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The Honorable David Dewhurst
Lieutenant Governor

State of Texas

Capitol Building, Room 2E.13
Austin, Texas 78701

Dear Governor Dewhurst:

The Senate Finance Committee respectfully submits this report regarding the
Committee's General Government, Public Safety, and Economic Development charges to
study Funding for Homeland Security, Review Fees at State Regulatory Agencies,
monitor Adult and Juvenile Corrections Populations, review Fund 006, and monitor the
Enterprise Fund. We thank you for providing us the opportunity to address these
important issues.

The Senate Finance Committee conducted a series of public hearings and received
testimony on the aforementioned charges in Austin, Texas on April 12th and 13th, March
15th, and March 29th, 2004. In addition, the Committee created a work group composed
of Senator John Whitmire (chair), Senator Todd Staples, and Senator Tommy Williams to
further study these issues and provide recommendations to the full Committee.

Respectfully submitted,

Q%aﬁ'\zswlﬂ-ﬁ

Senator Bob Deuell

i
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Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

EXECUTIVE SUMMARY

In the past 3 years, over $850 million in new money has flowed into the state of Texas for
the stated purpose of improving Homeland Security. While the $850 million mentioned above
flows through the appropriations process, there is an indeterminate amount of funds, estimated to
be as much as $350-$500 million, that flows directly to entities throughout the state, thereby
circumventing legislative oversight.” As the body tasked with the protection and well-being of
Texas citizens as well as the oversight of state agencies, the Senate, at the direction of the
Lieutenant Governor, has attempted to gain a better understanding of the flow and use of federal
homeland security dollars.

The state relies upon the Councils of Government (COGs) and regiona networks to
utilize Homeland Security Grant monies and implement protective measures. This money
typically flows through the State Administrative Agencies and most recently has been received
in one of two types of grant funding alocations, 1) First Responder Grants and 2) Bioterrorism

Grants.

SUMMARY OF RECOMMENDATIONS

1. The Legidative Budget Board should require each agency to include in its Legidlative
Appropriations Requests (LARS) a separate line item in the method of finance showing
the amount of homeland security funds received by the agency.

2. The Legidative Budget Board should require that each agency and university submit the
types of grants applied for and the matching requirements for those grants and report the
findings to the L egislature before the start of each session.

! G. Dube email, November 29, 2004. pg. I-64
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study

The Office of the Governor should establish procedures to identify all federa homeland
security funding and ensure that this funding is expended in a manner that supports the
state and national strategic plans, with special emphasis on funds that flow directly to
entities not overseen by the State Administrative Agencies.

The Office of the Governor should assess internal controls used by the State's
Administrative Agencies for Homeland Security funding to ensure appropriate safeguards
arein place to minimize the potential for waste, fraud and abuse.

Homeland security dollars should be spent in a manner that ensures that the state receives
maximum collateral benefit.

In order to ensure greater accountability, the Legislature should consider appropriating all

Homeland Security Funds that are directed to any state agency or sub-division of the state
government.

PROCEDURAL BACKGROUND
The Senate Finance Committee was charged with conducting a thorough and detailed

of the following issue, including state and federa requirements, and preparing

recommendations to address problems or issues that are identified. The Senate Finance

Committee (the Committee) met in accordance with the following Public Safety interim charge:

Funding for Homeland Security. Monitor and report on the amount and uses of federal
homeland security dollars in Texas appropriated through the Governor's Office and
directly to local governments.

The Committee met pursuant to the aforementioned interim charge in a joint public

hearing with the Senate Infrastructure Development and Security Committee in Austin, Texas,

on April 13, 2004, to consider invited testimony provided by the Legidative Budget Board, the

Office of the Governor, the Texas Department of Health, the Texas Association of Regional

Councils, the Texas Engineering Extension Service, and the Capitol Area Planning Council. The
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Committee solicited public testimony on the interim charge in a public hearing in Austin, Texas,
on July 20, 2004; however, none was provided.
The Committee extends its thanks to those who participated in the hearing, and assisted

with or made presentations before the Committee.

BACKGROUND

In order to ensure that homeland security dollars are spent in a manner that best provides
local response capability in the event of a disaster or terror event, Texas structure of addressing
homeland security preparedness is built upon the existing system of Councils of Government
(COGs) and existing regional networks. This has been instrumental in ensuring all areas of the
state are well prepared in case of an emergency.

The funding allocations from the federal agencies are in constant flux (Figures 1, 2, 3).
Texas state agencies in past years have received direct grant funding from the various federal
agencies to respond to events relating to homeland security. However, these funds are usually
one-time funding for a specific purpose.

The Texas Engineering Extension Service (TEEX) and the Texas Department of State
Health Services (TDSHS) are the two primary administrative of grant funds. Other agencies
receive direct grants as well. They include state universities and health science centers, the
Adjutant General's Department, Texas Workforce Commission, Texas Commission on
Environmental Quality, Texas Department of Agriculture, and Texas Anima Heath

Commission.?

2 Gerry Dube, Analyst, L egislative Budget Board, "New Federal Funding for Homeland Security in Texas,"
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STATE ADMINISTRATIVE AGENCIES
The two largest recipients of federal homeland security funds are the Texas Engineering
Extension Service (TEEX) and the Texas Department of State Health Services (TDSHS). These
two agencies are deemed the State Administrative Agencies (SAA) of the grant funding which is
passed on to the local communities (e.g. COGs) for actual purchases. This allows the state some
degree of control over how the funds are being allocated, ensuring al areas of the state are able

to address their issues in accordance with federal guidelines.

Texas Engineering Extension Service

In 1996, following the Oklahoma City bombing, Congress passed the Nunn-Lugar
Dominici program. The program identified the 120 largest cities in the United States based
purely on census figures. The Department of Defense provided Weapons of Mass Destruction
(WMD) and terrorism training to these cities. Within this program, each city was initialy
allocated $300,000 in Department of Defense and Department of Energy surplus equipment.
The program also included limited training and exercise components.® Funds are now allocated
through two programs discussed later in this report, the State Homeland Security Grant Program
and the Urban Area Security Initiative.

Fiscal year 1999 was the beginning of the State Domestic Preparedness Equipment

Program in which the Department of Justice allocated funding to the states for first responder

testimony presented to Senate I nfrastructure Development and Security Committee and the Senate Finance
Committee, April 13, 2004. pg. |-28

3 Charley Todd, Director of Domestic Preparedness, Texas Engineering Extension Service, " State Homeland
Security Grant Programs” testimony presented to the Senate I nfrastructure Development and Security Committee
and the Senate Finance Committee April 13, 2004. pg. 1-44
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equipment. Each state was asked to identify a State Administering Agency (SAA). Due to its
active involvement at a national level in WMD/terrorism planning and training activities, TEEX
was named the SAA for the State of Texas. In 2000, the equipment program began in earnest,
and Congress required the states to complete a needs assessment and statewide domestic
preparedness strategies.”

Since the tragedy of September 11, 2001, the Office of the President and the Governor
have put together strategic plans outlining the standard protocol in the event of a terrorist attack
or natural disaster. The President released the National Strategy for Homeland Security
providing state officials with an outline of how to develop and implement a strategic plan in their
state.

The first statewide assessment of threat, vulnerability, required capabilities, existing
capabilities, and needs was performed in 2000. Ninety-five jurisdictions completed the first
assessment.  The second assessment began in January of 2003 with 753 jurisdictions
participating. The most current assessment was performed for 2004 with 928 jurisdictions
participating, representing 96% of the state's population.”

The Department of Homeland Security, Office for Domestic Preparedness, required that
each state have a strategy completed and approved in order to receive 2004 grant funding. Texas

had the first plan to be unconditionally approved on January 30, 2004.

The Texas Department of State Health Services

4 . .
ibid. pg. I-33

® Charley Todd, Director of Domestic Preparedness, Texas Engineering Extension Service, "State Homeland
Security Grant Programs” testimony presented to the Senate I nfrastructure Development and Security Committee
and the Senate Finance Committee April 13, 2004. pg. 1-41
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The Texas Department of State Health Services (TDSHS) began operations in the late
1800's as the Texas Quarantine Department with its main responsibilities being disease
quarantine and sanitation. TDSHS underwent many additions and reorganizations in subsequent
years, adding vital statistics collection and numerous health related programs. Today, TDSHS
performs many public health services such as disease surveillance, laboratory analysis, health
promotion and education, consulting, health planning data collection and analysis, vital statistics
and environmental regulation. TDSHS also provides direct health care services through its
regional offices and network of clinics in rural areas without local health departments or other
local providers.’®

The health department system in Texas is a decentralized system of operation. The local
health departments of a city or county are independent of the state health department. In Texas,
there are eleven public health regions, eight regional headquarters and nine additional regional
offices around the state. The main purpose of the regionsis to provide public health servicesin
areas lacking local health departments, to include:

e core public health services,
e direct health care, and
e regulatory services.’

The introduction of federal funding for homeland security operations relating to

bioterrorism, local and regional heath department responsibilities has resulted in expanded

responsihilities to include:

® House Concurrent Resolution 44 Work Group. The State of Public Health: Local and State Government Issuesin
Texas, Report Resulting from HCR 44 of the 75th Legislature. 1998. pg. I-53
"ibid. pg. I-53
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Regional Planners,

Regional Strategic National Stockpile Coordinators,

Regional Epidemiology Response Teams,

Biological Emergency Response Team,

Texas Laboratory Response Network,

Bioterrorism Trainers, and

Bi-National Coordinators for Public Health Preparedness and Response.

Detection of a bioterrorism attack is not something that is done by equipment. Rather, it

takes evaluation of disease reports by trained public health epidemiologists. Human intelligence

is used to identify increased health services needs generally associated with communicable

diseases. Therefore, the grant alocationsto local health departments consist largely of personnel

COst.

State Universities

Universities have received various grants for homeland security with the vast majority of

the funds directed to research and laboratory enhancements. The universities identified as

receiving grantsinclude:

The University of Texas Medical Branch at Galveston,

The University of Texas at Austin,

The University of Texas at San Antonio,

Texas A&M University System, Texas Veterinary Medical Diagnostic Laboratory,

The University of Texas Health Science Center at San Antonio, and
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e TheUniversity of Texas Health Center at Tyler.®

The University of Texas Medical Branch at Galveston (UTMB) has received the largest
share of homeland security funding. The grants to UTMB include $110.1 million for the
National Biocontainment Laboratory, $48.3 million for the Center for Biodefense and Emerging
Infections, and $70.9 million for 58 research grants, accounting for 26.8% of total homeland
security funding for fiscal years 2002-04.°

All of the universities listed above have received grants, for research and/or laboratory
construction, identified after September 11, 2001. Other universities may have been receiving

homeland security grants prior to the events of September 11, 2001, but were not identified. *°

Other Agencies
In past years other various agencies have received direct grants from federal agencies.

Those agencies include:

-Adjutant General's Office -Texas Department of Public Safety,
-Governor's Criminal Justice Division -Texas Workforce Commission
-Texas Commission on Environmental Quality -Texas Department of Agriculture

-Texas Animal Health Commission.*

8 Gerry Dube, Analyst, Legislative Budget Board, "New Federal Funding for Homeland Security in Texas,"
testimony presented to Senate Infrastructure Development and Security Committee and the Senate Finance
Committee, April 13, 2004. pg. I-27

°ibid. pg.1-27

10 Gerry Dube, Analyst, Legislative Budget Board, "New Federal Funding for Homeland Security in Texas,"

testimony presented to Senate I nfrastructure Development and Security Committee and the Senate Finance
Committee, April 13, 2004.
Mibid. pg.1-27
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Homeland security funding for these agencies for fiscal years 2002-04 totaled $52.25
million, representing 6% of the total received by the state.*? Of the agencies listed above, the
Department of Public Safety and the Animal Headth Commission were the only two still
receiving grant funding in fiscal year 2004. ** All other grant funds have ceased, either because
they were for a one time use or have been shifted into one of the two SAA's for the purpose of

consolidation and/or ease of tracking.™

GRANT FUNDING ALLOCATIONS
Homeland Security grants typically fall within two types of grant funding allocations -
First Responder Grants and Bioterrorism Grants. These alocations fund various types of

programs. Following isadiscussion of the most typical grants received in Texas.

First Responder Grants
The Texas Engineering Extension Service serves as the SAA that manages grants
received by the Office for Domestic Preparedness. The two grant programs administered by the
agency are the State Homeland Security Grant Program (SHSGP) and the Urban Area Security

Initiative (UASI)."

2ibid. pg.1-27

Bibid. pg.1-27

“1hid

15 Charley Todd, Director of Domestic Preparedness, Texas Engineering Extension Service, "State Homeland
Security Grant Programs” testimony presented to the Senate I nfrastructure Devel opment and Security Committee
and the Senate Finance Committee April 13, 2004. pg. 1-33
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Objective:

To enhance the capacity of State

State Homeland Security Grant Program and local first responders to
respond to terrorism incident

) involving chemical, biological,

The larger of the two grants is the SHSGP at || nuclear, radiological, incendiary,

and explosive devices.

approximately $87 million for FY2004. (Figure 4). Use and Restrictions:
States will receive an aI_I ocation of
The eligible entities receiving these funds from the funds to purchase equipment for

State and local first responders, in
accordance with the authorized
SAA are equipment list included in the
Application Kit, and an allocation
. to support the planning and
Counties, conduct of exercises.
Administrative  funds will  be
provided to conduct
comprehensive threat and needs
assessments and to develop and
e Federally recognized Tribes, and implement a Statewide Domestic

Preparedness Strategy to enhance
first responder capabilities to

e Incorporated Municipalities,

e Councils of Government (for specific regional respond to a terrorist incident.
16 Matching Reguirements:
purposes). There is no match requirement for

this program.
To be eligible, these entities must complete the

statewide assessment and have an Emergency Operations Plan. Additionally, port authorities,
transit agencies and school districts associated with eligible
cities or counties may receive funding. *’

The state is allowed to use no more than 20% of the grants received for state needs.
Texas has awarded the mgjority of the fundsto the local jurisdictions, and in fiscal year 2004, the

allocation to the state will be less than 10%.8

% ibid. pg. I-
Yibid. pg. I-
%ibid. pg. 1-45

I-10
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Urban Area Security Initiative
UASI funding to local jurisdictions for fiscal year 2004 was approximately $39 million.
The digibility requirements are the same as the SHSGP; however, eligibility is limited to three

urban areas. The defined urban areas are:

Houston Urban Area - City of Houston,

Harris County, Fort Bend County,
Galveston County, Montgomery County,
Brazoria County, and Port of Houston,
Houston Transit Authority

Dallas Urban Area - City of Dallas, Dallas
County, Denton County, Collin County,
Kaufman County, Rockwall County, and
Tarrant County

San Antonio Urban Area - City of San

Antonio, Bexar County, Comal County™®

ibid. pg.1-36

I-11

Objective

To enhance local emergency, prevention and response
agencies ahility to prepare for and respond to threats
or incidents of terrorism involving weapons of mass
destruction (WMD). This program will also enhance
selected mass transit authorities' protection of critical
infrastructure and emergency preparedness activities.

Use and Restrictions

Funds provided under this grant are designed to
address the unique needs of large urban areas and mass
transit authorities. Funds can be used for equipment,
training, exercises and planning. No more than 3
percent of the grant award may be used for
management and administrative purposes. Urban areas
must submit a valid jurisdictional assessment and
Urban Area Homeland Security Strategy to ODP, as
well as apply online using the Department of Justice
(DOJ) Office of Justice Programs (OJP) Grants
Management System (GMS).

At least 80 percent of al urban area funding provided
through the UASI Program must be obligated by the
State to the designated urban area within 60 days after
the receipt of funds.

Matching Requirements
There is no match requirement for this program.
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Bioterrorism Grants

The Texas Department of State Health

Objective
Services serves as the SAA to manage grants || To improve state and local health department
capacity to detect, identify and respond to the
. . intentional release of harmful bacteria or virus,
received from the U.S. Center for Disease Control || thereby improving the level of public hedlth
preparedness in Texas to assure a rapid and
and Prevention (CDC) and the Health Resources || ProPriate responseto abloterroris attack
Use and Restriction
Services Administration (HRSA). The funds must be spent according to a state
work plan submitted to, and approved by the U.S.
L Center for Disease Control and Prevention. The
The two grant programs administered by the || plan must adhere to the guidelines provided by
CDC in 7 focus areas. The funds delivered to
local government must be contracted to loca
health departments according to work plans
submitted to, and approved by the TDSHS.

Preparedness Grants and the National These funds are for public health preparedness
and not first responder or other service aress.

agency are the Bioterrorism Public Health

. . . 20 The funds may not be used to supplant existing
Bioterrorism Hospital Preparedness Program. services and must demonstrate improvements in
public health preparedness capabilities. There is
no federally required formula for distribution of
funds to local health departments; the amount and
processis left up to the state.

Bioterrorism Public Health Preparedness _ )

Matching Requirements

There are no matching reguirements.

Grants

Bioterrorism Public Heath Preparedness grants are allocated to the states to improve
statewide capacity to detect bio-terrorism attacks and to provide funding to loca health
departments to prepare for response to a bioterrorism attack. The Texas Department of State
Health Services administers this grant, while the CDC outlines the focus areas which must be

included in the grant application. The Texas Department of State Health Services, in its capacity

2 Eduardo Sanchez, M.D., MPH, Commissioner of Health, and Texas Department of State Health Services
"Preparing Texas for a Public Health Emergency: Getting the best Results from Federal Dollars," Testimony
presented to the Senate Infrastructure Development and Security Committee and the Senate Finance Committee
April 13, 2004. pg. 1-63

I-12
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as the SAA, prepares the state's grant application outlining the method of allocation within the
focus areas identified by the CDC. The focus areas for the 2004 allocation included:**
o FocusArea A -Preparedness Planning and Readiness Assessment; including the strategic
National Stockpile (SNS) program and Small pox Activities.
e FocusAreaB - Surveillance and Epidemiology Capacity
e FocusArea C - Laboratory Capacity - Biological Agents
e FocusAreaD - Laboratory Capacity - Chemical Agents
e FocusAreaE - Health Alert Network/ Communication and Information
e FocusAreaF - Risk Communication and Health Information Dissemination
e FocusArea G - Education and Training
The TDSHS allocates funds to the local health departments according to the following
method: a fixed amount of $20,000 and an additional $1.52 per capita is reserved for the health
agency for each county. Additionally, in 2004 funding, there was an allocation for small pox
vaccinations calculated at $.016 per capita® (Figure 4, 5) From August 2001 to August 2004,
TDSHS received approximately $115 million in Bioterrorism Public Health Preparedness
Grants. Another $51.8 million is expected in FY 2005.
Where there is no county or city health department, the allocation for the county is sent to
the regional health department to provide services to all counties within the region lacking a

local health department. %

2 ibid. pg. 1-55
Zibid. pg.1-21
Zibid. pg. 1-63
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In instances where both a city and county health department exist, the same allocation is
made based on the county population and the allocation is then split between the two entities.
The TDH regiona director facilitates negotiations among the city and county departments to

develop asingle plan with coordinated activities.®*

National Bioterrorism Hospital Preparedness Program
The National Bioterrorism Hospital Preparedness program, administered by the
Texas Department of State Health Services®, is a perpetual program which includes funding for

planning and implementation of activities

Objective:

ian r regiona h h To provide funding to health care
deﬂg edto prepare regio al heslth care systems institutions to increase their preparedness
o ) ) and response capability to bioterrorist attack
for incidents of terrorism or other public health || asmeasured against 6 critical benchmarks.

. Use and Restriction:
emergencies. In order to ensure funds were spent At least 80% of funds must go to Texas

healthcare institutions (hospitals, community

in the manner in which they are intended, the || health centen. Theremainder may be used
for statewide projects or administration

] o ) (10%each)

Heath Resources and Services Administration

Matching Reguirements:

This program has no statutory formula or

(HRSA) initially required hospitals to address 6 || maching requirements.

priority areas; Administration, Regional Surge Capacity, Emergency Medical Services, Linkage
to Public Health Departments, Education and preparedness Training and Terrorism Preparedness
Exercises. Funds are now focused on meeting 16 critical benchmarks that will further enable
hospitals to respond to acts of terrorism and other emergencies.

HRSA requires that at least 80% of the funds allocated to Texas go to hospitals, 10% may

be used for operational costs and 10% may be used for statewide planning. The actual

*ibid. pg. 1-56
Zibid. pg. 1-62



Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

alocation, however, was as follows. 85% hospitals, 4% operations costs, and 11% statewide
planning. Funding for statewide planning functions include alocations for Clinics, Poison
Control Centers (PCC), Metropolitan Medical Response System (MMRS), Bureau of
Radiological Control (BRC), Health Alert Network and Public Health Nurses.®

The TDSHS alocates funds to hospitals, clinics and other health care providers according

to the following method: a fixed amount of

$5,500 per hospita and an additional _ 2004
Allocation to Hospitals, Clinicsand L ocal

$1.147 per capita. (Figure 6) Health care Providersfrom TDSHS
Fixed amount per hospital $5,500

The total amount of funds Additional per capita + 1.147/capita

distributed to hospitals was $28.2 million

for Fiscal year 2004. Operations alocations were $1.4 million and other planning allocations
were $3.7 million. This resulted in the hospital alocation receiving the aforementioned 85% of

the total allocation, exceeding the required 80% level 2’

Other Direct Grants
As situations arise, various state agencies, universities and local units of government are
able to apply for federal grants directly. These grants vary in accordance with federal guidelines
outlining the objectives, uses and redtrictions, and formula and matching requirements.

Therefore, there is no one set of requirements which appliesto all of the various grants. Without

%ibid. pg. 1-63
7 ibid. pg.1-63
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federal requirements to name a SAA, there is limited ability to track these grants unless they are
issued to an agency which falls under the state legidlative appropriations authority.
The Legidative Budget Board (LBB) has the ability to track funds received by various

state agencies and universities and report them to the legislature.

RECOMMENDATIONS

1. The Legidative Budget Board should require each agency to include in its Legidative
Appropriations Request a separate line item in the method of finance showing the amount
of homeland security funds received by the agency.

2. The Legidative Budget Board should require that each agency and university submit the
types of grants applied for and the matching requirements for those grants and report the
findings to the L egislature before the start of each session.

3. The Office of the Governor should establish procedures to identify all federa homeland
security funding and ensure that this funding is expended in a manner that supports the
state and national strategic plans, with special emphasis on funds that flow directly to
entities not overseen by the State Administrative Agencies.

4. The Office of the Governor should assess internal controls used by the State's
Administrative Agencies for Homeland Security funding to ensure appropriate saf eguards
arein place to minimize the potential for waste, fraud and abuse.

5. Homeland security dollars should be spent in a manner that ensures that the state receives
maximum collateral benefit.

