concurred by the VA,

* be at least age 18,

* beabona fide resident of Texas at the time of application

for admission,

* have been a legal resident of Texas at the time of
entry into military service, or have resided in Texas
continuously for at least one year immediately prior
to application for admission (residence based solely on
military assignment is excluded), and

* not have been dishonorably discharged.

Additionally, eligibility for admission is extended to persons
over the age 18 who have been bona fide residents of Texas
continuously for at least one year immediately prior to
application for admission, and who are one of the
following:

¢ the spouse or unmarried surviving spouse of a veteran,

or

* Gold Star parents, all of whose children died while

serving in the United States Armed Forces.

Texas State Veterans Homes provide a variety of services and
amenities that include:

e Semi-private and private rooms;
e Alzheimer’s units with separate, secured courtyards;
* specialized diets;

e comprehensive rehabilitation programs, includin
p prog g

physical, occupational, and speech therapies; and

e social services.

QUALITY OF CARE ISSUES REGARDING VETERANS
HEALTHCARE

A GAO report summarized efforts by the VA to improve the
quality of services to veterans and their families. According to
GAO, the VA healthcare delivery system provides care to
over 5 million veterans at over 800 locations; one in five
veterans receive medical care from the VA. The number of
new enrollees unable to get an appointment decreased from
176,000 in 2000 to 22,494 in 2005. The number of deaths
within 30 days of surgery fell by 27 percent over nine years.
The number of days to process a disability claim declined
167 days in 2005 from a high of 230 days. Not unlike the
American healthcare system, VA transformed from a hospital-
based system to a community-based system that provides
outpatient and home services. VA also recognized that their
patient population was migrating to warmer climates as
many were moving to the South and Southwest. Through the
Capital Asset Realignment for Enhanced Services (CARES),
the VA evaluates its capital assets and service needs. The 2004
CARES Commission’s final report contains numerous
recommendations to reconfigure the VA system to increase
access to care and to improve operational efficiency.

HEALTHCARE CONSIDERATIONS FOR VETERANS OF
OPERATION IRAQI FREEDOM AND OPERATION ENDURING
FREEDOM

The U.S. Affairs,

Subcommittee on Health heard testimony on the mental

House Committee on Veterans
health needs of military personnel returning from Iraq and
Afghanistan and their families. The VA estimates that 30
percent of returning military personnel will exhibit mental

health symptoms of Post Traumatic Stress Disorder (PTSD)
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such as nightmares and agitation, and 10 to 15 percent of
returning military personnel will be diagnosed with PTSD.
Other estimates suggest that 33 percent of the returning
military personnel will have mental health conditions within
one year of returning. These conditions may include
depression, anxiety, and alcohol abuse. Another 15 percent
will be diagnosed with PTSD, of whom 25 percent will have
significant symptoms requiring extensive psychotherapy
and/or medication such as antidepressants.

According to the GAO, the Secretary of Veterans Affairs
approved a mental health strategic plan for improving the
delivery of mental health services within the VA healthcare
system in November 2004. The plan was designed to address
service gaps in the treatment of veterans with serious mental
illness, female veterans, and veterans returning from combat
in Operation Iraqi Freedom and Operation Enduring
Freedom. The services outlined in the plan were in addition
to the baseline of mental health services that the VA was
already providing. Because of Congressional concerns about
the provision of mental health services for active duty and
veterans, the GAO was asked to review the spending for VA
mental health plan initiatives in fiscal years 2005 and 2006
and the extent to which the VA tracked the funds used for
the plan initiatives.

Subsequently, a November 2006 GAO report was issued that
concluded the VA allocated additional resources for mental
health strategic plan initiatives in fiscal years 2005 and 2006.
These allocations resulted in some new and expanded mental
health services at selected medical centers. However, the
report also concluded that the VA had difficulty spending all
of the funds allocated for the initiatives because of a lack of
guidance concerning the allocations for plan initiatives and
because some of the funds were allocated too late in the year,
hampering efforts to hire staff needed for implementation.
The GAO indicates that in fiscal year 2005 the VA allocated
$88 million of the $100 million above the fiscal year 2004
level and $158 million of the $200 million above the fiscal
year 2004 level. The GAO recommended that the VA track
expenditures for mental health strategic plan initiatives to
ensure that the funds allocated are used as intended and
expended in a timely manner.

