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Interim Charges

The Senate Committee on Finance is charged with conducting a thorough and detailed study of
the following issues, and preparing recommendations, when appropriate, to address problems or
issues that are identified.

1. Continue Cutting Property Taxes: Identify the best combination to further increase the
amount of homestead exemption and compression to continue cutting Texans' property taxes.

Additionally, establish and report on the cost of eliminating:

(a) School maintenance and operation property taxes;

(b) All school property taxes; and

(c) All property taxes.
Determine the fiscal consequences of each action, including whether revenue reallocations
would be required for public education funding and local government funding, and impacts
on the state's ability to respond to disasters and other urgent priorities. For example, determine
the effect on other state programs if general revenue were used to fully replace school property
taxes, particularly during economic downturns. Evaluate and report on how much state
revenue would need to be generated to replace foregone property tax revenue, and from what
source.

2. Mental Health Services and Inpatient Facilities: Monitor the implementation of Senate Bill
30, 88th Legislature, Regular Session, with regard to appropriations made for expanding
mental health services and inpatient facilities across the state. Report on the progress of
inpatient facility construction projects. Assess and report on the effectiveness of spending on
mental health services.

3. School Enrollment Trends: Study post-pandemic student enrollment trends, and examine
the possible causes behind the shift in student enrollment, including the rise in homeschooling,
micro-schools, and other parental choice options. Make recommendations to ensure parents
and educators have the tools and resources needed to respond to the projected enrollment
changes and ensure that every child has the best educational options available to learn.

4. Texas Moving Image Industry Incentive Program: Review the expenditure of funds
appropriated to the Texas Film Commission for the Texas Moving Image Industry Incentive
Program (TMIIIP) by the 88th Legislature and assess the effectiveness of the program in
promoting media production and stimulating local economies through job creation and
business growth. Analyze application trends before and after the appropriation, with attention
to high- profile or large-budget productions. Additionally, review other states and
international incentive programs and evaluate Texas's workforce and educational needs in
media production. Provide recommendations to improve the TMIIIP’s transparency and
enhance Texas's competitive position.



5. Monitor Property Tax Relief and Infrastructure Funds: Monitor the appropriations
supporting, and implementation of, the following legislation passed during the 88th
Legislature, Regular or Special Sessions, and approved by voters, amending the Texas
Constitution:

(a) Property Tax Relief: Senate Bill 2 and House Joint Resolution 2, 88th Legislature,
Second Called Special Session;

(b) Texas Energy Fund: Senate Bill 2627 and Senate Joint Resolution 93, 88th Legislature,
Regular Session;

(c) Texas Water Fund: Senate Bill 28 and Senate Joint Resolution 75, 88th Legislature,
Regular Session;

(d) Centennial Parks Conservation Fund: Senate Bill 1648 and Senate Joint Resolution 74,
88th Legislature, Regular Session; and

(e) Broadband Infrastructure Fund: House Bill 9 and House Joint Resolution 125, 88th
Legislature, Regular Session.



Senate Committee on Finance Interim Hearings

September 4, 2024, E1.036
The Committee took invited and public testimony on Charge Nos. 1 & 5(a).

September 5, 2024, E1.036
The Committee took invited and public testimony on Charge Nos. 2 & 5 (b) — (e).

October 9, 2024, E1.036
The Committee took invited and public testimony on Charge Nos. 3 & 4.




Interim Charge Discussions and Recommendations

Charge Nos. 1 and 5(a)

Continue Cutting Property Taxes: Identify the best combination to further increase the amount
of homestead exemption and compression to continue cutting Texans' property taxes.
Additionally, establish and report on the cost of eliminating:

e School maintenance and operation property taxes;

o All school property taxes, and

o All property taxes.

Determine the fiscal consequences of each action, including whether revenue reallocations would
be required for public education funding and local government funding, and impacts on the state's
ability to respond to disasters and other urgent priorities. For example, determine the effect on
other state programs if general revenue were used to fully replace school property taxes,
particularly during economic downturns. Evaluate and report on how much state revenue would
need to be generated to replace foregone property tax revenue, and from what source.