6. In order to ensure greater accountability, the Legidature should consider appropriating all
Homeland Security Funds that are directed to any state agency or sub-division of the state
government.
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Texas Homeland Security Funding,
Fiscal Year 2004

fin millinne
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Texas Homeland Security Federal Funds
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Chart based on information provided by the L egidative Budget Board written testimony April 13,
2004. Actual fundsas of April 13, 2004 were stated to have reached $1.1 billion in total allocation to
Texas, Jay Kimbrough, Homeland Security Director, Governors Office of Homeland Security, Oral

Testimony April 13, 2004.
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CERNE Logstical Suppornt
Equipmant
5831042618
B 2306%
CEHRAMNE Search and Rescua
Equipmant
56,038 0da 55
& TOTE%

Communications Equipmeant
534 454 537 44
38 2705%

2 Decontarmmnaton Equepmant
Pemsonal Probective

53 106 205 47
Eguipment [PPE) Detsction Equipmant 's A5 3
%12 440,802 83 55.1?1-.21:!3 3
13 B285% 5 TEESM

Pymcal Security
Enrhancemeant Equipment

52002 812 34 Esxpiosrva Donce hrbgabon
2:2488% Medical Suppies And and Remediaton
Pharmeceuticals r
53177 540,30
%1562 17573 2 418%
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Figure4
CDC PUBLIC HEALTH PREPAREDNESS FUNDING

(in millions)

CDC Homeland Security Funds
in millions

Binational Communication ,

Prepare for Small Pox Outbreak, 15, 2%

$3.4,5%

Ensure access to National
Stockpile, $1.6, 2%

Genera Preparedness, $5.7, 8%

Enhance State L aboratory

Capacity, $5.3, 8%
v Local Health Departments,,

$32.7, 48%

Develop Health Alert Network,
$5.0, 7%

Timely Detectionof Threats,
$3.4,5%

Public Health Regions, $10.3,
15%
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Figure 5

Program 2002- 2004

2003

Loca Health Departments (includes SNS & Small pox) $26.9 $32.7
Public Health Regions (includes SNS & Small pox) $9.2 $10.3
Strengthen Epidemiology and Surveillance $3.6 $34
Develop Health Alert Network $5.6 $5.0
Enhance State Laboratory Capacity $5.3 $5.3
General Preparedness $35 $5.7
Strategic National Stockpile $0.0 $1.6
Prepare for Small Pox Outbreak $0.0 $3.4
Binational Communication and Response $0.0 $15

Figure 6 Commissioner of Health

HRSA Grant Distribution

Cicral Vaar 2NN

Statewide
Planning
11%
Hospitals
85%
Operation

4%
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Appendix A

Texas Homeland Security Funding,

Fiscal Year 2004
fim iy
Department of 04T
Public Safety,
$2.60 ,0.55%
Texm Figure 1
Engineering
Extension
Service, S154.10
JILTE%
The University
of Texas Medical
Branch at
Galveston,
522930 , 45.78% Teans
Departmeni of
Health, $81.90 ,
1742%
Legislative Budget Board
S470.10 million in total
funding for FY 2004
Figure 2
Texas Homeland Security Federal Funds
5250.0 ——
52293 N
02002 W200} D2004|
£200.0 — - —— —— — =
$854.5 million
total funding
e since 2002-04

im rwillima |

Siadn

S100.0

§50.0
0.0 500
S0.0
Teuas Engineering UT Medical Branch ai Texas Deparimenl Stair Other State Agencies
Extension Services Galveston Health Services

Chart based on information provided by the Legislative Budget Board written testimony April 13,
2004. Actual funds as of April 13, 2004 were siaied o have reached $1.1 billion in total allocation to
Texas, Jay Kimbrough, Homeland Security Director, Governors Office of Homeland Security, Oral

Testimony April 13, 2004.
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Figure 3
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Figure 4
CDC PUBLIC HEALTH PREPAREDNESS FUNDING

(in millions)

CDC Homeland Seewrity Funds
i millisas
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Figure 5

Program 2002- | 2004

2003
Local Health Departments (includes SNS & Small pox) 5269 $327
Public Health Regions (includes SNS & Small pox) £9.2 510.3
Strengthen Epidemiology and Surveillance $3.6 534
Develop Health Alert Network 856 §5.0
Enhance State Laboratory Capacity - $5.3 £53
General Preparedness $35 §5.7
Strategic National Stockpile 50.0 5.6
Prepare for Small Pox Qutbreak $0.0 834
Binational Communication and Response $0.0 51.5
“ommissicner of Health

Figure 6

HHKEsA Grant tstnivation

Bleal Vo 4
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Appendix C

STATE HOMELAND SECURITY
GRANT PROGRAMS

THE TEXAS ENGINEERING EXTENSION SERVICE (TEEX)

AUGUST 31, 2004
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PURPOSE

FOUNDATIONS OF
PREPARATION

o

STATE DIRECTOR OF
HOMELAND
SECURITY

TEXAS ENGINEERING
EXTENSION SERVICE
(TEEX) SERVES AS
THE STATE
ADMINISTRATIVE
AGENCY (SAA)

SECTION

INTRODUCTION

This booklet provides an executive overview of State Homeland
Security Grants in Texas. Information on how to contact TEEX for
additional Information may be found on the last page.

Texas uses an “all hazards” approach that improves the ability to
respond to terrorism incidents as well as other disasters. For years,
Texas has had a fully-integrated Emergency Management System
(EMS) designed to prepare, respond and recover. Texas’ Emergency
Management System recognizes that local officials are best able to
make decisions about disaster preparedness, response, and recov-

ery.

Policy Direction for Grant Programs is by the Governor’s Office
through the State Director of Homeland Security.

The Texas Engineering Extension Service (TEEX) serves as the State
Administrative Agency (SAA) for the State Homeland Security Grant
Program (SHSGP) and the Urban Area Security Initiative (UASI) pro-
gram. These programs offer funding for equipment, training, exer-
cises, and planning. They also offer “assistance in kind" with training
and exercise opportunities that are paid for by the Office for Domes-
tic Preparedness (ODP), US Department of Homeland Security

(DHS).

The long experience of the Texas Engineering Extension Service in
emergency responder training, its close relationship as a training
partner for ODP, and having Texas Task Force One as part of the
agency enable TEEX to offer quality assistance to jurisdictions and
the state in assessing needs and in developing plans and strategy.
TEEX is ideally suited to develop and coordinate training programs,
provide world class exercises, and assist in closing gaps in capabili-

ties.
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REGIONAL  The key to successful statewide preparation is regionalism built .
COUNCILS OF  upon the capabilities of jurisdictions linked together by interlocking
GOVERNMENTS  mutual aid agreements. The 24 COGs are the vehicle for achieving
(COG)  regionalism in Texas.

Regional Councils of Governments
Region 1: Panhandle Regional Planning Commission

Region 2: South Plains Association of Governments .
Region 3: Nortex Regional Planning Commission

Region 4: North Central Texas Council of Governments
Region 5: Ark-Tex Coundll of Governments

Region 6: East Texas Coundil of Governments

Region 7: West Central Texas Coundl of Governments
Region B: Rio Grande Council of Governments

Region 9: Permian Basin Regional Planning Commission
Region 10: Concho Valley Coundl of Governments

Region 11: Heart of Texas Council of Governments
Region 12: Capital Area Planning Coundl

Region 13: Brazos Valley Council of Governments

Region 14: Deep East Texas Coundl of Governments
Region 15: S.E. Texas Regional Planning Commission
Region 16: Houston-Galveston Area Council

Region 17: Golden Crescent Regional Planning Commission
Region 18: Alamo Area Council of Governments

Region 19: South Texas Development Coundl

Region 20: Coastal Bend Coundl of Governments

Region 21: Lower Rio Grande Valley Development Coundl
Region 22: Texoma Councll of Governments

Region 23; Central Texas Council of Governments

Region 24: Middle Rio Grande Development Council
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SECTION

GRANT PROGRAM
OVERVIEW

THE STATE HOMELAND SECURITY GRANT PROGRAM (SHSGP)

THREE PART

. PROGRAM

SHSGP GRANT
MANAGEMENT

The State Homeland Security Program (SHSP) provides equipment,
training, exercise, and planning funding to assist a wide range of
emergency response disciplines to prevent, mitigate, respond, and assist
in recovery from a potential terrorist incident.

The Law Enforcement Terrorism Prevention Program (LETPF)
focuses on prevention and warning.

The Citizen Corps Program (CCP) provides funding for Citizen Corps
Councils, public outreach and education, plus funding to support
Community Emergency Response Teams (CERT), Neighborhood
‘Watch, Volunteers in Police Service (VIPS), and Medical Reserve Corps
(MRC).

Grants are through the Office for Domestic Preparedness (ODP), US
Department of Homeland Security (DHS).

Policy direction is from the State Director of Homeland Secunity.

The Texas Engineering Extension Service (TEEX) serves as the State
Administrative Agency (SAA) to manage the grants.
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THE URBAN AREA SECURITY INITIATIVE (UASI) .

HousTON URBAN Core elements defined by the Department of Homeland Security
AREA
* City of Houston

* Harris County
* Fort Bend County

* Montgomery County

Additions to the Houston Urban Area by the core clty and counties

* Galveston County

* Brazoria County

* Pon of Houston

* Houston Transit Authority

DALLAS URBAN Core elements defined by the Department of Homeland Security

AREA
* City of Dallas

* Dallas County

* Denton County .
» Collin County

= Kaufman County

* Rockwall County

Additions to the Dallas Urban Ares by the core city and counties

* Tarrant County

SAN ANTONIO  Core elements defined by the Department of Homeland Security

URBAN AREA
* City of San Antonio

* Bexar County

* Comal County
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UASI GRANT
MANAGEMENT

Grants are from DHS through ODP.

The SAA manages the grants.

Each Urban Arca has an Urban Area Working Group to develop strategy
and budgets for the area.

The core city, core counties and the SAA must concur on funding
decisions. The SAA role is to ensure linkage between UASI actions and
the State Strategic Plan.

HOMELAND SECURITY GRANTS NOT ADMINISTERED BY THE SAA

EXAMPLES OF OTHER
GRANTS

Direct from DHS to Port Authorities.
Direct from DHS to Transit Authorities.

Grants administered by the US Department of Health and Human
Services for Bio-Terrorism.

Fire Grant program awards to jurisdictions.

Other grants awarded directly to jurisdictions, agencies, or institutions of
higher education from Federal Agencies that may be Homeland Security
related.
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SECTION
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FUNDING FROM ODP

STATE HOMELAND SECURITY AND UASI FUNDING

7 Note

= The first chart shows the total funding administered by the SAA for each
year. The second chart displays a more detailed breakdown of the funding
for each year. The 2004 grant is in the allocation process. When complete
it will display amounts for categories such as equipment, training, and
exercises as shown for other grant years.

[Z7 Note

" The Urban Area Security Initiatives are included in the totals. TEEX has a
key role in assisting the Urban Aréas with assessments, strategy develop-
ment, and acting as a facilitator. However decisions on distribution of
UASI funds, consistent with the state and urban area sirategies, are under
control of the Urban Area and not the state.
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ASSESSMENT

F1ON

REQUIREMENTS FOR THE
STATE AND URBAN AREAS
TO RECEIVE STATE
HOMELAND SECURITY
GRANT PROGRAM AND
UASI FUNDS

COMPLETE A
STATEWIDE RISK,
CAPABILITIES, AND
NEEDS ASSESSMENT

Assessments are done by cities and counties using ODP developed
criteria and an on-line tool. Junsdictions completed the assessment only
ance for both the SHSGP and UASL

The assessment includes:

Threat -Individuals or groups in the jurisdiction area

Vulnerability - Infrastructure nsk in the area

Required Capabiliies - equipment, organization, training, exercises
Capabilities - Curmént levels of equipmant, organization, training, and axercisas
Needs - Gap batween required and currant capabilities

The first statewide assessment was completed in 2001.

95 jurisdictions, representing 62% of Texas' population completed the
first assessment.

The second assessment began in January 2003.

753 jurisdictions completed the assessment for 2002, 2003, and 2003 11
funding representing 95% of Texas' population

928 jurisdictions completed the assessment for 2004 funding
representing over 96% of Texas’ population.
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STRATEGY

HavE AN ODP
AFPPROVED
STATEWIDE

HOMELAND
SECURITY
STRATEGIC PLAN
AND URBAN AREA
STRATEGIC PLANS

THE TEXAS THREE
PART HOMELAND
SECURITY
STRATEGIC PLAN

Each State was required to have an approved strategy to receive 2004
funds.

The Texas Homeland Security Plan was approved by ODP on January
30, 2004. It was the first unconditionally approved State Strategy.

The Houston and Dallas Urban Area Strategic Plans were approved by
ODP on January 30, 2004.

The San Antonio Urban Area Strategic Plan was approved by ODP on
March 17, 2004,

ODP requires a strategy covering 3 to 5 year period that includes
information from the assessment, a strategic vision, a strategic focus,
goals, objectives, implementation steps and an evaluation plan.
Goals provide broad long term guidance.

Objectives are measurable and have a time component.
Implementation Steps provide detailed information for achieving
objectives.

The Texas Homeland Security Strategic Plan provides broad strategic
guidance from the Governor in Part 1, Goals and Objectives (the ODP
required format) in Part IT, and the State Emergency Management Plan in
Part I1L

Teras
Homeland
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PROJECT FOCUS

THE 2004 STATE
HOMELAND
SECURITY GRANT
PROGRAM AND
URBAN AREAS
SECURITY INITIATIVE
GRANTS REQUIRE A
PrOJECT FOCUS.

* Projects help ensure that grant expenditures improve Homeland Security
capability.
* Examples of projects (not all inclusive):

Assess vilnerability of and harden critical infrastructure
Develop/enhance interoperable communications systems

Enhance capability to support international berder and waterway security
Establish/enhance a public health surveillance system

Establishfenhance a terrorism intelligence/early warning system, center, or
task force

Establish/enhance agro-terrorism preparedness capabilities
Establish/enhance Citizen Corps Councils

Establish/enhance emergency operations center

Esrablish/enhance explosive ordnance disposal unitshomb squads
Establish/enhance sustainable homeland security exercise program
Establish/enhance sustainable homeland securiry fraining program
Establish/enhance cyber security program

Buildfenhance a pharmaceutical stockpile and distribution network
Establish/enhance citizen emergency preparedness awareness campaign
Esiablish/enhance public-private emergency preparedness program
Establish/enhance regional response teams

* Projects must be linked to strategic goals and objectives.

. Prnjécu use solution areas of planning, equipping, training, and exercises
1o close gaps identified in the assessment.

* Projects should include a recommended funding amount and a
breakdown of funding by discipline.

= When equipment is a selected solution area the project should include the
broad categories of equipment the project will include.
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GRANT ALLOCATION IN
TEXAS

BASICS

ALLOCATION OF  State Homeland Security Grant Program (SHSGF)

FUNDING TO THE
‘ STATES BY THE  The amount for each state was calculated using a base amount of
DEPARTMENT OF .75 percent of the total allocation for the States (including the Dis-
HOMELAND  trict of Columbia and the Commonwealth of Puerto Rico), and .25
SECURITY  percent of the total allocation for the U.S. Territories (American
Samoa, the Commonwealth of the Northern Mariana Islands, Guam,
and the U.S. Virgin Islands), with the balance of funds being distrib-
uted on a population-share basis. Population figures were deter-
mined from 2002 U.S. Bureau of the Census data.

Urban Area Securily Initiative

DHS calculated the UASI Program amounts with a formula using a
combination of current threat estimates, critical assets within the

urban area, and population density.
ELIGIBILITY  SHSGP

Texas counties, incorporated municipalities, and Federally recog-
nized tribes, that complete the statewide assessment and have an
Emergency Operations Plan are eligible for funding. Port Authorities,
transit agencies, and school districts associated with eligible cities
and counties may also receive funding. Reglonal Counclls of Govern-
ments may receive grants for specific regional purposes.
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s #

Eligibility is the same as for the SHSGP except that eligibility is im-
ited to jurisdictions within the defined Urban Area.

Eligibility of State Agencies

The amount of funding to state agencies can be no more than 20%
of the total grant. Texas has awarded the majority of the money to
local jurisdictions. The chart below shows the split between local
and state in Texas through the 2003 Part II grants. Allocation to
local jurisdictions from the 2004 grants will exceed 90%.

d W State Percent Local and State

¥ Local 4%
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‘ ALLOCATING FUNDING TO LOCAL JURISDICTIONS ~-SHSGP

CALCULATING 2002, 2003, 2003 I, 2004 State Homeland Security Program
REGIONAL
AMOUNTS  Regional funding was determined by an equal weighting of popula-
tion and the number of jurisdictions in the region.

2004 Law Enforcement Terrorism Prevention Program
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Regional funding Is determined by a formula that allocates 45%
based upon population, 10% based upon population density, and
45% based upon risk factors. This methodology reflects the move
toward risk based allocations to the states in future grant years.

DETERMINING 2002, 2003, 2003 /i Base Grant caiculation
ALLOCATIONS TO

LocaL * 50% of each regions’s funding was distributed by TEEX 1o eligible
JURISDICTIONS jurisdictions as Base Grants.
200220032003 11 » Jurisdiction and COG assessments were used to calculate a score for each
jurisdiction.

* The jurisdiction score determined the jurisdiction's percentage of the
region’s available base grant funding.

Council of Governments Role

h Note

All funding decisions ar the Council of Governments are made by the COG
Governing Board which is comprised of local elected officials

&

= Each COG Governing Board determined distribution of 50% of the
regional allocations,
* (0Gs were allowed to distribute the funding 1o any eligible jurisdiction.

* COGs provided conditions with the regional allocations to ensure
allocations were used to enhance regional response.

ah Note

=
The grant to a jurisdiction was the sum of the base grant and the regional
allocation from the Council of Governments
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DETERMINING 2004 Base Grant Calculation
ALLOCATIONS TO

Local s 50% of each regions's funding was used for calculation of base grant
JURISDICTIONS amounts.
2004 STATE e Jurisdiction and COG assessments were used to calculate a score for each
”‘g;‘;&;‘;‘: jurisdiction.
PROGRAM » The jurisdiction score determined jurisdiction’s calculated percentage of

the region’s available base grant funding.

* When the calculated base grant was less than $15,000 the funding was
placed under COG Governing Board control.

» Calculated base grants for jurisdictions with a population of less than
25,000 who had previously received 2002, 2003, or 2003 II funding were
placed under COG Governing Board control.

* (COG Governing Boards were able to give funding to any eligible
jurisdiction, to include those with populaticns under 25,000.

» [ntent was 1o allow local decisions through the COG Governing Boards
on smaller grants amounts and to ensure that smaller jurisdictions would
be able to utilize additional funding.

Council of Governments Role

* Each COG Governing Board determined distribution of the original 50%
placed under COG control plus any funds shifted from base grant
calculations to the regional fund.

* COG Governing Boards identified projects associated with regional
funding. This complies with & requirement from DHS to link projects to
the state strategy.

DETERMINING 2004 LETPP Base Grant Calculation
ALLOCATIONS TO

LocaL s 30% of each region’s total LETPP funding will be distributed by TEEX
JURISDICTIONS as base grants.
2004 Law * Base grants were calculated for jurisdictions that had populations greater
EN '_:I?RCE"':I?T than 25,000 population and that had Law Enforcement capability.
ERRORISM ;
PREVENTION + [nformation from the statewide assessment by jurisdictions and Councils
PROGRAM of Governments was used, as it was for the State Homeland Security
Program, except that only Law Enforcement related capabilitics were

used from the COG assessment.

Council of Governments Role

* Each COG Governing Board will determine distribution of 70% of the
total amount to the region.
¢ Program emphasis is on lerrorism prevention.
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. * C0OG Governing Boands will specify projects for allocations from the
regional wotal.

NOTIFICATION * The semior elected official of a recapicnt junsdiction recerves a letter from
TEEX anncuncing the amount granied 1o the jurisdiction.
* TEEX sends materials needed to accept and utilize the grant to the point
of contact previously designated by the senior elected official.
vd
The Governor’'s Office through the Director of Homeland Security is the
approval authorify for grant allocations

@
B
>
2
3
-
v

ALLOCATING FUNDING TO LOCAL JURISDICTIONS -
URBAN AREA SECURITY INITIATIVE (UASI)

URBAN AREA * [Each Urban area has a working group to develop strategy and
WORKING recommend funding allocations (o jurisdictions in the defined Urban
DEVELOPS Area

RECOMMENDED . i ust concur on all i
g iy l‘h:cmcl_ty.mmﬂcs.mdi&ﬂm funding

ALLOCATING FUNDING TO LOCAL JURISDICTIONS - 2004 CITIZEN CORPS
PROGRAM

* Councils of Governments accept applications from local jurisdictions.

s Each COG consolidates and forwards the applications 10 the Texas
Association of Regional Councils who reviews the applications and
recommends funding for Citizen Corps projects.
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SECTION

UTILIZING GRANT
FUNDING

AUTHORIZED EQUIPMENT LIST (AEL)

EQUIPMENT MUST  The AEL is provided by ODP. The range of available equipment has
BE ON THE AEL TO  increased greatly since the list provided for the FY 1998-2001 Programs. The
‘ BE PURCHASED WITH  following chart shows the list and its evolution.
STATE HOMELAND
SECURITY GRANT
PROGRAM OR UASI

FUNDS

1999
2000
2001

Personal Protective Equipment

Detection Equipment

Decontamination Equipment

Interoperable Communications Equipment (originally communications)

2002

All of 19992001 Pilus:

Explosive Device Mitigation and Remediation Equipment

CBRNE Search and Rescue Equipment (originally W MD Technical Rescue Eqaipment)
Physical Security Enhancement Equipment

CBRNE Logistical Support Equipment (originally General Support Equipment)
Medical Supplies and Limited Types of Pharmaceuticals

2003
2003 11

All af 2002 Plus:

Terrorism Incident Prevention Equipment
CBRNE Incident Response Vehicles
CBRNE Reference Materials

All of 2003-2003 11 Plus:

Agricultural Terrorism Prevention, Response and Mitigation Equipment

CBRNE Response Watercraft

CBRNE Aviation Equipment

Cyber Security Enhancement Equipment

Intervention Equipment (specialized law enfor I equip T

Other Authorized Equipment (includes equiy training, in: ion costs, mai -
costs, Multiple Integrated Laser Engagement System (MILES), shipping cosis, sales tax)
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PLANNING, TRAINING, AND EXERCISE FUNDING

PLANNING

TRAINING

EXERCISES

Planning funds may be used for assessments, strategy develop-
ment, and plan development. Careful consideration must be taken
to ensure that the funds are not used to supplant already funded

functions.

Training funds may be used to pay backfill overtime costs for atten-
dance at ODP approved training, and for presenting ODP approved

training.
Exercise funds may be used to pay exercise expenses and backfill

overtime costs. The Texas WMD Exercise Program is the primary
exercise program under the State Homeland Security Grant Pro-

gram.

STEPS FOR A JURISDICTION AFTER GRANT AWARD

THE TEXAS SYSTEM
1S DESIGNED TO
ACCURATELY
CAFTURE WHAT IS
APPROVED AND
PURCHASED WHILE
GIVING FULL
FLEXIBILITY IN
PROCUREMENT
METHODS.

Sign the sub-recipient agreement to accept the grant and any special
conditions.

Develop projects for base grant portions of the total grant. Determine
solution areas where funds will be used (Planning, Equipment, Training,
Exercises). This is a new step for 2004.

Create an equipment list utilizing the Defense Logistics Agency Prime
Vendor web site and the SAA web site.

Submit the list, on-line from the SAA web site, to their COG for
approval.

After COG and SAA approval indicate the purchase method for each
item of equipment using the SAA web site. Purchase options are: Prime
Vendor, Houston-Galveston Area (H-GAC) Council of Governments
Cooperative Purchasing Program, or local purchase. A jurisdiction may
use any or all of the methods.

Order individual items of equipment using the purchase method selected.
Provide shipping receipts for Prime Vendor Purchases and H-GAC
items. (The Defense Logistics Agency and H-GAC will bill TEEX).
For local purchases send shipping receipis and invoices showing an
obligation to pay to TEEX who will make payment within three weeks.
This will usually be before payment is due to the vendor. Special
arrangements may be made in advance for short billing cycles. The intent
is that a jurisdiction is not required to pay for items from local funds.
Reimbursement for overtime backfill and other personnel costs is made
upon submission of a request for payment by the jurisdiction (sub-
granlee).
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‘ PURCHASING OPTIONS

4

DEFENSE LOGISTICS
AGENCY PRIME
VENDOR PROGRAM

HousTON
GALVESTON AREA
COUNCIL OF
GOVERNMENTS
COOPERATIVE
PURCHASING
PROGRAM

LocaL PURCHASE
OPTION

This option is offered by the ODP in conjunction with this grant. The
Defense Logistics Agency (DLA) Prime Vendor for the Texas area is
Fisher Safety. This is an optional choice for jurisdictions. The
Defense Logistics Agency directly bills TEEX when this option Is
used. Ordering is on-line.

Vehicles and several communications system are available through
this program. H-GAC directly bills TEEX for these items. Jurisdictions
may also use this program as a local purchase option for items other
than vehicles and the selected communications systems. H-GAC bills
the jurisdiction when the cooperative purchasing program is used as
a local purchase option.

Jurisdictions follow standard local purchasing practices to procure
equipment. The responsibility to pay the vendor rests with the juris-
diction. TEEX will reimburse the jurisdiction upon receipt of a ship-
ping receipt and an invoice showing an obligation to pay. The
maximum time to process a request is three weeks. This will usually
be inside the billing cycle for the vendor. Special arrangements can
be made for short billing cycles. The intent is that a jurisdiction not
“front” the money.

ONGOING RESPONSIBILITIES

TEEX

* Obtain training for jurisdictions in Texas from ODP resources.

* [nstitutionalize Awareness Training in Texas by developing programs to
utilize academy and college resources.

* Deliver the Texas WMD Terrorism Exercise Program.

s Coordinate among agencies that have responsibilities in the strategy to
ensure the strategy is accomplished.

» Conduct monitoring visits to selected grant recipients 10 provide
assistance and training in obtaining and properly using available
resources.