RECENT FEDERAL LEGISLATION

In December 2006, Congress passed the Veterans Benefits,
Health Care and Information Act of 2006 (S. 3421). Upon
enactment, the legislation extends the authorization for
certain major medical facility construction projects including

projects in Texas previously authorized in connection with
the CARES initiative. Texas projects authorized by S. 3421
include ward upgrades and expansion at the VAMC in San
Antonio with expenses not to exceed $19.1 million, and
blind rehabilitation and psychiatric bed renovation and new
construction at the VAMC in Temple with expenses not to
exceed $56 million. The legislation authorizes major medical
facility leases in Texas including a lease for an outpatient
clinic in Smith County not to exceed $5.1 million in fiscal
year 2006 and a lease for an outpatient and specialty care
clinic in Austin not to exceed $6.2 in fiscal year 2007.

S. 3421 authorizes appropriations in the amounts of:

* $5 million for each fiscal year 2007 and 2008 to
carry out a pilot program to assess the feasibility and
advisability of providing services such as respite care,
hospice services and home care services to expand and

improve assistance to caregivers of veterans.

e $3.5 million in each of fiscal years 2007 through 2012
to increase the provision of blind rehabilitation services.
As many as 1,500 blind veterans were on waiting lists to
receive these services in 2004.

* $2 million for fiscal year 2007 for the improvement and
expansion of mental health services including hiring
additional marriage and family therapists and licensed
professional mental health counselors to provide
services at VA community-based outpatient clinics or
to monitor the provision of mental health services, and
expanding the use of telehealth services in readjustment

counseling service facilities.

The legislation requires the VA and DOD to collaborate to
enhance clinical training related to post-traumatic stress
disorder and to promote resilience and readjustment among
service members of Operation Iraqi Freedom and Operation
Enduring Freedom.

S. 3421 modifies the federal provisions regarding nursing
home care and prescription medications for veterans with
service-connected disabilities who receive care in state homes.
For nursing home care provided to veterans in need of
nursing home care because of a service-connected disability,
and to veterans who have service-connected disabilities rated
at 70 percent or more, the VA will pay the lesser of the
applicable or prevailing rate payable in the geographic area
where the state home is located, or the amount not to exceed
the daily cost of care reported by the state home to the VA.
The amount paid would constitute payment in full to the
state home. For veterans not being provided nursing home
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care that is paid by the VA who are in need of drugs and
medicines for a service-connected disability, or have service-
connected disabilities rated at 50 percent or more, prescription
drugs and medicines will be furnished by the VA.
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FISCAL IMPACT OF HURRICANES KATRINA AND RITA ON STATE

SERVICES

The 2005 Atlantic hurricane season began on June 1, 2005
and quickly became the most active and costly to date with
28 named storms and more than $100 billion in damages.
On August 29, 2005, Hurricane Katrina made landfall as a
Category Four hurricane on the Louisiana-Mississippi coast,
sending more than 450,000 evacuees from coastal states into
Texas. Less than one month later on September 24, 2005,
Hurricane Rita made landfall as a Category Three hurricane
near Sabine Pass, Texas, resulting in the evacuation of nearly
3 million residents (including Katrina evacuees) from the
Gulf Coast region.

Although federal assistance offset most of Texas’ hurricane
costs, in many cases, reimbursement of these expenditures
took more than six months. For most state agencies this
delayed reimbursement was not an issue because the
hurricanes struck at the beginning of the fiscal year; however,
if a disaster occurred at the end of the fiscal year when funds
are not as readily available, state agencies may have insufficient
funds to meet funding obligations or fulfill agency
responsibilities without interruption.

FACTS AND FINDINGS

¢ More than 40 state agencies responded to Hurricanes
Katrina and Rita, by providing a variety of goods and
services including evacuation assistance, debris removal,

shelter, food, and clothing.

