CENTER for PUBLIC POLICY PRIORITIES

BUDGET 201

Crafting a State Budget for a Healthy,
Well-Educated, and Financially Secure Texas

January 31,2019




GREETING

Luis Figueroa — Legislative and Policy Director

Center for Public Policy Priorities, Austin



TODAY’S TOPICS

State budget and state/local tax issues we’ll cover

= Highlights of HB | and SB I, SB 500
= What’s not in the budget!?
= Who pays Texas taxes! Who doesn’t? Policy solutions

= What would better support for state services mean?



SPEAKERS
» Luis Figueroa, Legislative and Policy Director, @LFiggy78

Eva DelLuna Castro, Budget @DelLunaEva
» Dick Lavine, Fiscal Analyst @dlavine

Kim Denning-Knapp, McNeil High School teacher




HIGHLIGHTS OF BUDGET BILLS

HOUSE BILL (HB) | AND SB |, GENERAL APPROPRIATIONS ACT
SB 500, SUPPLEMENTAL FUNDING FOR 2019 AND FOR 2020-2021




LEGISLATIVE |

Legislative Budget Estimates :
by Strategy
Articles 1 to lll




state budget, CPPP

crunch the numbers, put them in a helpful context, and analyze

the impact of the budget on core Texas services. We look
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W to 515.4 billion by 2021. Designed

o1 state revenue sources and help prevent N
essential services like schools and health care,

452d by the Legislature to support more than $11.6
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akers hash out details of the 2020-2021
build public revenue and budgeting systems that better

forward to working with state and community leaders to
meat all Texans' naeds.




2017 “STARTING POINT” (SB 1) ...AND 2019°S (HB 1)

FIGURE 4
RECOMMENDATIONS BY ARTICLE, GENERAL REVENUE FUNDS
(IN MILLIONS)
ESTIMATED /BUDGETED RECOMMENDED BIENNIAL PERCENTAGE RECOMMENDED BIENNIAL PERCENTAGE

ALL FUNCTIONS 2016=17 2018-19 CHANGE CHANGE 2020-21 CHANGE CHANGE
Article | — General Government $3,3455 $3,258.9 ($86.6) (2.6%) $3.709.0 $302.2 8.9%
Article Il — Health and Human Services $32,431.7 $32,596.0 $164.3 0.5% $33.611.2 ($1,105.1) (3.2%)
Article Il — Agencies of Education $56,283.7 $54,696.4 ($1.587.3) (2.8%) $63.825.4 $7.367.1 13.0%

Public Education $41,594.1 $40,522.4 ($1,071.8) (2.6%) $48.677.4 $7.128.7 17.2%

Higher Education $14,689.6 $14,174.0 ($515.6) (3.5%) $15,148.1 §238.4 1.6%
Article IV — The Judiciary $503.3 $503.6 $0.3 0.1% $541.9 $51.1 10.4%
Article V — Public Safety and Criminal Justice $11,534.7 $11,556.1 $21.4 0.2% $11.414.9 $92.7 0.8%
Article VI — Natural Resources $835.0 $769.1 ($65.9) (7.9%) $786.5 ($124.1) (13.6%)
Article VIl — Business and Economic Development $1,176.9 $553.3 ($623.6) (53.0%) $815.4 $318.9 64.2%
Article VIl — Regulatory $337.1 $339.3 $2.2 0.7% $350.4 $5.1 15%
Article IX — General Provisions $0.0 ($1,058.0) ($1.058.0) N/A $0.0 $0.0 N/A
Article X — The Legislature $400.8 $387.7 ($13.1) (3.3%) $391.8 ($0.9) (0.2%)
Total, All Articles $106,848.7 $103,602.3 ($3,246.3) (3.0%) $115,446.6 $6,906.9 6.4%
NoTES:

(1) May include anticipated supplemental spending adjustments.

(2) Biennial change and percentage change are calculated on actual amounts before rounding. Therefore, figure totals may not sum
due to rounding.

SouRrce: Legislative Budget Board.