= Work with the Councils of Government to strengthen regionalism.

+ Update the State Strategy as required.

* Provide grant management to support equipment, exercise, training and
planning .

= Provide training and assistance in strategy development, training, and
planning.
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REGIONAL
COUNCILS OF
GOVERNMENTS

LoCaL
JURISDICTIONS

Assist jurisdictions in completing Emergency Operations Plans. .
Assist jurisdictions in developing mutual aid agreements.

Develop regional projects and allocate funding from new grant cycles.

Assist jurisdictions in developing equipment requirements.

Gather and consolidate Citizen Corps proposals.

Assist in coordination of monitoring visits.

Request needed training.

Maintain accountability for equipment.

Maintain equipment.

Participate in monitoring visits (these arc not audits)

Maintain a current Emergency Operations Plan

Update assessment information if requested.

Develop and maintain mutual aid agreements that will enhance regional
capability.

ADDITIONAL INFORMATION

You can contact TEEX by E-mail: support@texasdpa.com or by
phone at 979-458-6815.
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Appendix D

State and Regions

Th- "=xas Department of Health (TDH) began operations in the late 1800s as the Texas
X itine Department, with its main responsibilities being disease quarantine and
sanitation. TDH underwent many additions and reorganizations in the subsequent years,
adding vital statistics collection and numerous health-related programs. Today. TDH
serforms many public health services such as disease surveillance, laboratory analysis,
1ealth promotion and education. consultation, health planning. data collection and analy-
sis, vital statistics, and environmental regulation. TDH also provides direct health care
services through its regional offices and network of clinics in rural areas without local
1ealth departments or other local providers.

rhe public health regions were initiated in the 19705 after a need was recognized for , X
-egional services spread around the state. The public health regions are extensions of TDH The regions® main
ind are supported by federal and state funds. The regional boundaries have been redrawn purpose is to pro-
everal times, and there are currently eleven public health regions in Texas combined under . .

sight directors (who by law must be physicians). The locations of the regional offices are vide public health
.ubbock and Canyon (PHR 1); Arlington, Abilene, and Wichita Falls (PHR 2 and 3); Tyler services in areas
PHR 4 and 5 North): Houston and Beaumont (PHR 6 and 5 South); Temple and Austin i

PHR 7): San Antonio and Uvalde (PHR 8); El Paso, Midland. and San Angelo (PHR 9and | With no local health

:0); and Harlingen and Corpus Christi (PHR 11). See Figure 2 for a map showing the departments and to
egional boundaries, headquarters, and addirional offices. The regions’ main purpose, then .

s well &5 now, was to provide public health services in areas with no local health depart- provide assistance
nents, including core public health services, direct health care, and regulatory services. to the local health
tegional offices were also designed to provide assistance to the LHDs in their regions,

departments in

specially in emergencies.
their regions.
miht~ health regions provide a variety of services, such as the Birth Defects Monitoring

L4 n. dental care, emergency medical services (EMS) planning and provider certifica-
lon, urug and medical device safety, general sanitation, immunizations, meat inspection,
sbacco prevention, ruberculosis control, and many more (see Table 2 for summary). Most
1 the regions offer the same programs. except for special programs addressing problems
pecific to certain regions, such as border health and seafood safety, or programs that are
perated out of a few regions only, such as the cancer registry. For Fiscal Year 1998, TDH
s funding a total of 45 regional programs with a total budget of almost $103 million,
ncluding both state and federal funds. !5 Each of the regions’ budgets is between about
even and 16 million dollars for the 30 to 40 programs it operates. The regional programs
pordinate with TDH headquarters and with local health departments and other health
gencies in the region to give technical advice and training in these areas. The regional
rograms offer back-up support in places that already have local entities providing these
ervices and they perform some public health services in areas with no local public health
resence. See Appendix C for profiles of each region. along with other data.
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Appendix E

vO/S /Y

SAVTIOA TVIHATA WO¥A L'INSHY LSH4 HHL ONLLLED
{AONHOYHNE HLTVHH OI'TdNd V Y04 SYVXHL ONIIVJTId

Yi|oeH jo juswjiodeq soxe)

-55



Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

sueyd juowAordap
QULJ21 pue 1S3 0} ‘SIAP[OYNEIS [B00] Y Suneurproos
‘BaIR S)1 U SOSIOIAX FUNONPUOD ST UOIFAY YIS d1[qnd Yoeq e
gururen papiaoid aAey H(LL Pue S[EYsIEIN S DD ®
steyidsoy pue sjeuoissajoid [BOIPIJN «
SIOPBI[ A TUNUIO)) «
s1opuodsal 1811 pue JuswRFeurw AouaFiow «
S[BIOLJO JUSWILIDAOT [0 «
‘SIOPOYDYBIS apnjout
ety soanuwiwod Suruue|d Funenqoey Aq B0 oY) spea] HAL
"paau ui asoyp (e yoeax Apppmb Lousdiowa meay onqnd
€ Ul JUSWILUIDAOS [BJapa) Y} Aq padalap sarjddns [eonnaseurreyd
pue [edIpawW Jey) SaINSud s1aued Yjim UOIRUIPIOD)) e

vO/S/y

(SNS) 21142015 [pUOCHDN
2132)041S Y} A0f SulDdadd UOPDUIPLO0)) [PIOT PUD 2ID]S

| - 56



vorsiv

ssauparedaid [eydsoy aouequy e

OJIXaA
pue sexa ], usomjaq Suruue(d pue uonesmuNWWod UARSUInS
yeaiqino xodjrews © 10y aredor e
sa01nosal pue sarpddns peorpowr 0} $$2008 2INSU

Juawdo[2AP 20I0JHIOM ‘SUOTIEIIUNUITIOD
ysu ‘Suruuepd ‘soueinsse Ayenb :ssouparedal [erouar) e
Ayoedes L10je1oqe| s,23)S A1) 2URYUF e

sarouade [eay [ed0] pue siapraoid
A d)eoTunwwod 0} (NVH) JoMdN Ho[Y [ieoH o) dojoad(] e
asuodsai or3ojoruapids pue sjeany) jo uonosjep APwi] e

suorgax yipeay orqnd pue
sjuaunedap yipeay [eoo] yanoiy) asuodsar Ayrunwuiod uapduang e

§2410021G() [p42uU2L)

Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

| -57



F0/Siy

002 A4 €-2002 Ad 1002 A4 0002 Ad

0'0$

0'0L$
0'02$
0'0e$
0'0v$
0°0G$
0'09%

0°0L%

utpun,y H(q)

Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds




Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

pO/SIY

SUIR)SAS
QOUB[[I2AINS ISBASIP JIUOLOI[2 A[awil} pue dAISuUayaIdwo)) «
3urpodar aseasip a[qeynou urpiesal SUBLIBULIDJOA
pUE SIQUTWIEX? [BOIPAW ‘SasInu ‘SuetorsAyd Sururel], «
swred) asuodsar AZojormaprda [euoidar sy «

SyeaIqINo
QSBASIP PUER SJUAD [enSnun J29)op 0} Ajoeded aouequy «

00T A4 Ul UOI[[TWI {'€$
Pue ¢-z00T A Ul UOI[[IW 9'¢g :eoue[[1dAIns pue AFojoruapids e

asvodsay o130]jotuaprdiy pup spaay ], Jo uoyosaa(] Ajauil]

I-59



FO/Sit

asuodsa1 }o0[2-aY)-punoy e
suatoads uewny
u1 syuafe Je0IY) [LOIIAYD J09[as amseau 0} Ajoeded Fuidofora(g e
sarI0jRIOqe ] YIomIaN asuodsay A1ojeioqeT (0 )
1e sjuade o180]01q 109[9s 10§ Funsa) onsouFerp ajeInooe pue pidey] e
p00T A Ul UOI[[I £°CE PUe £00Z-TO0T Ad Ul UOH[I £°CF o

An1ovdp) Li0jp.10gD7T S, 2)DIS Y] 2OUDYUT]

Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds




vO/SIY

Suruue(d Suump sioupred juswafeuew
KousBiowo 2)e)s pue [BUOIFaI ‘[BOO] YJIM UONRUIPIOO)) e
JUSTINION JOAJUN[OA
$0)1s SuISuadsIp SSeUl puR SISNOYAIEM FUIAIDIAI JO UOTIEOLTIUIP] »
seanunuod uruueld [euoIdoy e
sdoysyrom SNS [euOIFoY e
SAHT
pue syHd 03 suonesof[e ur asodind sry) 10J papnjout oI ['¢§ o
sastoIaxa pue Juruueld Ajferoadss ‘sanianoe apimajels jJo
UOREBUIPI00 103 00T Ad Ul UOI[[IUI §°[§ - UOT[[TUI /'H§ JO [BI0], e

l-61

(SNS) 2114058 [puoDN 2132)0.418
— s21]ddng pup $20.4n082}] [DIIPIJN 0} SSIIIY SULINSUT

Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds




Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

5L POIS/E

YOTBIA 93E[ UI P[aY (ZoIen{ Pepni)-0Se ) WNIo) ISIL]

sue[d ajen[eAa pue 1s2) 0} SASIIOXS [BUOTIRULE «
SJUSWIdRITE PIE [BIINJA] «
sue[d asuodsax 1op10q Jo Justudofasap aaneIadoo)) «
sjuawssasse Yyeay orjqnd [euoneurq aarsuayarduwo)) «
:10J Po9U 91} SUISSAIPPE SWINIOJ
asuodsal pue ssauparedaid yieay srpqnd 0drxopA-sexa ], o[dnmA e

I9pI0Q A} SSOIOE UOTIOIUNUILIOD PUB UONRUIPIOOd dA01dW] e
#00T Ad UT UOT[TUX C*[§ o

OD1XIJ] PUD SDX3,J UDdMIdE UONDIIUNUIULO)) [DUOIIDULS

| -62



vO/s/y

JuawdooAdp 22IOPHOM <«
UOTEOIUNUITIOD ST «
Suruue|d «

doueInsse Aens) «
:ssouparedard [erouod

10} 00T Ad Ut UOT[[IW " [§ PUB €-TO0T A4 UL UOI[IU G [§ o

SI9)U8d ueqIn 93| Ul mmun.uﬂmmu.a [eidsoy 9oueqUR O], «
(4o®a 000°0099)
OTUOJUY UeS PUE SB[[e(] ‘UOISNOY I0] UOI[[IUI §'[§ «
oprMuoneu
SONIO 1sa81e] Ue) 03 Surpuny [eroads owm-ouQ) H(OT Ad *

|-63

ssouparedaid pue Juruueld asuodsar [ejidsoy jeuordax
10} $00T Ad Ul UOT[[IW T°8T§ PUB €-TOOT A Ul UOI[[IW 89

SsaupaandadJ jpndsory

Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds




Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

vO/SH

"SIR[|Op JO SUOI[IU Ul aTe SHUNOWE [y

0+018 F'2o8 +00T-T00T Ad ‘[MoL
1'SE8 £'8% =01
m”_a _ Omojry ueg pue ‘se[[e(] ‘vojsnoy o) Suipuny swy-oug) Ereds
L'ES Sa1oppo ‘suonRomMILos Bupmred Ammummon-spefoid endsoy-uoN
) jwdojpaap sasoppom
¥ 18 ‘uonesININNeD ¥su “Buruweid ‘sounmsse Aiend) - ssoupamdalg [misuan
T8 80§ Anoudeo osuodsaa  spendsoy uamfuang
VS
689§ I'¥<S - Emm
8 asuodsal P UORESIUNUILIO) [FUONBUTE
....mm : xod|emg
91§ (SNS) anrdsyoorg Teuonep oBojeng
) . awdojasap ao1opIom
h,nm 'S ‘suoneommes Ysu ‘Bupnue|d ‘souemsse Lieny) - ssauparedal iauan
m,nw m..mw. sauojeIoqe| 18 Atoedes Sunssy snosdiy
0'ss 9's (NVH) 3oasaN pa1y miesy dopasg
vES 9'es souR(AmS pue AFojorumapide uapfuang
. ) xodj[ews pue SN 10§ suoneoo[[e [suoiEal Burpnjour
£018 768 SAH'T oA sease ut suoiday meaH orqngd H(LL Jo suodsar asoiduy
xodjpews pur gNS 10) suonesoE
L'TEs 6928 TeuoiBos Supnpaur (sqHT) iU 0 asuodsar
POOT WA [BOSIY | €-ZOOT STeR [Rosty B e u_..EnN_au
PIBALY JURID SPIRMY JURID
P00Z Y3noxm Zoz Ivax [easig

‘VSHH Pus D) woaj spuny ssoupaaedaig [e1apag jo asp




Committee on Senate Finance, Interim Report on Distribution of Homeland Security Federal Funds

Appendix F
From: Garry Dube
Sent: Monday, November 28, 2004 8:20 AM
: Richiard sC
Subject: Fe: Homeland funds

Hello Rich,

Would be happy to send you a copy of the paper. I'm making a few edits at the request of the Lt. Governor's
Office today. Just got back from the Thanksgiving Holiday with my family so give me a little time and Il be in
touch shortly.

Federal funds to local government entities were primarily firefighter grants and airport granis, and some of the
carly urban arca security granis and urban transportation grants. There's certainly more. Part of the problem is
that some of the funds are buried in regular, direct federnl grants o universities and local communities. Alsa,
all of these fundis were sent directly 1o the receiving entities and not through states. It's really hard 1o pin down
a number for Texas, but my guess is somewhere between $350.0 mil and $500 mil.

aver the last three years. OF course, if it doesn't come to through the state treasury or if it is appropriated by
Congress between Texas sessions, it just never gets figured into the state budget.

The state will be able to kecp better tabs on most of those grant funds from now on because many of these
grants will pass through the Texas Engineering Extension Service before being distributed to local entities.
Many universities will continue to receive grants directly, but they are required 1o report and estimate homeland
security funding starting this session and must report new grants over $5.0 million if they were not anticipated
during the legislative session. Firefighler grants are going to be incorporated into the "Homeland Security"
grant structure. Airport grants are phasing out as airports make necessary changes and purchase required
secunty equipment.

Give me & call if you want to discuss or investigate further.

Gerry Dube

512/463-1177

== Richard Wright SC 11/23/2004 10:37:13 AM >>>
Gerry

i

| was not able o attend the BOR that pertained to Homeland Security. You mentioned that you would discuwss
your while paper regarding agency on-going expenses resulting from initial DHS funds. Can you provide me
with a copy of that paper at this time, or is it still restricted?

Additionally, were you able 1o determine (estimate) how much money entities around the state have or are
currently receiving outside of the appropristions process?

Thanks,

Rich Wright

Senate Finance Commitice

512.463.0370

512.463.5752 fax

I—ﬂr‘{
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Committee on Senate Finance, Interim Report on the Review of Fees at State Regul atory Agencies

EXECUTIVE SUMMARY

Article VIII agencies are the primary regulatory agencies of the state. The nature
of the services these agencies provide to Texas businesses and individuals enables them
to charge a variety of fees, fines, and penaties to support their own functions and
possibly to contribute revenue to the state. These 36 agencies are funded through
various arrangements, with some agencies making a net contribution to the state, others
requiring additional state funds, and others costing the state no net revenue.

The Committee examined the various groups of agencies, a recent history of their
fee schedules, and the impact to the overall state budget to formulate recommendations

for the next regular session.

Summary of Recommendations

1. Consider any Sunset Commission recommendation to merge additional agencies
under the Texas Department of Licensing and Regulation to achieve efficiencies
for licensees.

2. Include an Article IX rider that requires each regulatory entity to report the
amount of fees, fines, and penalties assessed and collected to the LBB on an
annual basis.

3. Give agenciesthe incentive to collect fines and penaltiesin an efficient manner by
allowing each agency to retain a portions of the money collected.



Committee on Senate Finance, Interim Report on the Review of Fees at State Regulatory Agencies

PROCEDURAL BACKGROUND

The Senate Finance Committee was charged with conducting a thorough and
detailed study of the following issue, including state and federal requirements, and
preparing recommendations to address problems or issues that are identified. The Senate
Finance Committee (the Committee) met in accordance with the following General
Government interim charge as follows:

Review of Fees. Conduct comprehensive review of and report on fees at state

regulatory agencies, including historical information on fee amount, expenditures,

appropriations, populations affected and general impact to the state budget.

The Committee met pursuant to the aforementioned interim charge in a public
hearing in Austin, Texas, on April 12, 2004, to consider invited testimony provided by
the Texas Department of Licensing and Regulation, the Texas State Board of Medical
Examiners, the Texas Department of Banking, the Public Utility Commission, the Texas
Board of Nurse Examiners, the Texas Department of Insurance, and the Texas Legidlative
Budget Board. The Committee solicited public testimony on the interim charge in a
public hearing in Austin, Texas, on July 20, 2004; however, none was provided.

The Committee extends its thanks to those who participated in the hearing, and

assisted with or made presentations before the Committee.
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BACKGROUND

The regulatory model in Texas generally requires regulatory agencies to assess
fees in an amount sufficient to cover their operations.’ A list of agencies to whom this
rider applies appears in Appendix 1, pages 11-10 and 11-11. There are 3 agencies not
required to cover their cost of operations. The State Office of Administrative Hearings,
the Public Utility Commission, and the Office of Public Utility Counsel require General
Revenue appropriations above the revenue they collect to operate.

A number of regulatory agencies are net contributors to the state. Theses agencies
raise more revenue than required to cover the costs of their programs. This creates an
undedicated revenue stream available to the legislature to fund other important state
functions. The net revenue generated by these agenciesin FY 2002, 2003 and 2004 was
$185,079,627, $94,955,940 and $165,746,310, respectively. The contributions made by
these agencies, and ultimately the licensees, to General Revenue have traditionally been
viewed as a premium paid for the privilege of doing businessin Texas.

Through the Self-Directed, Semi-Independent (SDSI) pilot project, the legislature
has adlowed three net contributing agencies to operate independently of the
appropriations process (Board of Public Accountancy, Board of Architectural Examiners,
and the Board of Professiona Engineers). Each agency can set its own fees but is
required to annually remit a certain amount to the General Revenue Fund. Thisamount is

determined by the Comptroller of Public Accounts and is an estimate based on historical

! General Appropriations Act, 78th Legislature, Article V111, Special Provisions Relating to All
Regulatory Agencies, Sec. 2, Appropriations Limited to Revenue Collections, p. VI111-87.
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trends of projected net contributions were the agencies not part of this pilot. This project
was extended by the 78th Legislature until September 2009. 2

There are 6 agencies whose revenues equal their appropriations causing no net
gain or loss to the state General Revenue. These agencies are referred to as "self-
leveling" or "self-correcting” agencies. Self-leveling agencies are required by statute to
match revenue with the costs of appropriations. Amounts collected over and above
agency costs are returned to licensees through reduced assessments.  These over-
collections may not be used by the legidlature to fund other government programs. On
the other hand, if revenues are too low to match expenses, assessments must be raised in
order for the agencies to break even. Self-leveling agencies include the Department of
Banking, the Office of Consumer Credit Commissioner, the Credit Union Department,
the Savings and Loan Department, the Department of Insurance, and the Worker's

Compensation Commission.

FUNCTIONAL LICENSING MODEL

Regulated individuas are frequently willing to accept higher fees in order to
improve the effectiveness of their regulatory programs. However, new approaches to
licensing and regulation have created efficiencies which may help alleviate the need for
regular fee increases. Utilizing its functional licensing model, the Texas Department of
Licensing and Regulation (TDLR) has achieved very positive results not only in its
regulatory goals, but in its ability to reach them in an efficient manner.

Since the agency is organized along functional lines, TDLR’s licensing resources

can be concentrated when peak loads occur in a particular program. This avoids the cost

2 Additional information on SDSI agenciesp. I1-12.
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of having to staff individual programs at levels sufficient to handle seasonal or periodic
peaks all year. Further, as the license base for a functionally aligned agency grows,
administrative costs are spread over a larger base, reducing administrative cost per
license. Not only does this method distribute fixed costs between regulatory agencies, it
has in some cases allowed for certain fee decreases. As directed by the 78th Legislature,
TDLR has taken on three new programs with more than 100,000 new licensees, while
reducing fees in 12 of the 22 programs.® The fee reductions ranged from 10% to as high
as 75%. In addition TDLR met or exceeded over 94% of the agency’s key performance

measures in fiscal years 2002 and 2003.

GENERAL IMPACT TO STATE BUDGET
Appropriations to regulatory agencies in 2004 - 05 biennial amount to .7% of the
total state budget. This trandates to $768.9 million All Funds, and $392.9 million in
General Revenue.* As mentioned earlier, the net revenue generated by these agencies in
FY 2002, 2003 and 2004 were $185,079,627, $94,955940 and $165,746,310
respectively. To the extent it continues to fall within the policy goals of the legislature, a

portion of licensing assessments will continue to be used to fund general government.

HISTORICAL INFORMATION ON FEE AMOUNT
Historical information on fees and penaltiesis not readily available . The LBB has

requested this information from agencies and will provide it as soon as possible.

®TDLR pressrelease, pp. 1-23 - 11-24.
* Legislative Budget Board, Fiscal Size Up, 2004-2005 Biennium, pp. 4-5.
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EXPENDITURES AND APPROPRIATIONS
Appendix 1, pp. I1-20 - 11-23 provide detailed documentation pertaining to Article

V111 expenditures and appropriations.

RECOMMENDATIONS

1. Consider any Sunset Commission recommendation to merge additional agencies
under the Texas Department of Licensing and Regulation to achieve efficiencies
for licensees.

2. Include an Article IX rider that requires each regulatory entity to report the
amount of fees, fines, and penalties assessed and collected to the LBB on an
annual basis.

3. Give agencies the incentive to collect fines and penaltiesin an efficient manner by
allowing each agency to retain a portions of the money collected.
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Appendix A
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Appendix
B

TDLR TO LOWER 29 LICENSE FEES August 16, 2004 Page 1 of 2

@D e

Texas Department of Licensing and Regulation
Mews Release

For Immadiate Relsass Contact: Patrick Shaughnassy
DATE: August 18, 2004 512-4683-3208

TOLR TO LOWER 28 LICENSE FEES

AUSTIN - The cost of doing business in Texas just dropped - at least for many of the pecple engaged
in occupations llcensed by the Texas Departmant of I.Io.nllnu and Regulation (TDLR).

The Texms Commisalon of Licensing and Regulation, TOLR's governing body, has voled unanimously
to reduce 28 licensing and registration fees in 12 of TOLAR's 22 programs. Fee reductions rengs from
10 percent to as high as 75 percent.

‘ “Wie perform an annual review fo ansure that the licensing fees we charge cover only the cost of

rating asch of our programs,” said Willam Kuntz, TOLR's executive director. "As our icense base
more pranounced. Our efficiency is good news

Because of the way TOLR is structured, the addition of programs o the existing licenss base results
in |cwer par icense costs. The 78 th Texas Lagislature added threse new Drogramas to the sgency’s

portfolio last yaar.
When the Texsas Legisiature creatsd TOLR in 1888, it was envisionsd as an “umbralla”

agency capable of reguisting a wide varisty of coccupations. This structure promotes efficisncy by
allowing the costs of administration - such as executive management, human resources, legal
servicas, information sarvices and - 1o ba spread SCTOSS Many [Cansing Programs. As the
number of programs s increasad, or the licensse population grows, the cost per icenses
actually drops as the administrative costs are apportioned to a larger population base.

“This dossn't surprise ma Thblwliul‘p.ﬂwmuﬂu- mxactly what the legislature
gave those additional responsibilites to TOLR," said Texas Sen. Tommy \-Mlllmlanh.\ﬂbn:lhmh
who is @ member of the Senate Finance Committes, "TDLR has eamed its reputation for efficiency

They provide a model for what successiul consolidation should ook like

Other states also have umbreila licensing agencies, but not like TOLR. In other states, an umbrella
agency might consist of a collection of licensing clusters, each responsibia for the entirety of a single
regulatory program. One group of employees processes and issues a single type of license and alsc
tracks compliance and prosecutes enforcement cases

. TOLR, however, ia structured along functional lines. S, at TOLR, the licensing d
applications and issues licensas for all of the agency's 22 programs. TDLR's philosophy s that
program experts balong in the compliance division, which tracks adherence to the law and the rules

10/6/ 2004
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TDLR TO LOWER 29 LICENSE FEES August 16, 2004 Page 2 of 2

for all license types. The enforcement division prosecutes all violators. Aligning along functional lines
eliminates redundancies among programs and allows even greater efficiencies.