¢ The impact on state agencies reached a combined total
of $1.8 billion in fiscal year 2006.

¢ Federal Funds that flowed through state agencies
totaled $1.5 billion and accounted for approximately
83 percent of all hurricane expenditures.

¢ Of the $1.5 billion in Federal Funds, $1.2 billion
(74.8 percent) passed through to local entities, $302.6
million (19.7 percent) was for services or assistance to
hurricane victims, $69.8 million (4.5 percent) was for
reimbursing state entities for disaster relief, and $15

million (1 percent) was for road repairs.

¢ Texas school districts enrolled more than 45,000 Katrina
evacuee students during the 2005-06 school year, at a
cost to the state estimated at more than $161 million in
General Revenue Funds.

¢ An additional
Development Block Grant funds were awarded to the
state in August 2006 (not included in fiscal year 2006
totals), to be used for housing infrastructure, public

$428.6 million in Community

facilities, and business needs in areas hit by Hurricanes
Katrina, Rita, and Wilma.

CONCERN

¢ Texas state agencies responding to a disaster that occurs
at the end of a fiscal year may not have the resources
for an appropriate response because they lack the
authority to transfer appropriations from one fiscal year
to another.

RECOMMENDATION

¢ Recommendation 1: Amend Article IX, Section 14.04,
Disaster Related Transfer Authority, in the 2008-09
General Appropriations Bill to authorize the transfer
of funds appropriated in fiscal year 2009 to fiscal year
2008 and provide Unexpended Balance authority
between fiscal years, subject to the requirements in the
existing rider.

DISCUSSION

In late August 2005, the Gulf Coast states braced for the
possible landfall of Hurricane Katrina. As the storm
strengthened to a Category Four hurricane in the Gulf of
Mexico and made its way towards the Louisiana Coast, Texas
opened an invitation to neighboring Louisiana and its
residents seeking refuge from the storm. In anticipation of
the eminent landfall of Hurricane Katrina and the mandatory
evacuations in Louisiana, the Governor of Texas declared a
State of Emergency on August 29, 2005.

Although Hurricane Katrina did not make landfall on the
Texas coast, the impact was felt throughout the state. Nearly
a half-million evacuees from Louisiana, Alabama, and
Mississippi entered the state in the days before and after the
hurricane’s landfall on August 29, 2005. Texans throughout
the state organized to provide evacuees with shelter, food,
clothing, and other various forms of assistance. In an effort to
ensure that the state would not suffer for its generosity, the
President issued an Emergency Declaration on September 2,
2005, for all 254 counties in the state.
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Less than one month later, Texas was threatened by another
hurricane. Hurricane Rita became a Category Five hurricane
in the Gulf of Mexico in mid-September with a projected
landfall near the Texas-Louisiana border. In preparation for
one of the strongest hurricanes on record, the President
issued another Emergency Declaration for all 254 Texas
counties on September 21, 2005. On the same day, Texas
coast residents began voluntary and mandatory evacuations.
The difficulty of this process was intensified by the presence
of nearly a half-million Katrina evacuees.

Governor Perry recalled emergency personnel from Katrina
recovery efforts in anticipation of Hurricane Rita’s arrival.
On September 22, 2005, at the Governor’s request, the Texas
Department of Transportation began contra-flow lane
reversal on Interstates 45, 10, and U.S. Highway 290. Despite
congested highways, fuel shortages, and medical emergencies,
Texas managed to evacuate nearly 3 million individuals from
harm’s way. Two days later on September 24, 2005, Hurricane
Rita made landfall as a Category Four hurricane near Sabine
Pass, Texas.

STATE HURRICANE RESPONSE

Since Hurricanes Katrina and Rita hit the Gulf Coast, more
than 40 state agencies have been involved in some capacity
providing shelter, security, equipment, and supplies. The
Governor’s Division of Emergency Management (GDEM) is
responsible for mobilization and deployment of state
resources in response to major disasters. During both
hurricanes the GDEM coordinated the efforts of state
agencies, local governments, schools, hospitals, and other
entities (such as the Red Cross and the Salvation Army)
through the State Operations Center at the Department of
Public Safety (DPS).