Monitor Property Tax Relief: Monitor the appropriations supporting, and implementation of, the
following legislation passed during the 88" Legislature, Regular or Special Sessions, and
approved by voters, amending the Texas Constitution: Property Tax Relief: Senate Bill 2 and
House Joint Resolution 2, 88" Legislature, Second Called Special Session;

Background

Local governments determine tax rates and collect property taxes to fund various services such as
public schools, infrastructure, and emergency services within their adopted budgets. Texas law
mandates that property values used for tax purposes must be fair and consistent, outlining the
procedures for assessing property values, setting tax rates, and collecting taxes. Different types of
local entities, including counties, school districts, cities, and special purpose districts like hospitals
or water districts, impose property taxes within their jurisdictions.

In 2023, local property taxes in Texas totaled $81.5 billion, most of which (48.4 percent) was levied
by school districts for both maintenance and operations (M&O, $28.3 billion) and debt service, or
interest and sinking (I&S, $11.1 billion).! City property taxes accounted for $15 billion, or 18.5
percent of the total.> County property taxes were $14.3 billion, or 17.5 percent of the total.? Finally,
property taxes levied by special purpose districts (districts for the support of hospitals, junior
colleges, water, wastewater, etc.) amounted to $12.6 billion, or 15.4 percent of the total.*

"Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller of
Public Accounts).

21d.

*ld.

4 https://comptroller.texas.gov/taxes/property-tax/rates/



TY 2023 Estimated Tax Levy

School District Tier 1 $24.6 billion
School District Tier 2 $3.7 billion
School District I&S $11.2 billion
Non-School District Property Taxes $42.0 billion
Total Property Tax Levy $81.5 billion

Source: Legislative Budget Board

As demonstrated in Figure 1 below, property tax levies in the state have grown by $58 billion since
2000, with school district levies accounting for most of the growth.> To address this uncontrolled
rise in local property tax levies, the Legislature passed House Bill (HB) 3 in 2019 to slow the growth
in collections by reducing school district Tier 1 M&O tax rates in proportion to property value
growth, thereby stabilizing the state share of public education spending. However, local property
taxes would continue to grow with the first 2.5 percent of district property value growth.®

Figure 1: Property Tax Growth Since 1998
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3 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller of
Public Accounts).

¢ Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024)(testimony of Maggie Jebsen, LBB).

7 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller of
Public Accounts).



Additionally, as depicted in Figure 2 below, the Comptroller’s office noted that property tax levy
increases have outpaced personal income growth in the state with the largest increases in levies
coming from the creation of special purpose districts. There were 1,243 new special purpose
districts created between 1998 and 2023, a 98 percent increase, and in that time, special purpose
district levies increased over 500 percent, from $1.9 billion to $12.6 billion.®

Figure 2: Relative Growth of Property Tax Levies vs. Personal Income Since 1998
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Types of Property Tax Relief

Property tax burden is the cumulative levy of a tax rate and appraised property value, and historical
relief has targeted both sides of this equation. Most notably has been rate reduction via compression
and levy reduction through special appraisal and exemption.

Compression refers to using state funds to buy down tax rates of local entities, currently applying
to school district Tier 1 M&O rates, with ancillary affects on 1&S collections. New funding the
Legislature commits for this purpose will appear as an appropriation to the Foundation School
Program (FSP) in a given budget cycle, but will continue to be applied in perpetuity through the
school finance formulas resulting in the state committing to pay for all future property value growth
over given limits. As a result, school district budgets are not adversely affected by compression as
the revenues that the taxing entity would have generated locally are replaced by the State.
Compression is considered the most uniform method of tax relief as the rate of every property
taxpayer in the jurisdiction is reduced equally, regardless of property type or exemption status. The

8 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller of
Public Accounts).



wide uniformity of compression also means that it will typically be the most expensive option
available to the Legislature to provide property tax relief. Rate reductions include state compression
percentages, maximum compressed tax rates, and the voter approval rate. The state compression
percentage (SCP) (Education Code §48.255) is the percentage of the rate of $1.00 per $100
valuation of taxable property that is used to determine a school district's maximum compressed tax
rate.” The percentage is set by appropriation in the General Appropriations Act and is currently set
at 68 percent.'’ The maximum compressed rate (MCR) (Education Code §48.2551) refers to the
rate at which a district must levy M&O tax to receive the full amount of Tier 1 entitlement to which
the school district is entitled. Compression becomes more expensive to the state the further rates
are compressed.