‘ “The same basic functions are required regardiess of the type of license,” Kuntz said. “Se it only
makes sense to us to have the same people issuing all licenses rather than setting up a system of
specialists for each type of license. This also gives us more flexibility to handle tha regular ebbs and

fiows of the licensing business.”

Examples of the fee reductions include: air conditioning contractors, reduced from $125 annually to
$80, a 36 percent reduction; journeyman electrician, $50 annually to $40, a 20 percent reduction; staff
leasing services companies with less than 250 assigned employees, §1,000 annually to $250, a 75
percent reduction; licensed court interpreters, $175 annually to 375, a 57 percent reduction. To see a
complate list of TOLR licensing feas that will be reduced, visit the TDLR website at

hitp:fihwnww license state tx us/feereductions him.

Before the lower fees can become effective, TOLR's rules will have to be adjusted. Adjustment of
rules invalving 12 programs will take some time, but TOLR staff will begin modifying the rules
immediately and all rule changes should be compiated by the end of the year.

To ive news and 1 on any of the programs TDLR administers, sign up for TDLR's amail
subscription service at

http.ifwww. license state. te usinewsletters/TOLRnotificationLists. asp

TOLR Home Fage | Press Releases

10/6/2004
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Committee on Senate Finance, Interim Report on Adult and Juvenile Correction Populations

EXECUTIVE SUMMARY

Based on projections by the Legidative Budget Board, the adult and youth populations
overseen by the Texas Department of Criminal Justice (TDCJ) and the Texas Y outh Commission
(TYC) are projected to increase. There are two primary forces driving the increase in the adult
population -- the first being an increase in direct sentences to prison, and the second being a
decline in adult community supervision caseloads. The juvenile population increase warrants
attention as actual commitments are exceeding estimated commitments,

Based on the most recent population projections, budget decisions made for the 2004-
2005 biennium need to be revisited in order to accommodate the projected increases in TDCJ
and TYC populations. In the immediate future, TDCJ will need a supplemental appropriation of
approximately $30-$50 million to enable the agency to address population growth in the current

fiscal year. TY C will require guidance pertaining to capacity, particularly contract capacity.

SUMMARY OF RECOMMENDATIONS

Adult Population

1. Strengthen Judicia confidence in Community Supervision Programs. Confidence in the
programs can be improved by providing increased funding and implementing the use of
intermediate sanction facilities for probation revocations.

2. Address the growing revocation rate of felons on community supervision to prison and
state jail.

3. Reduce the growing population of non-United States citizens housed within TDCJ and
ensure that those individuals released to foreign governments do not immediately return
to Texas and subsequently to TDCJ.

4. Additional efforts should be made to reduce the growing geriatric population housed
within TDCJ and their ever-increasing medical cost.

-1
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Y outh Population

1. Maintain the Texas Youth Commission contract facility resources and the usable,
innovative capacity they provide at a level that is both cost-effective and best meets
specialized needs.

2. Provide additional emphasis and resources to the juvenile probation system to
encourage the management of juvenile offenders at the local level.

3. Improve reading levels of youths committed to Texas Y outh Commission facilities.

PROCEDURAL BACKGROUND

The Senate Finance Committee was charged with conducting a thorough and detailed
study of the following issue, including state and federa requirements, and preparing
recommendations to address problems or issues that are identified. The Senate Finance
Committee (the Committee) met in accordance with the following Public Safety interim charge
asfollows:

Adult and Juvenile Correction Populations. Monitor population trends in the adult and

juvenile correction facilities and determine if budget decisions made in the 78th

Legislature remain viable. Make recommendations for improvement, as necessary.

The Committee met pursuant to the aforementioned interim charge in a public hearing in
Austin, Texas, on April 13, 2004, to consider invited testimony provided by the Texas
Legidative Budget Board, the Texas Department of Crimina Justice, the Texas Board of
Criminal Justice, and the Texas Y outh Commission. The Committee solicited public testimony
on the interim charge in a public hearing in Austin, Texas, on July 20, 2004; however, none was
provided.

The Committee extends its thanks to those who participated in the hearing, and assisted

with or made presentations before the Committee.

-2



Committee on Senate Finance, Interim Report on Adult and Juvenile Correction Populations

BACKGROUND

In preparation for the Seventy-Ninth Legidative Session, the Legidative Budget Board's
(LBB) Crimina Justice Data Analysis Team issued its long term adult and juvenile correctional
population projections on June 1, 2004. The projections provide an early warning that the
growing prison population will exceed operational capacity in FY 2006, and available population
capacity in FY 2008. The LBB projections also alert the Legislature that the previously observed
decline in juvenile correctional population is expected to reverse and increase dightly in the very
near future.

Ancther item of concern for legidators revealed by these projections is a continual
decrease in the adult community supervision direct population through FY 2009, as there is a
direct correlation between a decrease in the adult community supervision direct population and
an increase in prison population. A review of the LBB data, contained in Appendix A, of the
June 1, 2004, report provides that the decline in this population began in FY 1999 and has
averaged a 6% decline each year. Thistrend was assumed within LBB projections to continue.

Additionally, foreign citizens serving sentences in Texas prisons are a concern, as TDCJ
has experienced a significant decrease, $18.4 million in FY 2004, in anticipated federal funds for
the confinement of foreign citizens. As of November 13, 2003, there were 9,777 inmates of

foreign birth and foreign citizenship. A final order for deportation had been served through the

! Legislative Budget Board, Adult and Juvenile Correctional Population Projections, June 1, 2004
http://www.|bb.state.tx.us/Projections/Projections_Report.pdf
The LBB assumed these data analysis responsibilities from the former Criminal Justice Policy Council, which was
vetoed by the Governor and ceased to exist on September 1, 2003.

2 Senate Criminal Justice Committee, Interim Report to the 79th Legislature, December, 2004. pg. 64
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U.S. Immigration and Naturalization Service for 3,510 of those inmates, 2,290 of which were
parole eligible.?

Concerning the Texas Youth Commission (TYC), which operates the state's juvenile
ingtitutions, the LBB report indicates that the TYC population currently exceeds the available
internal capacity and will continue to grow through FY 2009.> TYC has historicaly utilized
appropriated funding for contract beds to contain its overages. Asin the adult arena, the referrals
to Juvenile Probation Departments have a significant impact on the number of offenders housed
within TYC. Unlike in the adult population, the LBB projects that these referrals will continue
to grow through FY 2009, helping to relieve the population pressure on TYC. Although the
juvenile correctional population has been somewhat stable over the last few years, any
significant change to the population drivers such as probation referrals (decrease), direct
commitments to TYC (increase) and probation or parole revocations (increase) could have a
major impact on the requirements to house juvenile offenders.*

As in the juvenile scenario, the projections of increased adult prison population, due
primarily to an increase in direct commitments to the Texas Department of Crimina Justice
(TDCJ) and a decrease in the number of adult direct supervision probationers will define the
environment that will confront the 79th Legislature.® Funding decisions will be required to
provide housing for a larger prison population, redirect portions of these offenders to alternative
programs, or in some other manner provide for the public safety in processing the growing

offender population.

3 ibid, 8.
“ibid, pg. 9.
5 ibid, pg. 10.
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ADULT CORRECTIONS POPULATIONS

The LBB projections have identified two major contributors to, or primary drivers of, the
TDCJ incarcerated populations. the increase in direct sentences to prisons by judges and the
decline in the adult community supervision direct caseloads? Although crime rates and
unemployment rates have not been incorporated into the LBB projections model, they were
considered during the development of the projections.® Theseitems are of interest, as crime rates
have decreased from a peak in 1988 and have remained steady at a lower level since 2000 along
with unemployment rates that are expected to decline, even as the adult population (17 and over)
is growing a 1.8% ayear.” LBB continues to monitor these items for their predictive value in
future projections as subsequent LBB studies may reinforce the notion that direct sentences to
prisons and adult community supervision direct casel oads should be addressed.

One explanation for the increase in direct sentences to incarceration is found in a survey
of judges conducted by the Texas Department of Criminal Justice Community Assistance
Division (CJAD). This survey reveds that the responding judges would be more likely to use
community supervision as a sentencing option if:

e There were more specialized casel oads (71%) or residential facilities (84%) and
e Therewas more funding to departments utilizing a system of progressive
sanctions (77%).2
CJAD aso provided information concerning the decline in community supervision direct

caseloads. Among the numbers for the ten largest Community Supervision and Corrections

2 ibid, pg. 2, 5.

® ibid, pg. 11.

" ibid, pg. 11.

8 TDCJCJAD, Summary of Responsesto TDCJCJAD Sentencing Survey, August 2004.
http://www .tdcj.state.tx.us/publications/cjad/Survey_1-21 Rev_8-16-04.pdf, pg. 3
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Departments (CSCD), the Harris County CSCD direct caseload has declined 22.4% since July
1994, while Tarrant County CSCD and Bexar County CSCD have shown declines of 3.5% and
6.2% respectively.’

In an attempt to understand the above numbers, CJAD conducted a review of the
completion rates for felony probationers for FY 2003. Probation is completed and closed either
administratively, through early termination, or when a probationer dies. Probation is also
considered closed when it is revoked due to law violations or technical conditions. CJAD found
that of 53,007 felons who had their probation closed during FY 2003, 24,575 (46%) were closed
by revocation and incarceration.’® Among the ten largest departments, the CJAD review
revealed that felons closed by revocation constituted:

o Harris County CSCD revoked 49% of its closed felons;

e Travis County CSCD revoked 53% of its closed felons;

e Dallas County CSCD revoked 54% of its closed felons;

e Tarrant County CSCD revoked 65% of its closed felons.*
In addition, a prior CJAD presentation provides that felony revocations for technical violation
have grown by 95% during the period of 1994 to 2003. This report also found a 14% increase in
the revocations of felons for anew offense during the same time frame.*

Confronted with rising prison populations, the 78th Legislature sought to expand the
prison capacity in a number of ways. The nine month program at the Substance Abuse Felony

Punishment Facilities was reduced to six months and consolidated into fewer facilities, freeing

® TDCJCJAD. Statistical Trendsin Community Supervision Report, January 2003.
http://www.tdcj.state.tx.us/publications/cjad/stattrends2002%20PD F%20Report.pdf, pg. 11

1 TDCJCJIAD, Strengthening Community Supervision, Texas Center for the Judiciary Criminal Justice
Conference, May 25, 2004, pg. 111-15.

1 CJAD, Felons closures review FY-2003, pg. I11-17.

12 CJAD, Strengthening Community Supervision, pg. I11-16.
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up beds to be used as inmate transfer beds. Utilizing the statutory process (commonly known as
HB 124 authority), additional beds were added to select state jail facilities, and the Hamilton
Unit was transferred from TY C to TDCJ. Upon completion of these events, the total capacity of
the TDCJ Correctional Institution Division will be 154,486 beds, with 97.5% of the total
designated as the operational capacity of 150,624.° The LBB projections indicate that by the
end of FY 2006, the TDCJ system population is expected to reach 151,983 offenders and grow to
159,084 by the end of FY 2009.

During the committee hearing, a question arose concerning TDCJs process of leasing
temporary capacity from county jails and private prison companies to accommodate inmate
overages. This method has historically been utilized and was last ended in August of 2002 when
Rider 64 in the Genera Appropriations Act was implemented due to sufficient internal capacity
negating the necessity of the contracted beds. Those contracts were terminated and the inmates
transferred into the TDCJ system. During the last use of temporary contracted beds, the criteria
for inmates to be assigned to these contract beds were;

o Glor G2leve of custody (General Population),
o No murder or sexual offenses, no escape risks,

o Must befully processed through TDCJs intake system with travel card and admission
summary completed and a full record established,

¢ No offenders with felony detainers, no history of escape from an adult penal ingtitution
within the last ten years,

¢ No confirmed affiliation to a TDCJ identified security threat group,

3 TDCJ Current Status and End result of HB 124 Capacity Additions fact sheet, June 10, 2004, pg. 111-23.
14 |_egislative Budget Board, Adult and Juvenile Correctional Population Projections, June 1, 2004
http://www.Ibb.state.tx.us/Projections/Projections Report.pdf, pg. 3.
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¢ No offenders on psychotropic medication,
¢ No chronic medical problems (cardiac, epilepsy, asthma),
o No major disciplinary cases within the last six months, and

e Sentence of 10-15 years preferred, non-violent offender may have sentence of 40 years or
less, if one violent offense sentence must be 20 years or less.™

On September 15, 2004, in anticipation of the possible need to again utilize contract beds,
TDCJ requested proposals from county jails and private prison companies to provide temporary
capacity beds. The deadline for submission was set for 3:00 PM on December 10, 2004.° By
beginning the contracting process early, expanding the scope of institutions that are eligible to
bid, and then following up with aggressive negotiation of the cost per day, TDCJ expects to be
able to reduce the cost of contracted beds to be used within the TDCJ Correctiona Institution

Division.

JUVENILE CORRECTIONS POPULATION
In 1995, the Legislature approved the most far-reaching juvenile justice system reforms
in Texas history, changing how juveniles are handled throughout the juvenile justice system from
arrest through sanctioning.” These reforms toughened penalties for juvenile offenders and
increased funding for prevention, probation and correction policies, and established a progressive

sanction policy. The stated goas of these reforms were to increase juvenile offender

% TDCJ, Baldwin, September 16, 2004, pg. 111-25.

8 TDCJ Letter from Cheryl Cowart, CTPM, Contract Administrator, September 15, 2004, pg. I11-26.

1 CJIPC, the Impact of Juvenile Justice Reforms on the Recycling of Juvenile Offenders, October 2001.
http://www.cjpc.state.tx.us/reports/juvsanct/juvOct11.pdf
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accountability in their initial contacts with the juvenile justice system and to provide more
services and supervision to enforce this accountability.*®

The success of these reforms was evident by January 2001, with the growth within the
TYC population becoming stable, due also in part to the impact of the diversion policies
established within the Texas Juvenile Probation Commission (TJPC).'* By January 2003, the
improvements and enhancements to the juvenile justice system were well established and
included:

¢ A lower number of felony referrals which reflects the decline in the juvenile arrest rate
and tranglates into correctional costs avoided since 1996,

e Correctional costs avoided because of decrease in demand for probation and TYC
resources due to the lower number of referrals, and

e State avoided approximately $350 million in probation supervisionand TYC
incarceration costs between 1995 and 2001.%

Primarily due to the successes observed within the juvenile justice system, the 78th
L egislature swept surplus funds and under-utilized resources from the system to help manage the
budget shortfall of 2003. TYC transferred the Hamilton Y outh Facility to the TDCJ, removing
544 beds from their internal capacity. Along with this reduction, the number of contract beds
was reduced from 768 beds to 600 beds.”* For the 2004-2005 biennium, appropriationsto TYC
were reduced by $32 million or 7% of 2002-2003 appropriations. The current combination of

internal capacity and contract beds is 5,046 and fits within LBB projections until approximately

8 ibid, pg. i.

1 CJPC. Biennial Report to the Governor and the 77th Texas Legislature, January 2001
http://www.cjpc.state.tx.us/reports/bienrep/Biennial 2001.pdf, pg. 41

% CJPC, Biennial Report to the Governor and the 78th Texas L egislature, January 2003
http://www.cjpc.state.tx.us/reports/bienrep/2003Biennial.pdf, pg. 57

! Dwight Harris Letter to LBB, May 14, 2004, pg. 111-27.
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FY 2008, which projects an end of year total of 5,147 youths. #* A reduction of contract beds as
proposed in the TYC legidlative appropriations request for FY 2005 and FY 2006 would reduce
TYC total capacity to 4,809 beds. If LBB projections hold true, this number of beds will be
insufficient for the LBB projected population for May 2006 of 4,841 incarcerated youths. The
LBB projections are based on an average increase in commitmentsto TY C of 1.6% per year until
FY 2009.% However, recent observations have noted that three counties, which account for one-
third of the total commitments to TYC, have significantly increased their commitments as
follows:
e Harris County's commitments are up 32 % in FY 2004 (400 to 527),
e Bexar County's commitments are up 20% in FY 2004 (188 to 226), and
e Tarrant County's commitments are up 12% in FY 2004 (170 to 190).%*
It should also be noted that, as with the TDCJ system, which operates more efficiently at
an operational capacity of 97.5%, the juvenile system operates more efficiently at a 98%
population level. The rationale for both is that operating at less than 100% total population
alows the system to handle population spikes and transfer requirements and to assign youths to
the appropriate security and treatment institutions.
An additional factor in the funding and capacity needs of TYC is the length of time
served component. Ninety-four percent of youths committed to TY C are serving indeterminate
sentences, placing the juvenile under the jurisdiction of TYC until the juvenile's 21st birthday.?

The length of time served within TY C is determined by the juvenile's commitment offense, time

2 TYC Bed Capacity and population summary, LAR, September 20, 2004, pg. I11-29.

# BB, Adult and Juvenile Correctional Population Projections, June 1, 2004
http://www.|bb.state.tx.us/Projections/Projections Report.pdf, pg. 13

3. Anderson email, September 20, 2004, pg. 111-30.

% CJPC, An Overview of Texas Juvenile Justice Population Treads and Dynamics: An Update, March 2003
http://www.cj pc.state.tx.us/reports/juvproj/2001trends.pdf, pg.11

[ -10



Committee on Senate Finance, Interim Report on Adult and Juvenile Correction Populations

to complete TY C's re-socidization program and the youth's behavior while in TYC custody. A
significant part of the 78th Legidature's cost reductions for FY 2004 and 2005 assumed the
reduction of the average time served from 22.7 months to 20.7 months.

Time served is important because it dictates the capacity levels needed to provide
housing and services to committed youths. Time served also dictates the level of programming
available to the juvenile offender, and ultimately, the performance measures associated with
those programs. One example of impacted programming is the effort to improve the reading
skills of committed youth that arrive at TY C with a number of strikes against them. According
to TYC, most employers regard completion of a GED or high school diploma as a prerequisite
for entry-level jobs. TYC states that the majority of youths can pass the GED if they posses
reading and math skills at the 9th grade level.

e Almost 90% of offenders are reading below grade level for their age.

¢ On average these youths are functioning four to five grade levels below the expected
grade level for their age. Median age at intake is 16 years old while their median grade
level is between 5th and 6th grades.

e Over 75% of those committed have a below average 1 Q.

e Currently 44% of youthsat TY C are eligible for and receive special education services.

e Ten percent of TY C population are identified as limited English proficient and are
provided special language support.?®

TYC has been able to exceed its budgeted performance target of 17% of youth reading at grade
level at release, with a success rate of 19.4% in this category for FY 2003.2" Their experienceis
that ayouth will gain one month of reading level for each month of instructions, with the average

length of stay at TY C being 21 months (17 months for general offenders which account for 60%

% Dwight Harris Letter to Senator Ogden, April 23, 2004, pg. I11-31.
?" ibid, pg. 11-32.

I -11



Committee on Senate Finance, Interim Report on Adult and Juvenile Correction Populations

of their population). ?® Based on this information, an offender would have to gain seven years of

educational progressin less than two years of instructional time, whilein TY C custody.*

RECOMMENDATIONS

Texas Department of Criminal Justice's Correctional Facility population trends reveal
that the budget decisions made in the 78th Legislature need to be revisited. Based on the known
FY 2005 budget shortfalls, reductions in federal funds to TDCJ, and increasing medical costs,
current resources will not support the increasing prison population as projected by the LBB.

The prison population is expected to exceed the operational capacity of TDCJ by FY
2006 unless policy initiatives are implemented to:

1. Strengthen Judicia confidence in Community Supervision Programs. Confidencein the
programs can be improved by providing increased funding and implementing the use of

intermediate sanction facilities for probation revocations.

2. Address the growing revocation rate of felons on community supervision to prison and
statejail.

3. Reduce the growing population of non-United States citizens housed within TDCJ and
ensure that those individual s released to foreign governments do not immediately return
to Texas and subsequently TDCJ.

4. Additiona efforts should be made to reduce the growing geriatric popul ation housed
within TDCJ and their ever increasing medical cost.

Texas Youth Commission Correctional Fecility population trends revea that the

budgetary decisions made by the 78th Legidature to reduce TY C ingtitution capacity should be

revisited. Recommendations are as follows:

% ihid, pg. 111-32.
% ibid, pg. 111-32.
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1. Maintain TYC contract facility resources and the usable, innovative capacity they provide
at alevel that is both cost-effective and best meets specialized needs.

2. Provide additional emphasis and resources to the juvenile probation system to
encourage the management of juvenile offenders at the local level.

3. Improve reading levels of youth committed to Texas Y outh Commission facilities,
To accomplish the above goals intended to stabilize the adult and juvenile correctional

facility population growth over the long term, the Committee will have to consider new funding

or face a costly expansion of the state's correctional facility capacity.
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Appendix A
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Appendix B

Texas Department of Criminal Justice

Gary L. Johnson
Executive Direclor

Inter-Agency Memorandum
Date: August 3, 2004
To: Larance Coleman, Senate Criminal Justice
From: Mike Eisenberg, TDCI-CJAD

Re: Supervision Termination Data

Pursuant to your request, | am providing you data on termination types for offender terminating
supervision for each CSCD for Calendar Year 2003. The first document indicates terminations from
supervision by CSCD for the following categories as reparted in the MCSCR: Early Termination, Expired
Term, Revoked to IDVSJ, and Revoked to County Jail. The second document calculates the percentage of
cases that terminated supervision by early termination and expired term divided by the sum of Early
Terminations, Expired Terms, Revoked to [D/S], and Revoked to County.

If you have any questions regarding this information please contact me.

COMMUNITY JUSTICE ASSISTANCE DIVISION
Bonita Whate, Division Director
WWW hd.-.-i,;gte.u.m

Price Damiel Sr. Building. 209 West 14™ Street, P.O. Box 12427 Capital Station
Suite 400, Austin, Texas 78701 Austin, Texas 78711
Phone (512) 305-9300 Fax (512) 305-9368
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JHTY Percent Successful
Anderson 44 .55
Andrews 53.45
Angelina 39.89
Aransas 65.91
Archer 56.25
Armstron =
Atascosa 57.97
Austin 44 .44
Bailey 100.00
Bandera 37.50
Bastrop 43.08
Baylor 64.71
Bee 44.07
Bell 45.04
Bexar 57.02
Blanco 71.43
Borden =
Bosgue 56.14
Bowie 53.07
Brazoria 60.53
Brazos 53.10
Brewster B5.71
Briscoe 66.67
Brooks 97.37
Brown 49.40
Surleson 62.50

net 59.486

aldwell 47.47
Calhoun 57.78
Callahan 65.38
Cameron 62.47
Camp 76.92
Carson 62.96
Cass 44.05
Castro 35.00
Chambars 59.62
Cherakee 72.45
Childres 42.86
Clay 41.94
Cochran 62.50
Coke 52 .86
Coleman B80.56
Collin 63.35
Collings 40.00
Colorado 55.77
Comal 62.20
Comanche 61.90
Concho 77.78
Cocke 50.00
Coryell 58.27

“IETY SUCCESSF
Cottle 66.67
Crane 71.43
Crockett 72.41
Crosby 78.57
Culberso 94.44
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Baliam 56.00
. Dallas 45.87
Dawson 34.869
Deaf Smi 44.74
nelta 33.33
atan 4B.38
awitt 76.56
Dickens 100.00
Dimmic 70.00
Daonley 36.84
Duval 78.05
Eastland 49.12
Ector 39.47
Edwards 50.00
El Paso 69.36
Ellis 44.16
Erath 58.00
Falls 64.10
Fannin 56.88
Fayette €4.10
Fisher 71.43
Floyd 66.567
Foard 100.00
Fort Ben 55.88
Franklin 30.o0
Fresston 52.27
Frio 78.13
Gaines 51.16
Galvesto 45.38
Garza 55.00
Gillespi 45.85
Glasscoc 100.00
Goliad 60.87
Gonzales 50.72
aray 40.00
Grayson 53.13
Gregg 50.31
Grimes 66.67
Guadalup 45.98
Hale 46.48
Hall 25.00
Hamilton 64.71
Hansford B4.62
Hardeman B4.62
Hardin 25.00
COUNTY SUCCESSF
Harris 51.28
Harrison 36.49
Hartley 91.67
Haskell 66.67
Hays 41.03
Hemphill 66.67
Henderso 3B.B3
Hidalgo 66.47
Hill 37.19
Hockley 40.00
Hood 32.06
Hopkins 46.06
Houston 49.44
Howard 44.71
Hudspeth BB.8S
Hunt 47.17
Hutchins 52.63
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o
Irion 33.33
- Jack 26.32
Jackson 30.61
Jasper 73.68
Jeff Dav 50.00
“wfferso 51.69
= Hogg 03.33
~im Well 74.36
Johnson 57.35
Jones 62.32
Karnes 46.43
Kaufman B4.89
Yendall 76.87
Eenedy .
Kent 100.00
Kerr 57.60
Kimble 75.00
King -
Einney 83.33
Klsberg 72.86
Knox 75.00
La Salle 731.68
Lamar 46.39
Lamb £3.18
lLampasas 58.18
Lavaca 55.00
Lee 43.75
Leon 41.30
Liberty 69.82
Limeston 54.22
Lipscomb 80.00
u:cm 71.43
Llano 66.67
WNTY SUCCESSF
oving .
ubbock 43.8%
32.14
mm 59.09
arion 58.90
arcin 50.00
wmon 50.00
icagord 52.54
werick 78.38
Culloc 51.82
Lennan 16.97
Mullen 100.00
dina 61.68
nard 96.00
4land 51.04
lLa=m 62.86
s 68.75
chell 61.16
tague -I?.l;
tgome 1.7
re £9.12
ris 55.36
Lay 100.00
wr 56.02
T 63.73
an 55.88
a &5.59
es £5.80
ltre 43.18
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Oldham 85.00
Crange 45.14
Palo Pin 50.83
Fanola 51.22
rker 47 .86
srmer B5.71
Pecos B4.62
Polk 53.03
Potter 45.93
Presidio 75.31
Rains 29.41
Randall 49.79
Reagan BEB.24
Real 53.85
Red Rive 34.38
Reeves 37.25
rRefugio 72.86
Roberts .00
Robertso 65.79
Rockwall 41.38
Runnels 71.43
COUNTY SUCCESSF
Rusk 59.14
Sabine 83.33
San Augu 83.23
San Jaci 59.32
San Patr 55.14
~an Saba 62.50
hleich 58.82
curry 67 .86
Shackelf 70.59
Shelby 48.94
Sherman 66.67
Smith 50.09
Somervel T78.57
starr 68.67
Stephens 52.94
Sterling 50.00
Stonewal 66.67
Sutten 91.67
Swisher 56.52
Tarrant 35.52
Taylor 67.28B
Terrell .00
Terry 42.589
Throckmo 33.33
Titus 57.69
Tom Gree 59.19
Travis 46.95
Trinity 50.00
Tyler 7L.67
Upshur 44 .62
Upton 64.29
Uvalde 68.52
val Verd 75.00
fan Zand 43.55
craria 61.54

. ker 56.62
Waller 63.27
Ward 58.00
Wwashingt 62.24
Webb 79.52
Wharton 54.92
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wWheeler
Wichita
Wilbarge
Willacy

Williams

Wil son
ler

[

Wood

ZCOUNTY

Yoakum
Young
Zapata
Zavala
Total

25.