STARTING-POINT GENERAL REVENUE PROPOSALS
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ALL FUNDS PROPOSALS (GR-RELATED, FEDERAL, ESF,

OTHER STATE DOLLARS)
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= Adequate rates for services

WHAT’S N OT » Example: community care wages

= Enough services (‘“‘slots”’
IN THE 8 (Fslots")

BU DG ET? < Example: child care assistance

= Services in other state’s budgets

» Example: Public libraries; Medicaid for working adults




2020-2021 PROPOSALS DON’T PAY FOR GROWTH

FIGURE 19
TRENDS IN STATE GOVERNMENT EXPENDITURES, 2020-21 BIENNIAL RECOMMENDATIONS

(IN MILLIONS)
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SOURCE: Legislative Budget Board.



ECONOMIC ~ *'
STABILIZATION e
FUND: $154 .
BILLION BY

2021 .

= HB 1:$633 million
would be used in s
2020-2021

»

Deposits from Oil/Natural Gas
Severance Taxes & Interest

= SB 500: $1.8 "
billion in 2019,

$71 1 million in
2020-2021 $4
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HOW ARE STATE SERVICES PAID FOR IN 2018-2019?

Other non-tax

15%

\ Taxes

47%

Lottery
2%

Federal
36%



NO REAL INCREASE IN STATE REVENUE; ONLY A REALLOCATION

State revenue per Texan,in 2017 $
(State/Local Govt. inflation)
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STATE/LOCAL REVENUE

WHO PAYS TAXES? WHO DOESN’T PAY? POTENTIAL REVENUE SOURCES




Local sales tax

TEXAS TAXES, 2018

State sales tax
25%

School 26%

City 8%

County 8%

Special district
7%
Other state

taxes
19%




TEXAS HOUSEHOLDS WITH THE LOWEST INCOME PAY THE
HIGHEST PERCENTAGE IN STATE AND LOCAL TAXES

Percent of Income Paid in Taxes

16.7%
8.8
7.7 70
I I 5
Below $37,630 $367,630to  $66,112 to $99,619 $99,619 to $149,453 and

$66,112 $149,453 higher

Source: Texas Comptroller of Public Accounts, Tax Exemptions & Tax Incidence, November 2018




TOP ONE-FIFTH OF TEXAS HOUSEHOLDS PAY LESS THAN
THEIR FAIR SHARE OF STATE/LOCAL TAXES

56%
W Share of income M Share of total taxes paid
40%
9%
T 1 l
Below $37,630 $367,630to  $66,112 to $99,619 $99,619 to $149,453 and
$66,112 $149,453 higher

Source: Texas Comptroller of Public Accounts, Tax Exemptions & Tax Incidence, November 2018



EXEMPTIONS TO STATE SALES TAX

$ 164 billion (2020-2021) MINUS = $71.4 billion
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SCHOOL PROPERTY TAX EXEMPTIONS

$107 billion (2020-2021) MINUS = $75 billion

5 $10b $8 b $13b 5
£ = =
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REVENUE = Outmoded tax breaks
TEXAS = High-cost natural gas wells
COULD GET
FROM A
MODERNIZED

" |ocal optional homestead exemption

= Stagnant tax rates

= Beer/wine; gasoline

= Sales tax base

TAX SYSTEM = Business/professional services




ALSO = Tax Code Sunset

= Property tax transparency




ANNUAL CHANGE IN TEXAS PROPERTY VALUES AND SALES TAX REVENUE, 1997-2017

B ProperTY VALUES Bl STATE SALES TAX REVENUES
12% 12% —
4% 4%
2% 2%
0% 0%
2% - 2% —
ap+~———+ L L 4% —
V39 A N N O A 6% —
1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 201 997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Note: Property value calculations are for tax years 1997-2017; sales tax
calculations are for fiscal 1997-2017.

Sources: Texas Education Agency and Texas Comptroller of Public Accounts



ANNUAL CHANGE IN STATE SEVERANCE TAX REVENUE, FISCAL 1997-2017
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Source: Texas Comptroller of Public Accounts



FUNDING AND REVENUE IN THE CLASSROOM

Kim Denning-Knapp -1 Ith grade U.S. History and AP psychology teacher
McNeil High School, Round Rock ISD



O Learn Visit CPPP.org and sign up for email alerts

O Connect Follow @CPPP_TX on Twitter & Instagram
Like us on Facebook.com/BetterTexas

O Support Make a donation to support CPPP’s work




We believe In a Texas

that offers everyone the chance
to compete and succeed In life.

We envision a Texas

where everyone is healthy,
well-educated, and financially secure.

CENTER for PUBLIC POLICY PRIORITIES

@CPPP_TX