Under current law, the highest and lowest taxing school district rates must remain within 10 percent
of each other to ensure equitable student funding and tax burden throughout the state.!! This
tethering of high and low property value districts is often referred to as the “equity band.”
Compression can either be targeted at the ceiling of this band, thereby shifting the entire equity
band to lower rates, or providing equal rate reduction to every district. With a change in statute,
compression could also target the floor of the equity band and allow for greater separation of rates
between the highest and lowest property value districts. Expanding the equity band to 15 or 20
percent would allow high property value districts to receive additional compression, but would not
affect districts who are not currently at the equity band floor. The Texas Education Agency (TEA)
notes that as of tax year 2024, roughly half (586) of all school districts are constrained from further
compression by the equity band floor, with only 72 districts at the ceiling.!?

Additionally, the state may compress the Collection Limit Reduction (CLR), which is the rate of
allowable local property value growth before new SCP compression is automatically applied.
Currently, the state allows for 2.5 percent of property value growth in a school district to be
collected locally and any growth over 2.5 percent is used to compress the M&O tax rate; in other
words, rising appraisals mean automatically lowering the tax rate through state investment. Any
adjustment to lower the CLR assumes that the state will bare the cost of that property value growth.
For example, if the CLR was set to zero percent, all property value growth in a district would shift
the burden of funding from the local property taxpayer to the state.

Other taxing entities, which do not receive state financial aid, are not held harmless for state
constraint on levee growth. Senate Bill (SB) 2, passed during the 86th Regular Session, moved the
automatic trigger for tax elections from 8 percent to 3.5 percent for large entities, leaving a growth
above 3.5 percent to the will of the voters. '3

Special appraisals and exemptions artificially reduce the taxable value of properties within a
jurisdiction, offering targeted property tax relief to specific taxpayers. However, these measures
generally do not decrease the overall tax revenue collected by the jurisdiction. Properties benefiting
from these appraisals or exemptions are either fully or partially shielded from taxation based on
their appraised value, or their taxes are calculated using criteria other than market value. The

? Tex. Edu. Code §48.257.

10 Tex. H.B. 1, 86th Leg, R.S (2023)

! Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024)(testimony of Maggie Jebsen, LBB).
12 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
13 Tex. S.B. 2, 86th Leg, R.S (2019).
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shortfall in tax revenue caused by these exemptions is usually offset by adjusting the aggregate tax
levies. Consequently, the state does not compensate jurisdictions for the lost revenue with a partial
exception for certain entities offering 100 percent disable veteran’s tax exemption.

Exemptions include: (1) residence homestead exemptions (Tax Code §11.13) by which the taxable
property value of a homestead is reduced; (2) tangible personal property or freeport goods (Tax
Code §11.251), relating to property that under Article VIII, Section 1-j of the Texas Constitution
is not taxable; (3) income-producing personal property (Tax Code §11.145) which refers to an
exemption from taxation of the tangible personal property a person owns that is held or used for
the production of income that has a taxable value of less the $2,500; and (4) public, religious, and
charitable organizations (Tax Code §11.11, 11.18, and 11.20).'

Special appraisal methods refer to the 10 percent year over year appraisal increase cap of residence
homesteads (Tax Code §23.23), the over 65 years old and disabled school tax ceiling (Tax Code

§11.26), and special appraisals for agriculture and timber land (Tax Code §23.41-23.73,
23.9803)."

Homestead Exemption

The Legislature has made a concerted effort to shift property tax burden away from homeowners
by increasing the statewide residence homestead exemption, which provides immediate relief at a
lower cost than compression, and provides an understandable, transparent value of property tax
relief to homeowners. While raising the homestead exemption targets tax relief to Texas
homeowners, other non-homestead property owners absorb that cost and the value of the
exemption diminishes over time, as shown in Figure 3 below. To keep pace with rising property
values and general inflation hitting a 40-year high, the 88" Legislature raised the homestead
exemption from $40,000 to $100,000. For example, the owner of a $350,000 home was being
taxed at $310,000 under the $40,000 exemption for most homeowners. Now, the same house
would be taxed only on $250,000 under the homestead exemption approved last year. Owners of
single-family homes benefited greatly from this homestead exemption increase.