7.
B5.
54.
44 .
26.
26.
37.

0o

50
53
07
07
32
03
41

SUCCESSF

43.
63.
7
14.
52.

75
64
42
29
72

imber of cases read:

255

Number of cases listed:

[ -22
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Appendix C

Texas Department of Criminal Justice
Current Status and End Result of HB 124 Capacity Additions

i e

Curant Spus
132 Beds Added - 11/26003
131 Beds Added - 11/26/03_|
132 Beds Added - 11/13/03
132 Beds Added - 11/26/03
132 Bods Added - 01/07/04

660 Beds Added
Unit SAFPF 1D | State Jail Agency Current Status
Hamilton o 1,166 1.166
Subtotal [] 1,166 1,166 Approved / Not Added |
SAFPF Conversions to 1D/ SJ
Unit SAFPF 1D | State Jail Agency Current Status
Joe Mey -576 £76 [1] 576 Bed Converted - 040103
Wheeler -576 576 [] 576 Beds Converted - 060203
Havins =566 558 0 596 Beds Converted - 09/02/03
Heniery -578 578 0 504 Beds Converted - 090203
Subtotal -2, 324 2324 0 2,252 Beds Converied
HE 124 84

Unit SAFPF 10 | State Jail Agency Current Status
Gurney 0 128 128 128 Beds Added - 06/10/04
Holmay [] 128 128 128 Beds Added - 06/'10/04
Travie Co a 128 128
Ware [1] 16 18 16 Beds Added - 0610/04
Sublotal [] 400 400 272 Beds Added

SAFPF 1D/ State Jai™™ | Agency™ Current o
Met Gain | Loss -1.561 4834 3 SAFPF - 3,787
Tetal 3,787 150,689 154, 486 1D / State Jail - 148 405

* Inclugies Kyle Private Prison
** Includes all Non-SAFP Faciliies

*=+|D/AENCY Capacity was reduced by 160 due 1o the clesing of the Big Spring Work Camp on 08/02/03, by €7 due to the
redesignation of Clote Cusiody beds to A2 Seg on Wing C of the Smith Unil Expansion Celtbiock on 08/17/03 and by 100
due 1o the ciosing of the Sweeiwate: Work Camp on 10/01/03. In additson 1o the SAFPF sddions listed above. on 11113102
the capecity of the Sayie SAFPF wat re0uced by 12 DEOS SN0 Ih Estelie SAFPF was incressed by 13 beds

As of G004, agency capacity is 123,152, Operating capacity (97.8%) i 149,382,
Upon completion of the HE124 additions, capacity will be 154 4B€. Operating capacity (57.5%) will be 150824,

06100
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Appendix D

Texas Department
Of
Criminal Justice

P.O. Box 13084, Capitol Station
Austin, Texas 78711-3084

From: Jeff Baldwin, Executive Administration
Phone #: (512) 463-9776
Fax #: (512) 936-2169

This fax is intended for the eyes of the addressee or an agent of the addressee. You are
notifled that any use of this fax is strictly prohibited. If you have received this fax by
mistake, please immediately notify Issuer by telephone and return this fax to us by mail
at our expense.

To: Larance Coleman, Policy Director
Senate Criminal Justice Committee

Fax #: 475-2015
Date: 9/17/04

Total # of pages: 2

Comments - The following is transmitted:
Per your request copy of TDC] Request for Proposals for Temporary Capacity
Beds letter dated September 15, 2004.

Thank you,

[ -24
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Larance Coleman
From: Jeff.Baldwin@tdc). state. b us

nt: Thursday, September 16, 2004 4:12 PM
.0 Larance Coleman_SC
Cc: brad livingston@tdcj state tx us
Subject: Fw: Requested information

Attached are the criteria that were used the last time we contracted for
temporary lease beds. I cannot say for certain whether the same identical
criteria will be used again.

----- Forwarded by Jeff Baldwin/Executive Directors Office/TDCJ on
09/1€/2004 03:59 PM ----- B
Becky
Price/Operations/
TDCJ To
Jeff
09/16/2004 02:55 Baldwin/Executive Directors_Office/
M TDCJ@TDCI

cc
Gary Gomez/Operations/TDCJRTDCJ,
Pamela
wWilliams/Operations/TDCJRTDCT,
Larry LeFleore/Operations/TDCJETDCJ,
Frank AuBuchon/Operations/TDCJETDCJ

Subject
Requested information

The following criteria was previously used to assign offenders to leased bed facilities.

Gl or G2 Custody

No murder or sexual offenses, No escape risks. They are fully processed through TDCJ's
intake, with the travel card and admission summary completed, and a full record
established. Mo offenders with felony detainers, no history of escape frem an adult penal
institution within the last 10 years. Mo confirmed affiliation to a TDCJ identified
securlty threat group. No offenders on psychotropic medication. A special medical
screening/clearance to eliminate all chronie medical problems (cardiac, epilepsy, asthma,
etc). Wo major disciplinary cases within the last & months.

Try to assign short term sentences 10-15 yrs.

1f offense non violent may have a sentence of 40 years or less If one vioclent offense
sentence must be 20 years or less

I -25



Committee on Senate Finance, Interim Report on Adult and Juvenile Correction Populations
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Texas Department of Criminal Justice

Gary L. Johnson
Exacullve Director

Seplember 15, 2004

RE:  Reguesl for Proposals for Temporary Capacily Beds
696-1D-5-P008

Dear Prospactive Offeror:
Enciosed for your congideration is the above referenced selicitation for Temporary Capacity Beds.

When submitting proposals, piease ensure al reguired information is included. Sacton L8 of Ine solicitation
contains submission instructions and lists all tems thal must be included. Proposals should be submilted in an
unbound original (suitable for photocopying) with threa additional bound copies and senl lo the address in Block
7 of the Solicitation, Offer and Award form. The deadline for proposal submissions is 3:00 p.m., local time on
December 10, 2004. Lalo proposaks will not be accepled.

Questions concerning the solicitation requirements must pe submitled in writing before 5:00 p.m. local lime on
Oclober 22, 2004. Questions may be faxed lo my alfeniion al (936) 437-70890 or e-mailed to

If you downloaded this solicilation from the Texas Electromc State Business Daily rather than requesting a hard
copy from the Department, please note that you mus! submil your name, addrass and fax number 1o me In order
lo receive amendmanis, Amendmants will nal be pasied on the inerat, and the Deparimenl will not be
responsible for an OMeror's fallure (o receive amandmanis or changes ¥ (he Offeror has not submitted the above
information. This information can be provided via mall, fax or e=mail

Additionally, a random reference list of Texas Historically Underutlized Businesses and a listing of two
(2) minority or women trade organizations are lncluded as a part of Exhibif J.1, Historically Underutilized
Business (HUB) Subcontracting Plan. All Offerors are required to submit a HUB Subconltracting Plan In
accordance with Section H.2 and Exhibit L1 of this solicitation. Please note that this is & new HUB
Subcontracting Plan, which went into effect on Seplember 1, 2004. Offerors should read carefully and
comply with the new requirements. . Faillurs to submit 3 HUB Subcontracting Plan with appropriate
forms will subject your proposal to ba rejected from furthar consideration.

Offerors are instrucied 1o comply with the slatutory Public Hearing Requirements and Nelification Requirements
outlingd in Sechion L.1.2. In particular, the requiraments of Local Government Code, Chapter 244 were ravised
during tne 78" Legisialure, Regular Session. These new reguirements ame dalailed in Seclon L.1.2, llem B
Due to the fact tal public nolice and hearing requiremants are HUme-sensitive, It Is recommended that any
queastions regarding (fis area be submited as soon as passible.

Thank you for your inferast in doirg business with the Texas Departmen! of Crimiral Justice. f | can be of
further assistance, please call me at (938) 437-7116.

72!‘;’/ K L&é;f T

Cheryl Cowart, CTPM
Contract Agministrator

Enciosures

PO Box 99
Hunuville, Texas 77)42-0098

e Moy state i ue

*% TOTAL PRGE.B2 w«
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&:
JEXAS YOUTH
COMMISSION

DWIGHT HARRIG
Engeutve Dirncior

Liwoa 5. ReYes, Pu.D.
Deputy Esecutive Dimecior

COMMISSION MEMBERS

THE HONORABLE PETE C. ALFARD
Chalrman, Baylown

NeCHOLAS T, SERAFY, JA,

Wiz Chainman, Brownaie

STEVE FAYAR

Brownwood

PaTsY REED GUEST
Duncanvile

Don BETHEL
Lamasa

BiLL MAHDMES
Dallas

Goal DicxsoN, PH.D.
San Anfonia

4800 M. Lamar

Austin, Tewas 78751
P.O. Box 4260

Austin, Texas TATES
{512) 424-6130 (Volce)
1-BOC-RELAY-TX (TDO)

Egual Doporiunity Emphayer

Appendix E
May 14, 2004 2004 HAY 18 AN S:39
LEGISLA TiVE uiluhtT
Mr. Val Shepard, Budget Manager BOARD
Legislative Budget Board

1501 Narth Congress
Robert E. Johnson Building, 5 Floor
Austin, Texas 78701

Dear Val:

As you recall, at the Senate Finance Committee Hearing on April 13, 2004,
population trends and future bed capacity needs for the Texas Youth
Commission (TYC) were discussed. Two important issues impacting the
amount of bed capacity needed for the Texas Youth Commission (besides
population projections) are the level of security and the type of services
delivered. These issues are impartant because of the need to place youth into
residential treatment programs that provide the appropriate level of security
and services. While all TYC institutions are secure programs with fences and
an outside security surveillance companent, the 218 TYC Halfway House
beds are all non-secure programs, and the 600 Contract Care beds are both
secure and non-secure as detailed in Attachment A.

At the hearing, Legislative Budget Board staff presented a handout to
Committee members that showed TYC residential populations from
September 2001 through March 2004, and population projections from May
2004 through August 2005 that were made by the Criminal Justice Policy
Council in March 2003. The populations were divided into the three types of
residential programs used to meet individual needs of youth in TYC custody:
Institutions, Contract Care, and Hallway Houses. They did not, however,
distinguish between secure and non-secure beds.

TYC continues to manage populations efficiently and place youth within TYC
operated facilities when practical. However, | would like to emphasize that
Contract Care provides treatment programs sometimes not feasible within our
system while also providing an economical means to address wide
fluctuations in populations.

Ple
Sincefel \

lgighér}%))
Executive Direct

call Don McCullough at 512-424-6206 if you have questions.
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Attachment A

Texas Youth Commission
Contract Care Beds

Secure Programs: ADP
Coke County Juvenile Justice Center 192
Eagle Lake 56
Garza County Regional Juvenile Center 10
Hemphill County Juvenile Detention Facility 50
Victoria County Juvenile Justice Center 20
Total Secure Programs © 328

Non-Secure Programs:

Alliance Children's Services 35
Associated Marine Institute 27
Brookhaven Youth Ranch 12
Byrds Therapeutic Group Home 8
Gulf Coast Caonservation Corps. 15
Gulf Coast Trades Center 37
Mel Matthews Boys Ranch 15
Mel Matthews Vocational Center 21
Southwest Key Residential Treatment Center 32
Southwest Key Supervised Living 24
Specialized Alternatives for Youth 34
WINGS for Life 12
Total Non-Secure Programs 272
Total Contract Care Programs 600
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Page 1 of 1
Appendix F

Larance Coleman_SC

From: Joy Anderson [Joy Anderson@tyc state bous]

Sent: Manday, September 20, 2004 3:32 PM

To: Larance Coleman, Larance Coleman_SC

Cc: Terry Graham

Importance: High
Larance,
Here is the information regarding population increases in some counties. Let me know if you need anything
glse  Joy

As you know, the LAR is based on LBB population projections - which indicate less than 2
percent growth for the upcoming biennium. (FY2006-2007)

At the same time, we can't ignore some blips on the screen from the three counties that
already make up one-third of our youth population:

Harris County's commitments to TYC were up 32 percent last year. (400 to 527)
Bexar County was up 20 percent. (188 to 226)
Tarrant County was up 12 percent. (170 to 190)

Dallas decreased 27 percent (286 to 212)
El Paso steady at 71 each of last 2 years.

Joy Anderson

Texas Youth Commission
Chief of Staff
512/424-6237
512/424-6099 fox
www tyc state teus

9/20/2004
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Appendix G

TEXAS YOUTH | Apri 23, 2004

COMMISSION

CanGHT Hanmis
Enmcutive Diracior

Lwoa 5. Revis, P,
Dty Expcylive Dirmcier

CoMvassioN MEVMRERS
THE HoNORABLE PETE C. ALFARD
Chairman, Bayiowns

Dos BETHEL
Lavarss

STEVE FRYAR
BroaTram

PATEY REED GUENT
Duncarvile

LEOMARD B LAWREWCE, ¥.0.
Sar Antonis

Bl MaHOmES
Cin'en

NICHOLAS T, BERAFY, JAL
B velte

4600 N. Lamar

Austic, Temas TETS!
.0, Box 4260 |

Ausin, Texas THTES
{512 424-5130 (Vioice)
1-800-RELAY-TX [TDD)

- Equal Opoortunity Employe 1

The Honorable Steve Ogden, Chair
Senate Finance Committee

Texas State Senate

Post Office Box 12068

Austin, Texas 78711-2068

Dear Chairman Ogden:

We wanted 1o follow-up regarding our discussion last week at the
Senate Finance Committee hearing. We share your interest and
desire to have our youths reading and perfarming math al grade
leve! before they leave our care, and we have made some progress
in the last few years. There is sfill much work to do, primarily related
to the educational deficits these young people have when they reach

our doaors.

As you probably remember from our previous discussions, young
people come to us with a number of strikes against them, especially
relaled to their education. Forinstance:

= Almost 80% of youths are reading below grade level for their
age when they enter TYC.

* Onaverage. youths entering TYC are functioning four to five
grade levels below the expecled grade level for their age.
[Median age at intake is 1B, while their median grade level is
between 5" and 6" grades.)

= QOver 75% of entering TYC youths have below-average 1Q
scores.

= Currently aboul 44% of youths al TYC are eligible for and
raceive special education services.

*  10% are identified as Limited English Proficienl and are
provided special language support.
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The Hanorable Steve Ogden
April 22, 2004
Page 2 of 3 Pages

Measuring Progress

We generally see the fastes! progress in reading gain for our youths during the first yaar
they’re with us. After the first year, their rate of progress levels off somewhal. In TYC's
Agency Performance Measures, we include student reading (and math) gains, as well
as the perceniage of students reading at grade lavel at release. The agency's FY2003
Key Performance Target Report shows that overall, aimost 65% of TYC students gained
one month of reading for each month of instruction. The percent of students reading at
grade level al release was 19.24% in FY2003, which is slighlly above the 17% budgeted
performance larget.

The average length of stay for a youth in TYC for the first half of 2004 was 21 months
(17 months for general offenders, who make up 60% of the population). To attain grade
level while they are in our care would reguire the average student o gain aimost seven
years of educational progress in less than twa years of instructional time.

We're proud of the progress our youth do make. However, we know that (heir progress
is ultimately related to their leaming capability. Some may never read at grade level,
but they can become literate, productive citizens.

Reading Program

To help sludents make reading gains, TYC has developed a reading program based on
national and state research. The program incorporates the state mandated essential
skills and knowiedge (TEKS) under three broad calegories — word recognitian, fluency,
and comprehension. Through the use of grants and federal funding, TYC libraries
have been upgraded and students have increased access to books and other
educational reading materials in their dorms for after- school and weekend reading.
Many TYC classrooms have technology programs that allow students o follow along
with printed text. TYC teachers incorporate reading skills into their course work, and
students practice reading abilities as they work through the phase-based
Resocialization program. Addilionally, across the state, hundreds of volunteer mentors
partner with the agency to assist youths in improving their reading abllities.

Transition Services

When TYC youths transilion to parole, education is included as an important part of
their parole requirements. Alsg, to furlher enable our students (o continue the progress
they've made, our educational liaisons provide support to youths while they re-enter
high school, college, or vocational programs in their home communities. Three special
education liaisons and seven ligisons for regular education students assist TYC youths
across the state, coordinaling enrollmenl and services. In addition, both groups of
educational liaisons have developed electronic databases lo track TYC students.
Monitoring of educational services provided by local school districts to TYC youths in
Halfway Houses and contracted facilities is now conducted by educational transition
staff as well,
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The Hanorable Steve Ogden
April 22, 2004
Page 3 of 3 Pages

If you would like more details on any of these efforts to promole reading gains, please
let ma know. We would welcome any thoughts or suggestions on how to achieve even
greater gains. Your support of and interest in TYC is appreciated.

cc: Senate Finance Commiitee Members
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EXECUTIVE SUMMARY

With a growing statewide population and a goal of moving people and goods
efficiently across our cities and our state, transportation funding continues to be an
important issue for the State of Texas. Historically, the State Highway Fund (Fund 006)
has been the major source of revenue for improving our state's highway system. Portions
of revenue from the state motor fuels tax and vehicle registration fees, and
reimbursements from the federal government are all deposited in the State Highway Fund
(Fund 006). These specific revenues then become constitutionally dedicated to promoting
public road construction, acquisition, maintenance, and policing of the state highway
system.

Considering the potential impacts of changes mandated by the Texas Legidature,
upcoming changes mandated by federal reauthorization legislation, and the large amounts
of money that flow into and out of the fund on a monthly basis, it is key that all available
resources are being used in an efficient and appropriate manner. The Committee has
examined the testimony presented at the March 15th, 2004, Senate Finance Hearing and
has formulated the following recommendations regarding Fund 006 for the next regular

legidative session.

Summary of Recommendations

1. The Legislature and state should more carefully appropriate and monitor Fund 006 to
ensure expenditures are constitutionally appropriate.

2. The Legidature should closely watch and try to ensure the federal highway fund
reauthorization legidation is maximized to solve our states most pressing highway
transportation needs. The Legidature should strongly encourage the federa
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government to increase the state's share of transportation dollars to make it more
equitable as compared to the amount of gasoline taxes paid by Texas taxpayers.

3. The Legidature should consider aternate funding for the Texas Department of Public
Safety (DPS) from a portion of the fine, license, and weight revenues collected.

4. The sheer size of the budget of the Texas Department of Transportation (TxDOT)
coupled with the significant new financia authority granted to the agency during the
78th Legidative Session calls for improvements to the agency's financia reporting
methods.

5. The sweeping changes created by House Bill 3588, 78th Legislature, Regular Session,
are still being tested as to their impact on Fund 006 and the state's ability to better
meet the transportation needs of the State of Texas and its communities. The
Legislature should continue to monitor the implementation and effects of House Bill
3588 and its impact on the future of Fund 006.

6. The Legidature should review the appropriateness of TXDOT maintaining large fund
bal ances outside the state's treasury and outside the appropriations process.

PROCEDURAL BACKGROUND

The Senate Finance Committee was charged with conducting a thorough and
detailed study of the following issue, including state and federal requirements, and
preparing recommendations to address problems or issues that are identified. The Senate
Finance Committee (the Committee) met in accordance with the following Economic
Development interim charge as follows:
Fund 006. Review revenue sources into and appropriations out of Fund 006. Review
policy decisions by the 78th Legidature that will impact the future of the Fund. Make
recommendations for improvement, as needed.

The Committee met pursuant to the aforementioned interim charge in a public
hearing in Austin, Texas, on March 15, 2004, to consider invited testimony provided by

Congressman Michael Burgess, Federal Highway Administrator Mary Peters, the Texas
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Department of Transportation, the Texas Department of Public Safety, and the Texas
Legidative Budget Board. The Committee solicited public testimony on the interim
charge in a public hearing in Austin, Texas on July 20, 2004; however, none was
provided.

The Committee extends its thanks to those who participated in the hearing, and

assisted with or made presentations before the Committee.

BACKGROUND

Fund 006 is funded primarily through motor vehicle registration fees, the motor
fuels taxes, motor fuel lubricant taxes, federal matching receipts and interest on state
deposits and treasury investments. Specifically, the Texas Constitution, Section 7-a,
Article VII states that revenues collected from motor vehicle registration fees, motor fuel
taxes, and motor fuel lubricant taxes are dedicated for acquiring rights-of-way,
constructing, maintaining, and policing public roadways, and for administering laws
prescribed by the Legidature pertaining to the supervision of traffic and safety on such
roads. The Texas Constitution in Section 7-b, Article VIII dedicates federal revenues
received as reimbursement for state expenditures made from dedicated funds for the same
purposes. Other revenues collected are considered non-constitutionally dedicated and
expenditures of these funds are not subject to the constitutional mandates. The fund is
also subject to numerous statutory guidelines and provisions which discuss the use of the

funds and requirements for bonds, loans and notes.!

! Texas Transportation Code Sections: 222.001, 222.002, 222.003, 201.115, 201.962, 201.963, 201.964.

V-3



Committee on Senate Finance, Interim Report on State Highway Fund 006

REVENUE SOURCESINTO FUND 006
Fund 006 receives revenues from the following sources. state motor fuels tax,
federal funds, motor vehicle registration fees, sales tax on lubricants, and other revenues.’

See Appendices A, B, and C.

State Motor Fuel Tax

The State Motor Fuel Tax provides approximately 35.4% of the biennial revenues
to Fund 006, for FY 04-05 estimated to be $4,260.9 million.> Revenues are derived from
taxes assessed on the sale of motor fuelsincluding gasoline, diesel fuel, and liquefied gas.
Diesel fuel and gasoline are taxed at $0.20 per gallon and liquefied gas is taxed at $0.15
per gallon.