The Texas National Guard, the Texas Engineering Extension
Service, the Texas Parks and Wildlife Department, and the
Texas Forest Service all deployed units to perform search and
rescue operations in areas affected by the hurricanes. Multiple
agencies shared the responsibility of evacuating individuals.
The Texas Building and Procurement Commission developed
a contract for transportation and lodging of displaced
persons. The Department of State Health Services provided
emergency medical service personnel and ambulances to
evacuate hospital and nursing home patients, while the
Department of Aging and Disability Services made
arrangements for evacuees requiring nursing facility care.
Approximately 8,200 offenders from eight units of the Texas
Department of Criminal Justice required evacuation, as well

as 323 offenders at Texas Youth Commission facilities. DPS,
in conjunction with the Texas Department of Transportation
(TXDOT), performed highway transport and traffic
management, particularly for evacuating Texas residents in

the path of Hurricane Rita.

More than 17 short- and long-term shelters were initially set
up in east and southeast Texas to accommodate individuals
displaced by Hurricane Katrina. As the number of evacuees
increased, the number of shelters would eventually expand to
include more than 95 shelters across the state including the
Astrodome, Reliant Center, and George R. Brown Convention
Center in Houston; Reunion Arena in Dallas; and Kelly USA
in San Antonio. In addition to working with the Texas
Apartment Association to identify vacant apartments for
long-term housing, state officials also requested and received
waivers that allowed an estimated 18,000 vacant eligible
housing units to be used by Katrina evacuees.

To handle the influx of victims seeking information and
referrals, the Health and Human Services Commission
(HHSC) expanded its 2-1-1 hotline system, with the volume
of calls expanding from roughly 2,500 per day to 10,000 per
day following Hurricane Katrina. The HHSC field offices
also extended office hours to help evacuees with Medicaid
and Food Stamp needs, while the Department of State Health
Services worked to provide Louisiana clients in the Women,
Infants, and Children Program with access to their food
nutrition benefits in Texas.

The Texas Workforce Commission (TWC) hired temporary
staff and began processing claims for Unemployment
Insurance and Disaster Unemployment Assistance. TWC
had a presence at evacuation shelters and created toll-free hot
lines to assist evacuees trying to find jobs and to connect
them with employers trying to hire displaced people.

The Texas Education Agency (TEA), in conjunction with
local schools districts, attempted to bring a sense of normalcy
to the thousands of children that were evacuated in the wake
of Hurricane Katrina. Under federal law, families relocated
because of the Gulf Coast hurricanes met the definition of
“homeless.” This designation allowed parents to register more
than 45,000 children in Texas schools without having to
meet residency requirements. With such an influx of students
the TEA set up toll-free hotlines to answer questions, assist
local schools districts with registering evacuees for school,
and respond to questions from Louisiana teachers secking
teaching opportunities in Texas.
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Following Hurricane Rita, various state agencies began the
reconstruction process. TxDOT and the Texas Forest Service
were involved in clearing debris from highways and rights of
way, while the Public Utility Commission monitored the
restoration of electric power to more than 1.6 million Texans.
The Texas Commission on Environmental Quality monitored
refineries and chemical plants in the Beaumont-Port Arthur-
Orange areas; inspected Superfund sites and the Lake
Livingston and Conroe Dams; provided daily public water
supply system information; and responded to spills and other
environmental concerns. The General Land Office responded
to coastal spills and oversaw the cleanup of large commercial
fishing and recreational vessels in the Sabine Pass area. The
Texas Department of Agriculture conducted crop assessments
and the Texas Civil Air Patrol

infrastructure.

surveyed critical

SOCIAL SERVICE NEEDS OF KATRINA EVACUEES

To better understand and meet the needs of Katrina evacuees,
the HHSC hired the Gallup Organization to conduct a
survey of Katrina evacuees in Texas. Gallup surveyed a
random sample of approximately 6,400 evacuees living across
the state. The survey results were released in August 2006.
Figure 1 shows a comparison of pre-Katrina and post-Katrina
evacuee conditions in relation to social service needs in

Texas.