Two significant deductions are made prior to revenues being deposited into Fund
006. These deductions are as follows:

e Comptroller of Public Accounts: 1% of the gross amount collected is allocated to
the Comptroller for the administration and enforcement of state motor fuel tax
laws.

e County and Road District Highway Fund (Fund 0057): The first $7.3 million
collected from the state motor fuelstax is a historical allocation deposited to Fund
0057 for the purpose of taking care of outstanding county and road district
indebtedness. The fund is distributed to the counties of the state by formula for

the purpose of meeting obligations.

2 Texas Comptroller's 2003 Annual Cash Report. Other revenues include items such as vehicle certificates,
special vehicle registrations, commercial transportation fees and the sale of publications.
% Legislative Budget Board's March 15, 2004 presentation to the Senate Finance Committee.
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After all deductions are made, 25% of the balance is allocated to the Available School

Fund (Fund 0002), and the remaining balance (75%) is allocated to Fund 006.

Federal Funds

Federal funds account for the largest single contribution to Fund 006 at 46.0% of
revenues to the fund, estimated to be $5,529.4 million in FY 04-05.* 98% of the federa
funds received in Fund 006 are reimbursements for state highway planning and
construction expenditures.® The remaining 2% is grant money received for specific
transportation programs such as airport improvements, highway safety and public
transportation.

Federal appropriations are made each fiscal year from revenues collected two
years prior. Reimbursements for specific federal programs are limited during the annual
federal appropriations process. Federal highway reimbursement rates average 80%, but
can vary between 50-100%, depending upon the program. Penalties for failure to comply
with provisions such as clean air compliance and safety regulations can also affect federal
reimbursements.®

Currently, Congress is considering a new federal transportation authorization act,
and any decisions made could create a significant financial benefit or loss to the future of

Fund 006.

* Legidative Budget Board's March 15, 2004 presentation to the Senate Finance Committee.

® Current reimbursements are received under two federal authorization Acts the Intermodal Surface
Transportation Efficiency Act (ISTEA) FY 1992-1997 at arate of $0.77 for every $1.00 in federal highway
taxes and the Transportation Efficiency Act for the 21st Century (TEA-21) FY 1998-2003 at arate of
$0.905 for every $1.00 in federal highway taxes. These rates are based on a minimum rate on 90% of
federal alocated dollars. Therate of return on all federal fundsreceived islower.

® Legislative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.
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Motor Vehicle Registration Fees

Annually, fees are collected for the registration of motor vehicles, trailers or semi-
trailers. These fees account for 13.7% of revenues into Fund 006 or an estimated
$1,644.5 million in FY 04-05.” However, not all registration fees are deposited to Fund
006. Currently, counties are authorized by Section 502.1025, Texas Transportation Code
to retain 100% of motor vehicle registration fees collected up to a limit ($60,000 + $350
X the number of county maintained road miles (to a maximum of 500 miles) + 5% of the
counties previous years motor vehicle sales tax collections). Beginning in 1991 and
continuing through 2005, the 5% has been retained (100%) from Fund 006 and Motor
Vehicle Registration Collections.

Beginning in FY 2006, this amount will once again begin to be retained directly
from Motor Vehicles Sales Tax collections and the General Revenue Fund, as opposed to
Motor Vehicle Registration and fund 006. The process will begin in FY 2006 and will
increase at 10% increments over 10 years until FY 2015 when the entire amount will be

retained directly from General Revenue®

Sales Tax on Lubricants
Sales tax on lubricants provides 0.5% of the revenues to Fund 006. These monies

are collected from taxes assessed on the sale, storage, or use of lubricating and motor oils

" Legislative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.
8 House Bill 3588, 78th Regular Legislative Session.
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for motor vehicles, and for FY 04-05, this revenue is estimated to be approximately $64

million. °

Other Revenuesto the State Highway Fund
Approximately 4.4% of the total revenues into Fund 006 come from other revenue
sources including vehicle certificates, special vehicle registrations, commercial
transportation fees and the sale of publications. In FY 04-05, $527 million is projected to

be deposited to Fund 006 from these sources. °

Summary of Total Revenue Availablein the State Highway Fund for FY 04-05
The Comptroller estimates the following revenues will be available to Fund 006
for the 2004-2005 biennium: **
State Motor Fuels Tax: $4,260.9 million
Federal Funds; $5,529.4 million
Motor Vehicle Registration Fees:  $1,644.5 million
Sales Tax on Lubricants: $64.3 million

Other Revenues: $527.0 million

Total Revenues for Fund 006: $12,026.1 million*?

° Legislative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.

10| egislative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.

™ Note: Amounts do not include balances remaining from prior fiscal years.

12| egislative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee. Estimates derived from Comptroller's December 2003 Revenue Estimates.
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APPROPRIATIONS OUT OF FUND 006
The Texas Department of Transportation (TXDOT) receives approximately 88.6%
of monies appropriated out of Fund 006, or $5,793 million for FY 04-05."°* The next
largest recipient of Fund 006 appropriations is the Texas Department of Public Safety

(DPS). For FY 04-05, DPS is estimated to receive $724 million, approximately 90% of

its $797 million budget, from appropriations out of Fund 006.* These two state

agencies administer the magjority of constitutionally allowed expenditures for acquiring
rights-of-way, constructing, maintaining, and policing public roadways, and for
administering laws prescribed by the Legidature pertaining to the supervision of traffic
and safety on such roads.™

Fund 006 is also used to appropriate both constitutionally and non-constitutionally
dedicated monies to other agencies and to fund related expenditures associated with the
constitutional and/or statutory requirements. The following associated costs, unless
otherwise noted, are sourced to information provided from agency submitted Legidative

Appropriations Requests as currently reflected in ABEST, and were provided by the

LBB:

e Higher Education Coordinating Board: Article 111, Special Provisions Rider No.
55 appropriates $26 million in each year to the Higher Education Coordinating Board
with the intent that the Comptroller reimburse General Revenue up to $26 million
each year from Fund 006 to provide for the construction, maintenance, and policing

of roads and streets on university campuses.*

¥ Article V11, 2004-05 GAA

1 Article V, 2004-05 GAA.

15 Texas Constitution. Article V111, Sec.7-b.

18 |nformation provided by L BB, November 3, 2004
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Office of the Attorney General: The Office of the Attorney General provides legal
services on behalf of the TxDOT and DPS, including right-of-way acquisitions
proceedings and representation in lawsuits. For this purpose, $5,621,076 came out of
Fund 006 in fiscal year 2004 and $5,585,588 is projected to be used in fiscal year
2005.

State Office of Administrative Hearings: Appropriations from Fund 006 pay for
SOAH hearings for the Department of Public Safety's Administrative License
Revocation Program. Funding for this purpose in FY 2004 was $2,776,100 and is
projected to be $2,764,292 in FY 2005."

Public Integrity Unit:  The Travis County District Attorney's Office receives
funding to investigate and prosecute motor fuel tax fraud cases. Funds used in FY
2004 were $728,348 and are projected to be $1,065,170 in FY 2005.

Texas Transportation Institute: For transportation safety research, $5,431,551 was
spent out of Fund 006 in FY 2004 and $$5,433,743 is projected to be spent in FY
2005.%

Comptroller of Public Accounts-Fiscal Programs. Appropriations are estimated
for the payment of al necessary miscellaneous claims, tort claims, and federal
judgments as needed. $141,060 was appropriated in fiscal year and will appropriated
in FY 2005 as needed.”

Employee Benefits. Funding is provided for insurance, retirement, Social Security,

and benefit replacement pay costs for employees and retirees whose salaries are paid

17 | nformation from LBB, November 3,2004.
18 ;
id.
¥id.
Dijd.
2id.
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for from Fund 006. This amount was $201,581,671 in FY 04 and is estimated to be
$212,602,547 in FY 2005.% These benefits are paid for employees at the Department
of Transportation, the Department of Public Safety, the Office of the Attorney
General, the State Office of Administrative Hearings, and the Texas Transportation

I nstitute.?®

STATE HIGHWAY FUND BALANCES

Since May of 2002, the Fund 006 balance has been steadily increasing. On March
15, 2004, TxDOT testified that Fund 006 had a balance of $730 million on August 31,
2003, the highest year ending fund balance to date. TXxDOT also acknowledged the fund
balance was higher than desirable but testified that the high balance was partly aresult of
previous transactions. TXDOT testified that several factors lead to the increased fund
balance, including the $51 million Sugar Land sale, the $144.6 million State
Infrastructure Bank loan transfer, and the $65 million turnpike loan repayment.
However, TXDOT testified that the high fund balance was mostly attributable to two
factors. a need to cover existing commitments and the use of "tapered match" to

accelerate the receipt of federal funds®* See Appendix D.

Tapered Match
Passage of the Transportation Equity Act for the 21st Century, gave the Federa

Highway Administration the authority to establish more flexible policies regarding how

2 Information from LBB, November 3,2004.

2| egidative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.

% Michael W. Behrens, P.E. testi mony and written materials before the Senate Finance Committee on
March 15, 2004.
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states can manage their obligations within the context of the regular Federal-Aid
Highway Program.  One such policy, "tapered match" alows more federa
reimbursements on the front end of a project, As aresult, federal reimbursement of state
expenditures can be as high as 100% in the beginning phases of a project, as long as by
the project's completion, the overall federal contribution does not exceed federal statutory
aid limits for a particular project. > TxDOT explained that as federal funds are received
earlier in the life of the project, the state can delay expenditure of state matching funds
and earn interest until those funds are needed. TxDOT testified that revenues to Fund
006 on the onset of utilizing this technique will see an increase in the early years of
implementation, but over time, the funding will return to more traditional levels as the

state's matching funds are required and the mechanism has been fully implemented.”®

Existing Commitments

According to TxDOT, the accounts receivable and payable (or "existing
commitments") must also be considered to determine the actua unreserved balance of
Fund 006. As can be seen in Appendix D, Fund 006's balance on August 31, 2003 of
$730 million is significantly higher than its unreserved balance of $260 million. TxDOT
also noted that at the close of FY 03, an additional $5.2 billion remained to be paid on
existing highway improvement projects, and explained that existing commitments and
their effects on Fund 006 can be even more significant when bonds are issued with debt

service to come from Fund 006 or commitments are made to fund gaps for revenue bond

% Michael W. Behrens, P.E. testi mony and written materials before the Senate Finance Committee on
March 15, 2004.
% jd.
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funded projects.?’ The available balance of Fund 006 on September 27, 2004, was $562

million, and TXxDOT anticipates the balance will continue to trend downward.?

78th LEGISLATIVE POLICIESIMPACTING THE FUTURE OF FUND 006

House Bill 3588 (Regular Session) related to the construction, acquisition,
financing, maintenance, management, operation, ownership, and control of transportation
facilities and the progress improvement, policing, and safety of transportation in the state.
The legislation provided for new revenues into Fund 006, with provisions such as the
vehicle registration/sales tax swap, but also legislated provisions which will expend
additional dollars from the fund.

For example, House Bill 3588 provided for the issuance of bonds and other public
securities secured by Fund 006, and House Bill 471 (Regular Session) also amended the
Transportation Code to allow the Texas Transportation Commission (TTC) to authorize
TxDOT to borrow money and pay debt service out of Fund 006 to carry out the functions
of the agency,” Completing the plan, the constitutional provision allowing for the use of
short and long term borrowing secured by Fund 006, was ratified by the voters of the
State of Texas in September 2003 with the passage of Proposition 14.

Additionally, in an effort to coordinate statewide public transportation more
efficiently, House Bill 2292 (Regular Session), directed TxDOT to provide required

transportation services to health and human services clients. The legidature provided an

2" Michael W. Behrens, P.E. testi mony and written materials before the Senate Finance Committee on
March 15, 2004.

% | nformation form TxDOT, September 27, 2004.

® Fiscal Note, House Bill 471.
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estimated $111.8 million from Fund 006 for this function in the 04-05 biennium.*
Lastly, House Bill 7 (3rd Called Session) also directed revenues from the sale of surplus
property to be deposited to the General Revenue Fund. Prior to the passage of this hill,
both TXDOT and DPS deposited surplus properties to Fund 006. The impact of diverting
these revenues from Fund 006 to Genera Revenue is approximately $6 million per

year.*!

Summary of Recommendations

1. The Legislature and state should more carefully appropriate and monitor Fund 006 to
ensure expenditures are constitutionally appropriate.

2. The Legidature should closely watch and try to ensure the federal highway fund
reauthorization legidation is maximized to solve our states most pressing highway
transportation needs. The Legidature should strongly encourage the federa
government to increase the state's share of transportation dollars to make it more
equitable as compared to the amount of gasoline taxes paid by Texas taxpayers.

3. The Legidature should consider alternate funding for the Texas Department of Public
Safety (DPS) from a portion of the fine, license, and weight revenues collected.

4. The sheer size of the budget of Texas Department of Transportation (TXDOT) coupled
with the significant new financial authority granted to the agency during the 78th
Legidative Session calls for improvements to the agency's financial reporting
methods.

5. The sweeping changes created by House Bill 3588, 78th Legislature, Regular Session,
are till being tested as to their impact on Fund 006 and the state's ability to better
meet the transportation needs of the State of Texas and its communities. The
legislature should continue to monitor the implementation and effects of House Bill
3588 and its impact on the future of Fund 006.

6. The Legidature should review the appropriateness of TXDOT maintaining large fund
bal ances outside the state's treasury and outside the appropriations process.

%0 | egidative Budget Board's March 15, 2004 presentation and written materials to the Senate Finance
Committee.

31 Michael W. Behrens, P.E. testi mony and written materials before the Senate Finance Committee on
March 15, 2004.
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Appendix A

GENERAL OVERVIEW OF STATE HIGHWAY FUND 0006
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Note: Charts from Legislative Budget Board's written testimony to Senate Finance Committee on March 15, 2004.
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Appendix B

GEMERAL OVERVIEW OF STATE HIGHWAY FUND DDO06 (CONTINUED]
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Note: Charts from Legislative Budget Board's written testimony to Senate Finance Committee on March 15, 2004.
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Appendix C

ESTIMATED STATE HiGHWAY FUND 0006 NEW REVENUES 2004-08 BIENMIUM

i MILL IO S

TOTAL $12,026.1 MILLION

Note: Charts from Legidative Budget Board's written testimony to Senate Finance Committee on March 15, 2003.
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Appendix D

Balance of the State Highway Fund No. 006 from August 31, 2003.

Balance of the State Highway Fund No. 006
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TxDot Commitments On August 31, 2003

Cash $730 million
Receivables and Other Assets $870 million
Payables ($641 million)
Retainage and Other Liabilities ($559 million)
Funds Reserved for Encumbrances, Inventories, and Other | ($140 million)
Unreserved Fund Balance $260 million

Note: Chart provided by TXDOT written materials before the Senate Finance Committee on March 15, 2004
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Appendix A
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Appendix B
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Appendix C

ESTIMATED STATE HiGHWAY FUND 00Dn MEW REVESUES FOOA-E DN Wi
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Appendix D

Balance of the State Highway Fund No, 006 from August 31, 2003,

Balance of the Stais Highway Fund Mo, 608
ACTLAL PROUECTED
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Telar Commeirments On dugn 31, 2003

Cash %730 million
Receivables and Other Assets £870 million
Pavables (5641 million)
Retainage and Other Liabilitics {$559 million)
Funds Reserved for Encumbrances, lnventories, and Ciher | (5140 million )
Unreserved Fund Balance §260 million
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Appendix
F

&= TESTIMONY

STATE HIGHWAY FUND
TEXAS MOBILITY FUND

Testimony Before the
Texas Senate Finance Committee

Michael W. Behrens, P.E.
Executive [Mrector

Texas Deparitment of Transportation
March 15, 2004
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Nichael W, Dehroms, P.E. Teatamony before the Senaie Finonor Commilten Mlarch 15, 34

MICHAEL W. BEHRENS, I.E.
STATE HIGHWAY FUND/ TEXAS MOBILITY FUND

Testimony before the Texas Senate Finance Committee

INTRODUCTION

Today s Textinony

The Texas Department of Transportation [ TxDOT) appreciates the oppanunity to pamicipate
with the Texas Senate Finance Commities in its interim review of the State Highway Fund and
the Texas Mohility Fund. We greatly appreciste the leadership of the Texas Sennie in the
development and passage of significant tmnsportation legislation this session — legislation that
provides powerfil new tools to aceelerate and expand transportation in Texas.

It is appropriate thit vou also receive testimony on federal activity in both the legislative and
exeentive branches. Transponiation reauthortzation legislation and its implementation ane of
greal inferest and concem to the State of Texas. It 15 the leadership of those such as
Congressmon Burgess, the knowledge and expenience of Mary Peters, and the continued efforts
of the members of this ponel thar will allow TxDOT and Texas to receive the highest returns in
terms of formula funds and diserethonary expenditures that can be achieved.

REVENUES AND EXPFENDITURES

You have asked us to address the State Highway Fund and Texas Mobility Fund as they relate to
TxDOT operations and appropriations, and to address revenues and expenditures. The following
three charts lay out TxDOT s sources of revenue and expenditures by eategory for Fiscal Year
(FY) 2003:

Chart 1: FY 20803 TxDOT Sources of Rovenue

Chart 2: FY 203 TxDOT Budpe: Expenidiiunes (dollars)
Chart 3; FY 2003 TxDOT Budget Expenditures {percent of total),
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Chart |: FY 2003 TxDT Soarces of Revenoe
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FY 2003 TxDOT Sources of Revenue

Whew 3412
it 75 BN

Cithery
e i

State Higheay Fund
el ool Tiim B8 5%

4T
vtarie Megel Fees

Fedamal Fusidn
5%
|
O

Taawcen F 17008 Opeabrg Bhedget - Hasaad 20704

IV -53



Committee on Senate Finance, Interim Report on State Highway Fund 006

ekl W Bebrens, 1°F Testimony hefeee the Sonme Finance Co

Chart 2: FY 2000 TxDOT Budget Expenditures (dollars)

FY2003 TxDOT Budget Expenditures
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Chan 3: FY 2008 TeDOT Badpet Expenditures {percent of toial)

FY2003 TxDOT Budget Expenditures
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STATE HIGHWAY FUND

You are receiving a briefing from the Legislative Budget Board in the course of this hearing on
the State Highway Fund, TxDOT has been asked 1o address the balance in the State Fighway
Fund. Chart 4 shows the monthly balance in the fund over time, past and projected. meluding
the lowest and highest daily balances. The balance decrease thal is projected for the future 15
|1r'i|:r|.Jri|_'. due b an increase in contractor payIEHlS fose |1i.|.:|‘n~.|_'. FIII.I:IL'\L'lh-.

The current halance i the fund is higher tham desirable, partly resulting from previous
transactions but largely due 1o two factors: a need to cover existing commitments and the ise of
hpl:rl:d mutich to acceleraie the receipt of federal funds,

Previows Tramsactions
Factors lending to the halance increase include the $3 1 millisn Sugar Land sale, the $144.6
million State Infrostructure Bank (S1B) loan transfer, and the $63 million twmpike loan

repaymerl,
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Chart 4; Balance of the State Highway Fund

Balance of the State Highway Fund No. 0DE
ACTUAL PROJECTED
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Lowesh Dady Balance

January 2004 Cash Forecast 1o Unified Statewide Accounting System (USAS) Reconciliabion:

UISAS Ending Balance: STE2 187,018
Less Stabe |nfrastructure Bank Ending Balance [Acct DO6E) 526,807 458
Cash Forecast Ending Batance (Fund 0008) §735,579 880
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Existing Commriiments

The ending cash balance of the State Highway Fund for FY 2003 was $730 million; however,
this snapshot leaves a false impression of the fund’s activity. . An analogy can be drawn to
houschold finance: just as one would nob rely solely upon the monthly bank siaiement (o manage
a personal checking account, one would not evaluate the financial health of the Siate Highway
Fund based on one day’s ending balonce.

For the full picture the amounts expected and obligated - the sccounts receivable and payable
must be considered, which is what TxDOT does in preparing the Annual Financial Report
depicting the unreserved bakimce of the Stale Highway Fund, The Depanment’s Annual
Financial Report illustrtes our commitments of the Fund 6 balansce which is summuonized as
follows for August 31, 2003:

Cash 5730 million
Keceivables and Other Assets SE70 million
Payables (%641 million)
Retainage and Other Linbilities {5559 million}
Funds Reserved for Encumbramces, lnventories, and Chher (5040 million}
Unreserved Fund Balance 260 million

As the above shows, although thie fund had 4 cash balonee of $730 million on August 31, §t also
husd $BT0 million of receivables, $641 million of payables, $3539 million of retninage and other
liabilities in addition 1o 3140 million of encumbrances, When all of these ftems are considered,
thiz result was an unreserved balance of 8260 million. Cn that day TxDOT also had $5.2 billion
remaining to be paid on existing highway improvement projects.

Exizling commitments and thelr effects on the State Highway Fund balance will take on much
grester significance when bonds are issued with debt service to come from Fund 6 or
commitments are made to cover funding gaps for revenue bond funded projects.

Tapered Match

Federal law allows a number of innovative finoncing strategies. These include:
*  Advance Construction

Partial Conversion of Advance Construction

Flexible Match

Tapered Match

Toll Credits and Various Toll Options

State Infrastreciure Banks

Transportiion Infrastructure Finance and Innovation Act (TTFIA)

IV -57



Committee on Senate Finance, Interim Report on State Highway Fund 006

Michacl W. Behrens. E Testimony befors the Senaie Finance © biarch |4, 2iHM

OF these, tapered match has had 2 notable infiuence on the fund balance. Tapered maich eables
ihe project sponsor o vary the non-Federil share of o Federnl-aid project over lime, a5 long as
the Federal contribution toward the project does not exceed the Federal-nid limit.

Since inceplion of the Federal-Aid Highway Program, Title 23 of the 1.5, Code has required that
states mitch Federal grants for individual highway projects on o payment-by-payment hagis.
Uinder this approach, stmes paid the required non-Federal matching share of project costs each
and every time they sought reimbursement of eligible project costs. This requirement not only
ensured that the sinte would pay the required non-Federal share over the life of a project’s
construction, bt also that the state would do so ol every step of the way 1o completion. The
Transportation Equity Act fior the 215t Century (TEA=21), section 1302, modified Title 23,
United States Code, section 121, by removing a sentence which required e Federal share of
project costs be applicd to each progress payment. A simblar restriction was removed from the
Surface Transporiation Program provisions in 23 1.8.C., section 133, by TEA-21, section
1108(d}. The removal of this restriction allows the Federal Highway Administration (FHWA) o
establish o more flexible maiching share policy for progness payments and created the option for
stntes (o use the tapered motch approach within the context of the regular Federal-Ald Highway
Program,

Under the tupered masch approsch, the non-Federal matching ratio is imposed on projects rather
than individual payments. Thus, Federal reimbursement of stale expenditures can be as high as
100 percent in the early phases of o project provided that by the time the project is complete, the
averall Federal contribution does not exceed the statutory Federal-aid limit for the project in
queestion,

The decision to use tapered match on a project follows this procedure:

I. State submits tapered match project request 1o the FHW AL

2. FHWA determines that requirements are mef and esisblishes Federnl-aid share 10 be
applied to total project costs.

3. Stube and FHWA agree on taper schedube.

FHWA approves match and execuies project agreement specifying non-Federal match

arhedule.

Suate submits killings fior progress payments.

FHWA reimburses costs according to schedule.

[ PR R M W . U ) A po o o i
By close of project, Federalnon- cooral shars equals agreed mtio,

4=

it

TxDOT belicves that the higher than normal balance in the Stte Highway Fund is primarily due
to a change TxDOT has made in implementing tapered match and managing the reimbursements
received From the FHWAL

IV - 58



Committee on Senate Finance, Interim Report on State Highway Fund 006

Mdichas] W Bchrens, PE. Tiead beliore the Scnals Finesce emeniice Mlarch 13, 2004

The Fund & balance has been temporanly peaking with the eurrent scccleration of the receipt of
fiaderal funds. Historically, Fusd & would typically receive as reimbursement 80% ol each
progress payment made on federal-participating projects. Tx[¥0T is now employing a method
referred 1o as Tapered Maich in which the agency receives the FHWA's 807 participation us
reimbursement for the first $0% of the project’s cost. This allows us to receive the funding {rom
otar federal iranspoation pafner sooner than we would otherwise. It also allows us to delay the
expenditure of state matching fizrnds and cam interest on them in the meantime. As this
technique merely allows the accelersiion of federal participation (it docs not inerease the amount
off federal partichpition) it will cause revenue (and therefore cash balances) to increase in the
early years of implementing this change before retuming to more traditional levels.

BONDS AVAILABLE TO TaDOT

Reverme Bonds

TxDOT, through the Texns Turnpike Authority Division and under the provisions of
Transportation Code Chapter 361, is authorized to study, design, construct. opere, expand,
enlnrge or exiend a tumpike projeci as part of the sinie highway system. Any revenue bonds
issued for state-owned tumpike projects are a decision of the Texas Transportation Commission
with oversight by the state bond review board.

Revermue bonds allow the Texss Tromsportation Commission 10 issue bomds for a specific
tumpike project that are then repaid by the tolls generated. This provides new revenue o finance
transporiation in Texas end help deliver projects fuster. The toll would remain in place antil the
debt is paid. Any surplus revenue may be used for operation and muintenance. Once the debt is
paid on a ste-owned tumpike, then the odls may be removed, reduced o cover the costs of
operstion ami maimtenance only, or relained in order to continuee expanding the o]l system. Fora
project owned by o regional mobility authority, surplus revenus may be used 1 reduce the 10lls,
deposited in the Texas Mohility Fund or used 1o develop other regional transporiation projects
{non-tolled or tlled).

CGienerally, revenue bonds are best-suited for projects with strong waific propections, which tend
o be located in metropolitin areas. To determine a project”s wll viability several factors ane
amalvied such as public input, potential raffic demand, projected revenue, populstion sd
employment growth, existing road network, connection (o other trmnsponation facilities,
State Highway Bowds (Proposition 14)
Voters in 2003 approved Proposition 14, which along with enabling legislation passed by the
Thth Legislature allow the issuance of bonds to build needed roads faster and improve safiety by

ing the traditional pay-as-you-go method of fnancing highway construction. The new
authority allows the Texas Transporiation Commission o issue bonds that are secured by the
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state highway fund, The proposition also allows the Commission to issue shon-term debt 1o
cover ciash shorages in the Stie Highway Fund.

Since these bonds must be paid back from the State Highway Fund, this source does not provide
new revenee 1o finance transportation in Texas, bt docs help deliver projects fasier

Proceeds enn be used 1o finance highway and safely improvements on the state-maintained
highway system. A total of £3 billion - no more than $1 billion in o vear - can be jssoed for
highway improvements, Af beast $600 million of the toial bonds issweed must be used for safety
related prisjects. The bonds may be issued for s much as 20 years, The debt service in any year is
limited to no more than 10 percent of the total revenuve deposited to the State Highway Fund in
the previous year,

Bond proceeds will generally be used for expansion projects, Safery improvement projects must
sccount for ot least 20 percent of the wial bands issued. These projects will be selected based on
criterin to be determined by the Commission. Criteria for safety improvement projects will
include accident data, traffic volume, pavement geometry and other roadway conditions.

Texay Mobility Fursd Bords

Before approval by voters and the legisisture, highways were the only major capital projects for
which the state did not boreow money by issuing bonds, Cities and counties in Texas, however,
routinely finance street and read projects with bonds. Growing demand for increased mability
and reduced traffic congestion and lost economic epportunities led to a need 1o revise the
transportation funding system,

Woter approval in 2001 of Proposition 15 and ensctment of enabling legislation by the 77th
Legislature in 2001 created the Texas Mobility Fund in the state treasury. The Texas
Transportation Commission can now issue bonds that are secured by the Texas Mobility Fund.
Funds can be used 1o finance road construction on the siate-maintained highway system, publicly
owmed toll roads, or other public transporiation projects.

Proposition 15 not onky erested the Texas Mobility Fund, it also allowed for toll-equity spending
by the state on toll reads, Toll equity authorizes TxDOT to lend or grant money from any source
fior the scquisition, construction, maintenance or operstion of public wll roads and toll bridges.
Previously, any participation by TxDOT towards ol facilities needed to be repaid from tolls or
other tumpike revenue.

The 78ih Legislature (2003) redirected certain tmnsportstion-relsted fees 1o the Texas Mobility
Fund, which hod been going 1o the General Revenuve Fund. Deposits to the fund are expected 1o
levernge highway bonds to produece up 1o 53 billion in new funding, which in combination with
other tools will enable projects 1o begin sooner,
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The Texas Transponation Commission administers this fund to finance scquisition of right of
way, along with design, construction, reconstruction. mnd expansion of state highways. Farther,
the commission admimsters the fund o provide participation in the costs of pubhicly owned toll
roads and other public trusponation projects

TEXAS MOBILITY FUND AND FUND & BONDS (PROPOSITION 14 BONDS)

The Texas Mobility Fund can be used io pay for constructing, reconstruching, expanding, snd
soquiring state highways (including necessary design and right-of-way) with expected life of ot
Jeast 10 vears without major repair; state panticipation in foll projects and other public
transportation projects; creation of debt service reserve accounts; interest for no more than two
vears: refunding of canceling outstinding obligations and, the cost of issusnce. A detailed graph
of the funding sources for the Texas Mobility Fund follows in Chart 3, and surcharge distribution
s shown in Chart &

Chart 3: Revenues Dedicated to the Texas Mobility Fund

Revenues Dedicated to the Texas Mobility Fund
from HE 3588, HB 1385, and HB I971 from the T&th Regular Session
and HB 2 from the T8th 3nd Called Session

SOVRCES

FY FY FY FY FY FY
2004 2005 2006 200]

Driver Responaibility *
Tratfic Fing *

United We Stand LP
DPS Foes

TERP Faes

49.5% of program coBocions
57.07% of program collechons
Any amounts from these sounces over S2500 in a FY
| Program has a sunsst provision as of August 31, 2007
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Chart & continued
ESTIMATED AMOUNTS (in millions)
FY FY FY FY Fr F¥ FY FY
2004 2005 3006 2007 2008 2000 3040 2041
Drriver Responsibility 58.3 1126 0o 0.0 0o oo oo 0.0
Traffic Fine Ta4 B 0. 0.0 0.0 oo 0o oo
United We Stand
Bpecial License Flate oo oo 0.0 0o oo (111} 0o oo
DPS Fees oo 0o 2327 | 2G| 286 2413 2437 2461
Texas Emission
Reduction Plan Fess 0.0 0.0 oo oo 0.0 T8.0 TH.5 70.0
138.7| 211.8| 2327 | 2368 | 238.9| 3193 | 3222 | 3251

Enascting Logislation Datails

Driver Responsibility B 3588, 78ih Regular Session, Aricle 10, Section 780,002 and Arficke 20,
Saction 20.02 (b) through (d) as amended by HB2, TBith Legislature. 3rd Called
Sassion, Articls 3, Section 301 (a) and [b)

Traffic Fine HB 3588, 7Bth Regular Sesson, Aricle 12, Section 542 4031 and Asicle 20,
Section 2002 (b} through () s amended by HB2, 78th Legisimure, 3rd Called
Session, Sechon 307 {a) and (b)

United 'We Stand LP HB 3671, T8ih Reguler Session, Section S04 628

DPS Feas HA 3588, T8m Reguar Session, Aricle 11, Secton 11 and Atticle 20, Section
20002 () a5 amandad by HE2, Tath Legslature, Jrd Called Session, Section 3.01
{ep

TERF Fees HE 1385, 78I Regular Session, Section 24 (b) (3) {C) (i)
Chart 6: DNaribution of Surcharges
Ganoral Rovenus  Trauma DPS
Driver Responsibility Act 405%  40.5% 1.0% Sunset Provesion as of August
State Traffic Fines 6T0% 330% 0% 31, 2007.

1} The revanue from the sources above in FY 2004 and FY 2005 will be deposited to the Texas Mobslity Fund
EimmmmmmmmmHnlﬁmmﬂnﬂhMTmm
undd.

Fund & Bonds con be wsed for any costs related to the bonds and other public securities including
debd service and issuance costs and the purposes for which Fund 6 revenues are dedicated which
is primarily to build, construct and maintain roads. The bond proceeds cannot be used for the
construction of a state highway or other facility on the Trans-Texas Corridor. A comparison of
the statutes for the two bond programs clanifies thear differences (Chaort 7).
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Chart 7: Comparison of Fund 6 Bonds and Texas Mobility Fund Bonds

| Description Muobility Fund Bonds Fund 6 Buomds

Maximum Amount 3 billion {estimated ) 3 billion

Maximum Anmual Amount MNone | billion

Maximum Maturity 30 years 20 vears

Maximum Annual Debt Service | None 10 % of the amoun deposited
in preceding yesr

Minimum Debt Covernge 110% N“E—

Proceeds can be spent on Trans- | Yes Mo

Texas Comidor

Security for the Bonds Revenues Deposited to the Fund | Revenues Deposited 1o the
Fund

Back Stop or Secondary Pledge | Full Faith and Credit of the Stie | None

Bond Procecds will be Held in | Fund 365 in the State Treasury | Fund 6 of the Stste Trepsury

Step tor fioue Bonds

Like the home morigage process, the bond issuance process involves o finuneial institution,
estimating income, and a promise 1o pay back the money borrowed. The bond issuance process
generally follows these steps:

11
i

3
4

3l

]
[}
£}

9

Acquire the services of o financial advisor 10 wssisl the agency.

For revenise bonds for o toll road, identify project cost and acquire the services of a
compiny b perform an Investment Grade Traffic and Revenpe Forecast. This will
facilitnte the sizing of the bond issuance and identify any funding gap (total project costs
not covered by bond proceeds),

For revenue bonds, determine how a funding gap, if applicable, will be filled end obtain o
cammitment from those parties to fill the gop.

Accquite the services of one ar more underwriters who will buy the bonds on a specified
date.

Megotiste 1o determine the optimal financing structures including types and amounts of
debt instrisments o be sold, maturity schedules, credit enhancemenis, bond covenanis,
revenrue pledges.

Bond Counsel prepares dmfis of bond izsusnce documents and other information about
ihe project which inclsdes o promise to pay bond holders.

Make presentations to mtings agencies and appropriate Federal and State Agencies such
a5 the Federnl Highway Adminisirtion or Bond Review Board.

Finalize documents, issue bonds, recerve proceeds (similar (o closing day on o home
morigage).

Evaluate how the issuance went (e.2: schedule and terms) to determine how (0 improve
the process for the next ssoance.
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PLANS FOR USE OF THE FUNDS

Ciiven the sipnificant natwre of the funds and the expectations surrounding their use, the Texas
Transportstion Commission has committed o ceablishing o strabegic plan that takes into account
pishlic ingit and is ereated in the public view. To that end, the comimissiod al iz February 26
hearing persted @5 an official discussion ilem the “Texes Mobility Pund Strategic Plan.” It is the
conniiniEsion's nlent 1o sccept public mput and develop the plan i the near term, with formal
adopibon as soon & prmcticable.

SIGRIFICANT LEGISLATION
You have asked TxDOT to address shgnificant legislation from the 78" Session affecting

MEVOnues.

HE 3588

Much his already been written about HE 3588 and the sweeping nature of its provisions. HB
3528, sipgned into low June 19 by Governor Rick Perry, is the most important transportation bill
in Texas since passage of House Bill 2 in 1917 {an | |-page measure that created the siaie
highway department). The new law is divided into 20 articles and contains some 77,750 words,
That's nearly one word for every center-line mile of highway in Texas.

This 100l kit, expanding funding, right of way and overall mobility options, will play o large role
in the depariment’s ability to fulfill mony of the ste's pending tmnsportation needs.

The foundstion for the law involves:

*  Local control, giving eommunities the authority and Nexibility they need 1o solve their own
trunsportation problems

*  Tall romts, recognizing that they are the fastest way to improve mobility and safety in Texns

®  The private sector, creating full-fledged partnerships on a scale unheard of in transporiation
implementation

*  [Rail and public tansit, adding those and other modes of transponation o the mix of
altermatives available to TxDOT and communities when seeking congestion solutions

®  New privately-funded ransportation corfidors, combining highways, mil and utilities o
provide long-range tmnsportation benefits while retaining funds for still more projects.
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Several key components of HE 3588 include:

& Replonal Mobility Autherties {RMAs), which have new powers 1o constrict, maintain and
operale turmpike projects, piving local governments more control over hghways within their
jurisdiction. Parts of the state highway system can now be converted (o turnpikes and
translerred 1o an RMA by the commission. RMAS can now issue revenue bonds and have
gained the authority of eminent domain,

&  Toll Roads, considered the fasiest way to improve mobility and safety in Texas, gained new
clout through HB 3588, giving regionn] groups inancial help when they are creating o toll
project Uil hasnl vel produced revenue,

®  Bonds, o means of leveraging money in various transportation funds, increasing TxDOT's
ability to pay for projects, The new authority reploces the “pay as vou go” approach with the
ability 1o pay for rosds over lime, just e home buyers do. In addition, the Lepislature took the
historic step of capitalizing the Texas Mobility Fund. Ultimately, this could add up 1o an
additional $3 billion in bonds.

* Comprehensive Development Agreements {CDAs), giving TxDOT clear authority to pariner
with the private sector in financing, constrecting and operating state highways, The
agreemwenls can combine design and construction of o tumpike, reducing costs and speeding
project delivery The new power will enable TxDOT to place project financing, right of wiy
acquisition, tumpike operation or maintenance inlo one single agreement. RMAS also have
the ability to enter into CDAs.

& New transportation options, such as the Trans Texas Caorridor, are now open to TxDOT.
Instesd of improving the transportation system one small picce at a time, Texas will gain,
through the Trans Texas Corridor, more mobility and safiety by building the new road, rail
and wtility toll corridors parallel to existing highways,

In addition, the law gives TxDOT for the first time ever ithe authority to build and manoge mil
infrastructure. Rail is key to boosting ecenomic prosperity in the state since companics secking 1o
reloeate in Texas require reliable and cost-effective wavs (o ship their products.

HIR 28/HB 471

HIR 28 proposed a constitutional amendment that was approved and allows the Legislature to
authorize the Texss Transportation Commission fo issue notes or borrow money from any source
to carry out the functions of the department and 1o issue bonds and other public securities payable
from money in the state highway fund. The Commission could suthorize TaDOT 1o issue notes
or borrow money Tor shon-term needs (HB 471 and issue long-term debt obligations (HB 3588)
thai are secured by the Staie Highway Fund.
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The purpose of the shor-term debt is (o cover cush shoriages in the State Highway Fund. The
purpose of the long-term debl is 1o fund highway improvement projeets. The approval of this
amendment allows the department to leverage future Fund 6 revenues and provide eash for
immediate use. Critical projects delayed due 1o funding issues can proceed.

HE T (Revenes from the Sale of Surplus Propertyl

Hi 7 directed all revenies from the sale of surphis property 1o be deposited 1o the General
Revenue Fund. TxDOT asked the Attomey General to clarify whether revenue derived from
selling TxDOT personal property purchised with revenues constitutionally dedicated 1o highway
purposes should be placed in the general revenue fund under Government Code section
21751344 a), as amended in 2003,

The Attomey General opined thal proceeds from the sale of agency salvage or surmplus personal
property purchasesd with funds dedicated 1w highway purposes by Texas Constitution anicle VI
sections T-a and 7-b are not themseives constitutionally dedicated 1o highway purposes.
Accordingly, proceeds from the sale of agency salvage or surplus property that was purchased
with revenues constitutionally dedicated to highwiy purposes and sold on or after Seplember 1,
2003 may be placed in the general revenue fund.

The 3-year avemnge of this type of revenue that has been deposited by TxDOT is around $3.5
millicn each year. Prior to passage of this law, the Depariment of Public Safety also had
deposited surplus property funds to Fund & and their 3-year average is around $2.3 million each
year. Therefore, the impact o Fund 6 is estimated ot 56 million per year.

CONCLUSION

The new tools given by the Texos Legislature and the people of Texas create o tremendous
opporumnity. The Transportation Commission is commitied to proper planning and input from the
public in developing the proper approach (o using these tols.

TxDOT as an agency 15 working hard fo miointain our legacy of building a safe and long-lasting
transportation network to keep Texans moving. Through spplying the watchwords of safety,
quality, and aceountability, we are eommitted (o doing a job that will serve you and your
constituents well. We apprecinte the opportunity to appear before you today and would be
pleased 1o answer any questions yoo may have,
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EXECUTIVE SUMMARY
The creation and funding of the Texas Enterprise Fund (Fund) by the 78th Legislature has
enabled Texas to attract some key businesses to the state that are projected to create
approximately 14,000 new jobs over the next 20 years. While the results are positive, a look at
how some other states are managing their job creation funds provides insight to possible ways

Texas could further leverage its Fund and ensure that the intended purpose is achieved.

Summary of Recommendations

1. Statewide economic and fiscal impact models should be prepared for al projects being
considered for funding from the Texas Enterprise Fund. Impact models should include
the direct and indirect impact on Texas from the project, including outputs, employment,
earnings, tax revenue, etc.

2. A set of criteria for investment should be considered including a project cost-benefit
analysis system based on return-on-investment, local participation, etc.

3. Annual updates should be submitted to the L egislature on each project currently under an
Economic Agreement with the state.

4. The Legidature should structure the Texas Enterprise Fund so that disbursements are
based on meeting certain performance measures or similar criteria rather than up-front
disbursements of the entire grant amount.

5. The state should offer low interest bonds in lieu of, or in conjunction with, Enterprise
Fund grants, particularly in funding of manufacturing projects where start-up costs are
significant. The state should explore using the Enterprise Fund to buy down interest rates
or to provide bonds for start-up costs like equipment.

6. Claw-back provisions should be required in all agreements for grants from the Texas
Enterprise Fund.

7. The state should set goals to achieve broad geographic disbursements from the Enterprise
Fund, including rural areas and areas of high unemployment.

8. Calculating and determining future job growth is highly subjective and unpredictable.
Enterprise grants/disbursements should be made based on criteria that are easier to
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measure and are a suitable proxy for future job creation, such as capital investments or
production levels.
PROCEDURAL BACKGROUND

The Senate Finance Committee was charged with conducting a thorough and detailed
study of the following issue, including state and federal requirements, and preparing
recommendations to address problems or issues that are identified. The Senate Finance
Committee (the Committee) met in accordance with the following Economic Development
interim charge as follows:

Enterprise Fund. Monitor and report on current and potential future uses of the

Enterprise Fund. Study and devel op recommendations for using economic development

funds and assessing potential projects, including, but not limited to, establishing criteria

for investment, developing standards for cost-benefit analyses, leveraging local

participation, and incorporating claw-back provisions if goals are not met.

The Committee met pursuant to the aforementioned interim charge in a public hearing in
Austin, Texas, on March 29, 2004, to consider invited testimony provided by the Texas
Governor's Office, Economic Development and Tourism Division, and the Texas Legisative

Budget Board. The Committee solicited public testimony on the interim charge in a public

hearing in Austin, Texas, on July 20, 2004; however, none was provided.

The Committee extends its thanks to those who participated in the hearing, and assisted

with or made presentations before the Committee.

BACKGROUND
Senate Bill 1771, as passed by the 78" Texas Legislature, created the Texas Enterprise

Fund (Fund) for the purpose of economic development, infrastructure development, community
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development, job training programs, and business incentives.! Upon creation of the Fund, the
78" Texas Legislature appropriated $285 million from the Economic Stabilization Fund to the
Fund for the purpose of economic development initiatives. The Trusteed Programs within the
Office of the Governor were appropriated al amounts in the Fund for the biennium beginning
September 1, 2003.

The Governor may negotiate agreements on behalf of the state regarding grants from the
Fund.®> However, the express written prior approval of the Lieutenant Governor (Lt. Governor)
and the Speaker of the House of Representatives (Speaker) are needed for the Governor to award
the grant money. To assist with economic development initiatives, the 78" Legislature created
an Advisory Board of Economic Development Stakeholders (Board). The Board is comprised of
three members appointed by the Governor, two members appointed by the Lt. Governor, and two
members appointed by the Speaker. The Board is charged with collecting and disseminating
information on economic development programs, including loans, grants, and other funding
sources.*

By statute, the Governor has the authority to enter into written agreements with potential
grantees to specify actions to be taken or goals to be achieved by the grantee and corresponding
actions by the state if the terms of the agreement are not upheld. However, statute does not

require specific provisions be included in the agreement, nor does it require that a written

! TEX. GOV. CODE ANN. § 481.078. (78" Leg., R.S., (S.B. 1771)).
2 General Appropriations Act, 78" Leg., R.S., (H.B. 1), at I-52, 55.

® TEX. GOV. CODE ANN. § 481.078. (78" Leg., R.S,, (S.B. 1771)).
* TEX. GOV. CODE ANN. § 481.169. (78" Leg., R.S,, (S.B. 1771)).
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agreement be signed. Some of the provisions included in the authorizing statute are discussed
below. °

If any portion of the grant is used to build a capital improvement, the Governor may enter
into a written agreement specifying that the state retain a lien or other interest in the capital
improvement in proportion to the percentage of the grant amount used to pay for the
improvement. If the capital improvement is sold, the grantee may be required to repay the state
the grant money used to pay for the improvement with interest, at a rate according to the
agreement, and may be required to share with the state a proportionate amount of any profit
realized from the sale.®

The written agreement between the state and the grantee may also require the grantee to
repay the state any unused grant money as of a certain date and any related interest at an agreed
rate and on agreed terms.” Though the Government Code permits the Governor to include claw-

back provisionsif the terms of an agreement are not met, such provisions are not required.

QUALIFYING FOR THE TEXASENTERPRISE FUND
The Office of the Governor, Economic Development and Tourism division (OGEDT)
receives all applications for grants from the Fund. The application provides information on how
the funds are to be utilized and how the proposed project meets the criteria of the Fund. To be
eigible for Fund support, a project must demonstrate a significant return on the state’'s

investment and strong local support. The review process considers a variety of factors, including

5 TEX. GOV. CODE ANN. § 481.078. (78th Leg., R.S, (S.B. 1771)).
6 . .

ibid.
7 ibid.
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job creation and wages, capital improvement, the financial strength of the applicant, the
applicant’s business history, analysis of the relevant business sector, and public and private
sector financial support.?

According to testimony by OGEDT, weekly meetings are conducted by staff from the
Office of the Governor, Lt. Governor, Speaker, and various state agencies. At these meetings,
information is gathered on each prospect and is incorporated into a spreadsheet to determine the
return on investment to the state. Eventually, the spreadsheet becomes a decision sheet that is
given to the Governor, Lt. Governor, and Speaker. Depending upon where the application isin
the review process, projects are given a status of requested, reserved, committed, announced, or

disbursed.

TEXASENTERPRISE FUND AGREEMENTSTO DATE

Of the initial $295 million in the Fund, $184.8 million has been disbursed or announced
for atotal of 15 projects by mid-December 2004. According to OGEDT, the $184.8 million in
Fund allocations is matched by over $5.981 billion in investments from the grant recipients and
will create 15,196 new jobsin Texas.’

Of the 15 projects announced to date, five projects totaling $126.8 million will directly or
indirectly benefit institutions of higher education in Texas, including funding for a bovine
genome sequencing project at Baylor College of Medicine; the Texas Instruments (TI)

semiconductor manufacturing plant with the University of Texas at Dallas (UTD); the Center for

8 Office of the Governor, Economic Development & Tourism Division,
(http://www.governor.state.tx.us/divisiong/ecodev/tefund).

® Written materials provided by the Office of the Governor, Economic Development & Tourism division,
August 11, 2004 and updated as of December 10,2004. pg. V-12
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Advanced Diagnostic Imaging at the University of Texas Heath Science Center at Houston
(UTHSC) and M.D. Anderson Cancer Center; the Sematech Advanced Materials Research
Center with the University of Texas at Austin; and the Internet2 project, which focuses on
developing new internet technology.® In the case of the semiconductor plant at UTD, an
additional $250 million will be raised from private and public sources, including funding from
the University of Texas Systems (UT Systems) and assistance from the General Land Office to
construct new campus facilities™ To attract the Center for Advanced Diagnostic Imaging,
UTHSC and M.D. Anderson have joined together to fund an additional $25 million and UT
Systems has committed to an additional $5 million in funding.*?

The economic development agreements entered into by the state and the grant recipients
differ on a case-by-case basis. In the case of Vought Aircraft Industries, Inc., the state paid
Vought a total of $35 million up front from the Fund. In return, Vought committed to create
3,000 new jobsin Texas by the end of 2009 and to maintain atotal of 6,000 jobsin Texas
through 2019. According to the terms of the agreement, the 6,000 jobs shall have an average
annual gross compensation of at least $53,000 per year. Vought is required to submit annual
compliance verification to OGEDT. If job target deadlines are not met in any year of the
agreement, the OGEDT may require Vought to refund $1,000 per unmet position for that year.
Similarly, if Vought exceeds the job target in a given year, the company will receive a surplus

job credit for each extra position maintained. The credits can be used to offset a repayment

10 ibid.