Additionally, the Gallup survey revealed the following
findings about Katrina evacuees:
e More than 251,000 Katrina evacuees still resided in
Texas as of June 2006.

e 61 percent of all evacuees are adults; 60 percent of those

are women.
* 39 percent of all evacuees are children.

* 54 percent of households surveyed include at least one

child.

29 percent of evacuees were unemployed before Katrina
compared to 70 percent after the storm.

* 61 percent of evacuee households earned less than
$20,000 per year before Katrina; 40 percent of
households now receive less than $500 per month.

18 percent of evacuees were uninsured prior to Katrina

compared to 36 percent after the storm.

e 50 percent of evacuees believed that they would still be
in Texas one year from June 2006; 40 percent believed

the same would be true two years later.

COST TO STATE AGENCIES

Costs in fiscal year 2006 related to the Gulf Coast hurricanes
totaled $1.8 billion (Figure 2). Federal Funds account for
approximately 83 percent of the total, with General Revenue
Funds accounting for 12 percent or approximately $215.3
million. The TEA, the Texas State University System, and the
HHSC account for approximately 96 percent ($205.6
million) of all General Revenue Funds expended for the

hurricanes.

Texas school districts reported that approximately 45,000
Katrina evacuees registered for school throughout the state
during the 2005-06 school year, at a cost to the state

FIGURE 1

PRE- AND POST-KATRINA SOCIAL SERVICE NEEDS OF KATRINA EVACUEES
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Source: Texas Health and Human Services; Gallup Survey.
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FIGURE 2
FISCAL YEAR 2006 COST IMPACT OF GULF COAST HURRICANES (IN MILLIONS)
GENERAL GENERAL REVENUE- OTHER FEDERAL

AGENCY REVENUE FUNDS DEDICATED FUNDS FUNDS FUNDS TOTAL

Texas Department of Public Safety’ $0.0 $0.0 $0.1 $711.0 $711.1
Texas Education Agency? 161.2 0.0 1.6 333.6 496.4
Health and Human Services Commission 10.4 0.0 0.1 185.6 196.1
Texas Workforce Commission 0.0 0.0 0.9 137.5 138.4
Institutions of Higher Education® 1.1 8.1 35.4 2.5 471
Texas Department of Transportation 0.0 0.0 19.3 15.0 34.3
Department of Housing and Community Affairs* 0.0 0.0 0.1 1.4 15
Texas State University System® 34.0 0.0 0.0 14.8 48.8
Office of Rural Community Affairs* 0.1 0.4 0.0 80.1 80.6
Texas Building and Procurement Commission 0.0 0.0 0.0 19.5 19.5
Department of Aging and Disability Services 0.0 0.0 0.0 7.9 7.9
Department of State Health Services 0.0 0.1 0.0 11.4 11.5
Department of Criminal Justice 4.7 0.0 7.9 0.5 13.1
Texas Parks and Wildlife Department 0.2 2.7 3.1 0.1 6.1
Adjutant General’'s Department 1.0 0.0 0.0 3.6 4.6
Texas Engineering Extension Service 0.4 0.0 1.0 3.2 4.6
Texas Youth Commission 0.6 0.0 1.2 0.0 1.8
Employees Retirement System 0.0 0.0 1.6 0.0 1.6
Texas Forest Service 0.3 0.0 0.0 1.4 1.7
Texas Commission on Environmental Quality 0.0 0.6 0.0 0.8 1.4
Department of Assistive and Rehabilitative Services 0.0 0.2 0.0 0.8 1.0
Texas Department of Insurance 0.5 0.3 0.0 0.0 0.8
Department of Family and Protective Services 0.0 0.0 0.1 0.6 0.7
Office of the Attorney General 0.1 0.0 0.0 0.2 0.3
Texas Alcoholic Beverage Commission 0.2 0.0 0.0 0.2 0.4
Department of Information Resources 0.0 0.0 0.0 0.3 0.3
General Land Office and Veterans’ Land Board 0.0 0.3 0.0 0.1 0.4
Texas State Library and Archives Commission 0.0 0.0 0.0 0.0 0.0
Texas Military Facilities Commission 0.0 0.0 0.1 0.0 0.1
Structural Pest Control Board 0.0 0.0 0.0 0.0 0.0
All Other Agencies 0.5 0.2 0.2 0.0 0.9
GRAND TOTAL $215.3 $12.9 $72.7 $1,5632.1 $1,833.0

"Amounts do not include FEMA Public Assistance Grants received after August 24, 2006.