1 Office of the Governor, Economic Development & Tourism division,
http://www.governor.state.tx.us/divisions/press/pressrel eases/ PressRel ease. 2003-06-30.4818

2 The University of Texas Health Science Center at Houston, News on the Go, Issue 297, May 24, 2004,
http://newsonthego.uthouston.edu/archive/2004/nog297/.
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penalty in following years or toward meeting the remaining job target for future years. If Vought
accumul ates enough surplus job credits, it can be released from the contractual agreement early.
The OGEDT may also expand the types of eligible positions to include positions created with
on-site suppliers to Vought or positions created with Vought suppliers.

In the agreement with TI, $50 million from the Fund will be utilized by UTD. As of
August 2004, $21.5 million had been distributed. An additional $250 million in private and
public funding will be raised for the UTD School of Engineering and Computer Science to
pursue status as a Tier 1 institution. In return, T1 will locate its semiconductor manufacturing
plant in Richardson, Texas. The facility will represent a $3 billion investment by Tl and is

expected to employ 1,000 people. In this agreement, there are no job target commitments.*

COMPARISON OF "DEAL CLOSING FUNDS" AND INCENTIVE GRANTS
Eight states, including Texas, have created “ deal-closing” funds to persuade businesses to
remain, relocate, or expand in the state. Seven of the states finance the fund with general tax
revenue. Georgia finances its fund with tobacco settlement funds. The Texas Enterprise Fund is
the largest deal-closing fund in the nation .*®
Grant funds in most states receive an annual appropriation of between $10-20 million. In

states where the fund provides both grants and loans, the annual appropriation may be larger.

13 Economic Development Agreement between the State of Texas and Vought Aircraft Industries, Inc., Execution
Copy, February 26, 2004.

% Testimony and written materials provided by the Office of the Governor, Economic Development & Tourism
division. pg. V-12

! Research Division, Texas Legislative Council, Facts at a Glance, Survey of State “Deal-Closing” Funds and
Other Incentive Grant Programs for Job Creation, March 2004.

. http://www .t c.state.tx.us/pubspol/deal closing. pdf
ibid.
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Due to budget constraints, several states have put incentive grant programs on hold, but still
maintain tax and loan incentive programs.®

Generdly, states write terms of agreement that include job and investment minimums and
claw-back provisionsif the terms of the grant are not met. Most states aso factor in the location
of the jobs in deciding the grant amount. In general, states do not award grants equating to more

than $10,000 for every job created.*

RECOMMENDATIONS

As competition for business increases, more states are expected to create deal-closing
funds to retain and attract businesses to their states. For Texas to remain competitive in
attracting new businesses, a mixture of incentive grant programs should be explored that includes
low-interest bonds, deal-closing funds for grants and/or loans, and existing tax incentive
programs. While the Texas Enterprise Fund has allowed the state to react quickly to business
opportunities, the administration of the Fund must be carefully monitored to ensure the state is
getting a return on its investment. Should the legislature appropriate additional money to the
Fund in future biennia, the legislature should adopt measures to ensure the Fund is being used for

itsintended purpose and that all grants are based on sound economic decisions.
1. Statewide economic and fiscal impact models should be prepared for all projects being
considered for funding from the Texas Enterprise Fund. Impact models should include
the direct and indirect impact on Texas from the project, including outputs, employment,

earnings, tax revenue, etc.

2. A set of criteria for investment should be considered, including a project cost-benefit
analysis system based on return-on-investment, local participation, etc.

Y ibid.
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. Annual updates should be submitted to the L egidature on each project currently under an
Economic Agreement with the state.

. The Legislature should structure the Texas Enterprise Fund so that disbursements are
based on meeting certain performance measures or similar criteria rather than up-front
disbursements of the entire grant amount.

. The state should offer low-interest bonds in lieu of or in conjunction with Enterprise
Fund grants, particularly in funding of manufacturing projects where start-up costs are
significant. The state should explore using the Enterprise Fund to buy down interest rates
or to provide bonds for start-up costs like equipment.

. Claw-back provisions should be required in all agreements for grants from the Texas
Enterprise Fund.

. The state should set goals to achieve broad geographic disbursements from the
Enterprise Fund, including rural areas and areas of high unemployment.

. Calculating and determining future job growth is highly subjective and unpredictable.
Enterprise grants/disbursements should be made based on criteria that are easier to
measure and are a suitable proxy for future job creation, such as capita investments or
production levels.
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Appendix B

Execurion Cory
EconNomIC DEVELOPMENT AGREEMENT
BETWEEN
THE STATE OF TEXAS
AND

VOUGHT AIRCRAFT INDUSTRIES, INC.

FEBRUARY 26, 2004

THIS AGREEMENT (“Agreement”) is by and between the State of Texas (the "“State™), acting by
and through the Office of Economic Development and Tourism, a division within the Office of
the Govemor (“OGEDT"), and Vought Aircraft Industries, Inc. (“Vought™), a corporation
incorporated in the State of Delaware. The State and Vought are hereinafter referred to either
individually as the “party,” or collectively as the “parties.” The Effective Date of this Agreement
is February 26, 2004,

RECITALS

WHEREAS, Texas traditionally has been an intenational leader in the aerospace arena, and Texas
desires 1o become the international leader in the manufacturing, design, und assembly of aircraft
parts for the most advanced aircraft in the world; and

WHEREAS, Vought is the largest independent manufacturer of aerostructures for commercial,
military. and business jet aircraft in North America, and one of the largest independent providers
of uerostructures in the world; and

WHEREAS, Vought's aerostructures are subsequently integrated into a wide range of commercial,
military, and business jet aircraft manufactured by the leading prime manufacturers of such
aircraft, including Airbus, Bell Helicopter, Bocing, Cessna, Embraer Empresa Brasileira,
Gulfstream, Lockheed Martin, Northrop Grumman and Raytheon; and

WHEREAS, since 1948, Vought and iis legacy companies have been an integral part of the Texas
aerospace enterprise, contributing high-paying professional and manufacturing jobs to the State’s
economy; and

WHEREAS, with headquarters, major design, and primary manufacturing operations located in
Dallas and Grand Prairie, Vought currently employs approximately 3,000 employees including
professional, clerical and technical personnel at its Texas facilities; and

WHEREAS, a recenl economic impact analysis conducted on behalf of the Greater Dallas
Chamber by expent economists estimated that Vought's current Texas operations in Texas support

V-11
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a total of 14,569 permanent jobs, $701.7 million in persomal income, and & total annual
expenditure in Texas in excess of over $2 billion each year in the state; and

WHEREAS, Vought has proposed a business expansion and modemnization plan, through which
Vought would expand and modemize its Texas operations lo create approximately 3,000 new
jobs in Texas by December 31, 2009; and

WHEREAS, the Vought business expansion plan involves consolidating and modemizing
Vought's key capabilities and replacing its aging equipment with state-of-the-art design and
manufacturing equipment and facilities; and

WIIEREAS, the Vought business expansion plan also includes the potential for the development
of u neighboring manufacturing “campus.” stimulating the co-location of key suppliers and
greating a projected 250 additional jobs; and

WIIEREAS, the Vought business expansion plan also contemplates the establishment of an
academiefindustry sirategic relationship with the University of Texas at Arlington ("UTA™) to
enhance the core competencies of the wo organizations and to establish Vought and UTA as a
preferred provider for contracted research and development in serospace-related disciplines; and

WHEREAS, the Vought business expansion plan is expected to have a tremendous positive impact
upon the Texas economy in the coming years, including:

(i} providing Vought with the competitive advantage needed to win additional new
business and bring additional jobs to Texas; and

(ii) adding an estimated 3,000 new jobs with Vought in Texas by 2009; and

(iii)  increasing Vought's Texas supplier business by as much as 20 percent and
creating opportunities for development of new aerospace suppliers in the state;
and

WHEREAS, an impact analysis of the Vought business expansion plan by expert economists
indicates that, in addition to the thousands of new high-paying jobs at Vought, the plan has the
potential to more than double Vought's current contribution 1o the Texas economy, supporting
nearly 30,000 jobs and producing $98 Million in annual state fiscal revenues; and

WHEREAS, in making its decision to select Texas as the site for expansion, the management of
Vought relied in part on the following assumptions:

(i) the continued availability to Vought of applicable state, regional and local tax
incentives, abatements, and tax-preferenced status designations from all
appropriate taxing entities in connection with Vought's expansion plan,
including, without limitation, House Bill 1200 tax legislation, the sales tax
exemption for manufacturing machinery, equipment and supplies, and tax
abatements from the City and County of Dallas (the “State and Local

Incentives™); and

(ii) Vought's ability to secure appropriate terms and conditions and necessary
agreements with appropriate government entities, including the General Land

V-12
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Office, governing Vought's long-term occupancy of the current Vought facility
in Dallas, Texas (the “Facility™); and

(i)  Vought's ability to secure agreements with all entities necessary to provide
appropriate airfield access necessary for its proposed operations; and

WHEREAS, Article 111, Section 52-A of the Texas Constitution expressly authorizes the State to
use public funds for the public purposes of development and diversification of the economy of the
State, the elimination of unemployment or underemployment in the State, or the development of
commerce in the State; and

WHEREAS, SB 1771 of the 78" Texas Legislature established the Texas Enterprise Fund (“TEF™)
to be used with the express written approval of the Governor, Lieutenant Govemor, and Speaker
of the House of Representatives for economic development, infrastructure development,
eommunity development, job training programs, and business incentives, and HB 7 of the 78"
Texas Legislature appropriated $295 million from the Texas Economic Stabilization Fund to the
TEF for the 2004-2005 biennium; and

WHEREAS, the State values Viought as a distinguished and important Texas corporale citizen, and
wishes to receive a commitment that Vought will remain and expand in Texas, and Vought
wishes to provide such a commitment; and

WIHEREAS, the Governor, Lieutenant Governor, and Speaker have each approved a grant from the
TEF to Vought: and

WHEREAS, 10 ensure that the benefits the State provides under this Agreement are utilized in a
manner consistent with Article I11, Section 52-a of the Texas Constitution, and other law, Vought
has agreed to comply with certain conditions and deliver cerain performance, including
achieving measurable job creation and retention commitments, in exchange for receiving these
benefits; and

WIEREAS, the pariies desire io have such proposals set forth in a valid, binding and enforceable
agreement; and

WHEREAS, the State believes it is in the best public interest to enter into this Agreement for the
reasons set forth above;
AGREEMENTS
Now, THEREFORE, in consideration of the mutual promises herein, the parties agree as follows:
1. STATE OF TEXAS COMMITMENT
a. Grant of Funds from the Texas Enterprise Fund. The State agrees to pay

from the Texas Enterprise Fund to Vought cash in the amount of Thirty-Five Million Dollars
($35,000,000) (the “Funds™) as soon as practicable following the execution of this Agreement.

V-13
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2 VOUGHT FUNDING CONDITIONS

Vought must meet all of the following “Funding Conditions™, or will be subject to the repayment
penalties set forth in Section 4 below. The Funding Conditions are as follows:

a. Job Target. As discussed above, Vought commits to meeting a job target of (i)
creating three thousand (3,000) new Employment Positions and (if) maintaining a total of six
thousand (6,000) Employment Positions in Texas by December 31, 2009, and maintaining these
job numbers through December 31, 2019, The 6,000 total Employment Positions shall be
referred to herein as the “Job Target”.

For the purposes of this Agreement, “Employment Positions™ shall be defined as jobs meeting all
of the following eriteria:

(i) Full-time employment or fulltime contraci-labor positions in the State of
Texas with Vought, affilistes or subsidiaries of Vought in which Vought has
more than a 50% ownership interest, or joint ventures in which Vought has more
than a 33% ownership interest; and

{(ii) With an average annual gross compensation paid to all such Employment
Positions (including benefits calculated on an annualized basis) of at least
$53,000 per year; and

(iii) Having been in place and filled for at least the 12 consecutive months
preceding.

For the purposes of this Agreement, “New Employment Positions” shall be defined as
Employment Positions created after the Effective Date of this Agreement.

b. Annual Compliance Verification. During the term of this Agreement, within 30
days following the end of the preceding calendar year, and continuing every year thereafter
through the end of 2019, Vought must deliver to OGEDT a compliance verification signed by a
duly authorized representative of Vought that shall: (i} certify the number of and generally
describe the New Employment Positions for the year just ended and (ii) certify the number of
total Employment Positions existing as of December 31 of the year just ended (the “Annual
Compliance Verification”). All Annual Compliance Verifications shall be in a form reasonably
satisfactery to OGEDT and shall provide appropriate back-up data for the Employment Position
numbers provided.

3 VOUGHT'S ADDITIONAL COMMITMENTS

a. Periodic Progress Briefings. In a manner consistent with the need 1o protect privacy
and the intellectual property of Vought and third parties, Vought will provide to OGEDT periodic
briefings on the progress of Vought in Texas (the “Periodic Progress Briefings™) as reasonably
requested by OGEDT.

b. Use and Retention of Texas Suppliers. Vought will use reasonable efforts to use
qualified Texas-based suppliers to provide products and services under this Agreement, provided
however, Vought may in its sole discretion select suppliers and contractors based on program
needs, scientific criteria, and industry standards.

V-14
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¢. Record Keeping and Reports. Vought will maintain detailed and accurate records,
and other supporting data that relate to its satisfying its obligations under this Agreement for four
(4) years from the date of termination of this Agreement. All such records will be maintained in a
commercially reasonable manner consistent with Vought's policies.

d. Financial Information. Vought will furnish to OGEDT a copy of Vought's year-end
audited financial statements. Vought will allow OGEDT or its designee (including the state
auditor) to audit deposits to and disbursements from Vought accounts related to Vought's
commitments associated with this Agreement for the purpose of determining whether Vought is
complying with its obligations under this Agreement. OGEDT will follow and cause its designee
to follow procedures reasonably acceptable to Vought to protect, to the extent legally permitted,
the confidentiality of the financial information made available for inspection and audit by
OGEDT’s auditors.

4, VOUGHT'S JOB TARGET DEADLINES; REPAYMENT PENALTIES

a. Job Target. As set forth in Section 2 above, annually during the term of this
Agreement through January 2020 Vought must deliver to OGEDT an Annual Compliance
Verification demonstrating that it has met the Job Target for the year just ended. The
consequences to Vought of satisfying, failing to satisfy or exceeding the Job Target are as
follows:

i. Compliance With Job Target. If. beginning with the Annual Compliance
Verification due on or after December 31, 2009, Vought provides a satisfactory Annual
Compliance Verification that demonstrates that it has maintained a total of 6,000 Employment
Positions for the preceding year, then Vought will be deemed to have met its obligations for such
preceding year and no penalty is due.

ii. Failure to Meet Job Target. If, beginning with the Annual Compliance
Verification due on or after December 31, 2009, Vought provides an Annual Compliance
Verification that demonstrates that it has not maintzined a total of 6,000 Employment Positions
for the preceding year, OGEDT may require Vought to refund $1,000 of the money it has
received from the TEF for every Employment Position by which it is short that year.

jii. Exceeding Job Target. If an Annual Compliance Verification filed by
Vought demonstrates that it maintained more than 6,000 Employment Positions during 2005 or
any year thereafter during the term of this Agreement, Vought will be deemed to have exceeded
its obligations, and will receive a “Surplus Job Credit” for each extra Employment Position that it
has maintained above the Job Target during the preceding year. Vought may utilize any carned
Surplus Job Credits in following years as follows:

A. Vought may expend a Surplus Job Credit in lieu of paying a
repayment penalty in the amount of $1,000 (for example, if Yought owes a
repayment penalty of $100,000 for 100 Employment Positions lacking in a
particular year, Vought may discharge this repayment penalty by expending 100
Surplus Job Credits it has earned in prior years); and/or

B. Vought may apply Surplus Job Credits toward meeting the remaining
Job Target for future years, such that if Vought accumulates enough Surplus Job
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Credits it will be deemed to have fulfilled all of its obligations under the
Agreement, and will be released from the Agreement early (for example, if
Vought has accumulated at least 6000 Surplus Job Credits by December 31,
2017, then it may apply these Surplus Job Credits forward to fulfill its Job Target
for 2018, and may thereby fulfill its obligations and be released from the
Agreement one year carly).

b. Failure to Provide Verification. If afier the end of a calendar year Vought fails to
provide an Annual Compliance Verification by the deadline for that year, OGEDT may make a
good faith estimate, based on information available to OGEDT, of the Employment Positions at
Vought as of December 31 of that year and, if the estimated Employment Positions fall short of
the Job Target, require corresponding refunds in accordance with Section 4(a)(ii) above. Vought
will not be eligible to earn Surplus Job Credits for any such year for which it fails to provide an
Annual Compliance Verification by the deadline for that year.

¢. Requirements for Vought’s Commitments. Vought and the State acknowledge that
the following elements of State and local support are necessary elements of Vought's expansion
plans:

] Vought's ability to secure appropriate terms and conditions and
necessary agreements with appropriate government entities, including the
General Land Office, governing Vought's long-term occupancy of the
Facility (defined herein); and

(ii) The continued availability of the State Incentives and the Local
Incentives (defined herein}; and

(iii}  Vought's ability 1o secure agreemenis with all entities necessary to
provide appropriate airfield access necessary for ils proposed operations.

If any of the foregoing does not occur, Vought anticipates that it will not be able to achieve the
Job Target. If Vought cannot achieve the Job Target as a result of the failure of any of the
foregoing 1o occur, the State, in consultation with Vought, will: (i) use its best efforts, including
efforts to obtain legislative, appropriative, or other necessary action, to provide Vought with
comparable alternative incentives of equivalent economic value, and Vought will in good faith
work with the State to develop, obtain, and reasonably accept as performance such substimate
incentives; or (i) consider an appropriale mitigation or reduction of the penalty that would
otherwise be due.

d. Consideration of Outside Created Jobs. Beginning with the Annual Compliance
Verification covering the year ending December 31, 2011, OGEDT may in its discretion expand
the definition of “Employment Positions™ to also include one or more of the following types of
positions: (i) new full-time employment and full-time contract-labor positions created in Texas
with on-site suppliers to Vought and (i) new full-time employment positions created in Texas
with Vought suppliers. All such positions must be a direct result of Vought's expansion plan and
shall be subject to appropriate verification by the State.
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5 GENERAL PROVISIONS

a. Authority. Each party represents that it has obtained all necessary authority to enter
into this Agreement.

b. Relationship of Parties and Disclaimer of Liability. The parties will perform their
respective obligations under this Agreement as independent contactors and not as agents,
employees, partners, joint venturers, or representatives of the other party. Neither party can make
representations or commitments that bind the other party. Vought is not a “governmental body™
by virtue of this Agreement or the use of TEF or other funding.

¢. Limitation of Liability. In no event will either party be liable to the other party for
any indirect, special, punitive, exemplary. incidental or consequential damages. This limitation
will apply regardless of whether or not the other party has been advised of the possibility of such
damages.

d. Term. The term of this Agreement commences on the Effective Date of the
erment and continues until December 31, 2019, unless terminated earlier pursuant to the
terms of this Agreement.

¢. Dispute Resolution and Applicable Law.

(i) Informal Meetings. The parties’ representatives will meet as needed to
implement the terms of this Agreement and will make a good faith attempt to informally resolve
any disputes.

(ii) Non-binding Mediation. Except to prevent imeparable harm for which
there is no adequate remedy at law, neither party shall file suil to enforce this Agreement without
first submitting the dispute 1o confidential, non-binding mediation before a mediator mutually
agreed upon by the parties and conducted in accordance with the rules of the American
Arbitration Association (“AAA™).

(iii)  Venue. Venue for any litigation brought under this Agreement shall be
in Travis County, Texas.

(i) Governing Law and Jurisdiction. Any disputes arising in connection
with these terms will be governed by the laws of the State of Texas and the United States of
America. The parties irrevocably submit to the jurisdiction of the courts within the State of Texas
and the U.S. Disirict Court Western District of Texas to resolve disputes which cannot be
resolved by the parties.

f. Publicity. The parties agree to cooperate fully to coordinate with each other in
connection with all press releases and publications regarding this Agreement.
6. MISCELLANEOUS PROVISIONS

a. Counterparts. This Agreement may be executed simultaneously in two or more

counterparts, each of which shall be deemed an original, and it shall not be necessary in making
proof of this Agreement to produce ar account for more than one such counterpart.
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b. Merger. This document constitutes the final entire agreement between the parties and
supersedes any and all prior oral or written communication. representation or agreement relating
10 the subject matter of this Agreement.

c. Severmbility. Any term in this Agrecment prohibited by, or unlawful or
unenforceable under, any applicable law or jurisdiction is void without invalidating the remaining
terms of this said Agreement. However, where the provisions of any such applicable law may be
waived, they are hereby waived by either party, as the case may be, to the fullest extent permitted
by the law, and the affected terms are enforceable in accordance with the parties’ original intent.

d. Survival of Promises. Notwithstanding any expiration, termination or cancellation of
this Agreement, the rights and obligations peraining to payment of funds, export control,
confidentiality, disclaimers and limitation of liability, indemnification, and any other provision
implying survivability will remain in effect after this Agreement ends.

e. Binding Effect. This Agreement and all terms, provisions and obligations set forth
herein shall be binding upon and shall inure to the benefit of the parties and their successors and
assigns and shall be binding upon and shall inure to the benefit of the parties and their respective
successors and assigns and all other state agencies and any other agencies, departments, divisions,
governmental entities, public corporations and other entities which shall be successors to each of
the parties or which shall succeed to or become obligated to perform or become bound by any of
the covenants, agreements or obligations hereunder of each of the parties hereto.

f. Successors and Assigns. Vought, or any legal successor thereto or prior assignee
thereof, may assign its rights and obligations under this Agreement, including by merger or
operation of law, 1o any legal successor or any person or entity that acquires all or substantially
all of its business and operations. In addition, with the prior written consent of the State, which
consent shall not be unreasonably withheld or delayed, Vought, or any legal successor company
thereto or prior assignee thereof, may assign its rights and obligations under this Agreement 1o
any parent or wholly owned subsidiary that it currently has in place or later estublishes, if it is
constituted as a separate legally recognized business entity. Any such assignment will be made
without additional consideration being payable 1o the State. This Agreement shall survive any
sale, change of control or similar transaction involving Vought, any successor thereto or prior
assignee thereof and no such transaction shall require the consent of the State.

g. Force Majeure, Neither party shall be required to perform any obligation under this
Agreement or be liable or responsible for any loss or dumage resulting from its failure to perform
so long as performance is delayed by force majeure or acts of God. including but not limited to
strikes, lockouts or labor shortages, embargo, riot, war, revolution, terrorism, rebellion,
insurrection, flood, natural disaster, or interruption of utilities from external causes.

h. Notice. All notices, requests, demands and other communications will be in writing
and will be deemed given and received (i) on the date of delivery when delivered by hand, (ii) on
the following business day when sent by confirmed simultaneous telecapy, (iii} on the following
business day when sent by receipted overnight courier, or (iv) three (3) business days after
deposit in the United States Mail when mailed by registered or centified mail, reurn receipt
requested, first class postage prepaid, as follows:
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If 1o the State to:

General Counsel
Office of the Governor
P.O. Box 12428
Austin, Texas 78711
Phone: 512-463-1788
Fax: 512-463-1932

1f 1o Vought to:

Vought Aircrafi Industries, Inc.
Attn: W. Bruce White, Ir.

Vice President and General Counsel
Vought Aircraft Industries. Inc.

PO Box 655907

MS 49R-09

Dallas, TX 75265-5907

Phaone: (972)-946-3530

Fax: (972) 946-5642

{Remainder of Page Intentionally Left Rlank; Signature Page Follows)
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The parties have caused this Economic Development Agreement to be executed by their duly
authorized representatives as of the date first specified above.

THE STATE OF TEXAS VOUGHT AIRCRAFT INDUSTRIES, INC.

/CK e (bt

GOVERNGERICK PERRY ToM D. RISLEY
PRESIDENT AND CHIEF EXECUTIVE OFFICER

10
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Appendix C

Office of the Governor - Economic Development & Tourism Regional Offices
Disbursed, Announced & Committed Texas Enterprise Fund Projects
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