2General Revenue amounts include $92.6 million in “Settle Up” funds to be paid in fiscal year 2007.

3Amounts reflect figures compiled by the Higher Education Coordinating Board, excluding costs for the Texas State University System (shown
separately). Foregone tuition is recorded as “Other,” but may include statutory tuition (General Revenue—Dedicated Funds). Distinction between

costs for Hurricanes Katrina and Rita was not available; amounts have been recorded as impacts from Hurricane Katrina.

“Amounts do not include $428.6 million in Community Development Block Grant funds awarded to Texas in August 2006.

5Texas State University System costs include $5.9 million in lost revenue. FEMA reimbursements should eventually total $30.2 million.

Source: State agency reports on hurricane costs as submitted by April 25, 2006, and agencies’ Legislative Appropriation Requests for 2008—09.

estimated by TEA to be more than $161 million in General
Revenue Funds for fiscal year 2006. This amount includes an
estimated $92.6 million in “Settle Up” funds to be paid in
fiscal year 2007. Districts’ formula state aid is paid based on
average daily attendance (ADA) as projected in the General
Appropriations Act (GAA). When a district’s actual ADA

differs from the projected amount, the state “settles up” with
that district the following year. Since the ADA in the
2006-07 GAA was based on pre-Katrina figures, many
districts did not receive additional state aid for their fiscal
year 2006 Katrina ADA until settle up in fiscal year 2007;

however, some districts applied for and received a current
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year ADA adjustment so that they could receive their Katrina-
related state aid in fiscal year 2006. The TEA’s funding models
estimated that each of the Katrina average daily attendees
would earn approximately $4,200 in state aid or additional

recapture retained by wealthy school districts for fiscal year
2006.

Four institutions within the Texas State University System
(TSUS) sustained substantial damage from Hurricane Rita:
Lamar University, Lamar Institute of Technology, Lamar
State College-Orange, and Lamar State College-Port Arthur.
TSUS reported $34 million in General Revenue Fund
expenditures. More than 80 percent ($24.1 million) of that
amount is directly attributable to damages sustained from
flood waters and hurricane winds that exceeded 120 mph.
Services such as debris removal, building repairs, demolition,
and reconstruction were essential to returning the institutions
to working condition as soon as possible. Despite these
efforts a few of the institutions were closed for several weeks
before reopening for classes. Many students transferred to
other institutions temporarily or permanently, resulting in
lost revenues of more than $5.9 million from tuition, fees,

sales, and services.

The HHSC reported expending $10.4 million in General
Revenue Funds related to the hurricanes. This amount is
primarily attributable to the state matching portion for the
Federal Assistance to Individuals and Households for Texas
residents affected by Hurricane Rita.

MAJOR FEDERAL FUNDING SOURCES

In response to states’ hurricane needs, a number of federal

appropriations were made. Funds that flow through Texas

state agencies from the following sources total $1.5 billion:
¢ FEMA Public Assistance

¢ Aid for Public Education

* Community Development Block Grant (CDBG)

Disaster Recovery
e Social Services Block Grant—Disaster Relief
* Workforce Investment Act National Emergency Grant
* FEMA Individuals and Households Program
* Medicaid
* Other Federal Funding Sources

Approximately 75 percent of these funds will pass through to

local entities (e.g., cities, counties, school districts, electric

cooperatives, etc.); 20 percent will provide services or
assistance to hurricane victims; 4 percent represents
reimbursements to state agencies for disaster relief activities;
and 1 percent for emergency highway relief. In addition,
about 58,000 families who fled to Texas following Hurricane
Katrina received 3 months of Food Stamp benefits worth
$48.3 million (not reflected in the state budget).

FEMA Public Assistance Grants: Although the federal
government provides various sources of fun