!4 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller
of Public Accounts).
5.
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Figure 3: Homestead Exemption, Inflation Adjusted, 1979-2025'6
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Legislative Action to Provide Property Tax Relief

The Legislature has taken several steps to lower the local property tax burden on taxpayers. Dating
back to 1997, HB 4 from the 75" Regular Session increased the state mandatory homestead
exemption from $5,000 to $15,000.'7 The 79'" Legislature, through HB 1 of the 3™ Called Session,
compressed school district tax rates by two-thirds beginning in Fiscal Year 2008, from $1.50 to
$1.00 with an annual state cost of $7.1 billion.'® This one-time rate compression created an
ongoing cost that is currently imbedded in the school finance appropriation. Furthermore, the state
allowed for an additional 17 cents of enrichment capacity for districts.

The 84™ Legislature passed SB 1 and Senate Joint Resolution (SJR) 1 which increased the state
mandated school district homestead exemption from $15,000 to $25,000 beginning in Fiscal Year
2016. Like other measures, tax limitations for taxpayers over 65 years-old and the disabled were
adjusted to reflect the additional exemptions and school districts were held harmless for the lost
revenue, shifting a cost of $615.9 million from property taxpayers to the state, and growing in
subsequent years. '

In 2019, HB 3 compressed school district M&O Tier 1 tax rates by 7 pennies and Tier 2 rates by
3.2 pennies beginning in fiscal year 2020.2° HB 3-directed compression is ongoing, as it is

16 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller
of Public Accounts).

7 Tex. H.B. 4, 75th Leg, R.S (1997)

'8 Tex. H.B. 1, 79th Leg, (3) (2007)

' Tex. S.B. 1, 84th Leg, R.S (2015)

2 Tex. H.B. 3, 86th Leg, R.S (2019)

12
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imbedded in the school finance system, and will automatically grow when district revenues
increase by more than 2.5 percent. This mechanism does not limit the growth of a school district's
budget by 2.5 percent, rather it ensures that a district's local share of Tier 1 does not increase by
more than 2.5 percent annually. However, locally compressed tax rates may not be below 90
percent of the least compressed district's maximum compressed tax rate.’!

The 86" Legislature also passed SB 2, which renamed the "rollback rate," the "voter approval
rate." This legislative change lowered the threshold by which taxing districts are required to hold
elections to adopt rates in excess of voter approval rates from 8 percent to 3.5 percent.?> While
there has been clear slowed growth in taxing units' levies since passage of SB 2, future savings are
difficult to project in a meaningful way due to the amount of variables that depend on property
value growth and tax rate adoption.

Passed during the 87" Legislature, 3™ Called Special Session, SB 1 and SJR 2 increased the state
mandated school district homestead exemption from $25,000 to $40,000 beginning with Fiscal
Year 2023.% School districts were held harmless for any lost revenue.

In the 88" Legislature, compression triggered though HB 3 automatically lowered rates by 8.25
cents due to property value growth exceeding 2.5 percent, costing the state $5.3 billion.?* Building
upon this automatic compression, the Legislature appropriated an additional $12.3 billion to fund
SB 2 and House Joint Resolution (HJR) 2 during the 88" Legislature, Second Called Special
Session. In conjunction, these pieces of legislation constitutionally dedicated tax relief spending
to provide an additional 10.7 cents of M&O rate compression, increase the mandatory state
residential homestead exemption from $40,000 to $100,000 effective with the 2023 tax year, allow
senior homeowners over 65 years of age to benefit from ongoing compression, and create a “circuit
breaker” 20 percent limitation to appraised value increases for non-homestead real property valued
$5 million or less (adjusted each year for inflation) to be implemented as a pilot program.? At the
time of the writing of this report, no data from the Comptroller’s office is available regarding the
effects of the “circuit breaker” mechanism.

Legislative actions since 2019 have lowered the school district M&O Tier 1 rate ceiling by 33
percent.?® Most school districts are now taxing at a Tier 1 rate 38 percent below the maximum
2019 rate.?’

According to testimony provided by TEA, and as demonstrated in Figure 4 below, since
compression became the primary vehicle for property tax relief in 2019, the state has provided $37
billion in property tax relief in Tier 1 (current law vs pre-HB 3 law). These are funds that without
legislative action would have been collected locally from taxpayers and are now the obligation of
the state.®

2 d.

2 Tex. S.B. 2, 86th Leg, R.S (2019)

B Tex. S.B. 1, 83th Leg, (3)(2021)

2% https://www.lbb.texas.gov/Documents/Publications/Fiscal _SizeUp/Fiscal_SizeUp.pdf

3 Tex. S.B. 2, 88th Leg, R.S (2023)

26 Comparison of 2019 MCR and 2023 MCR.

2" Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
2 1d.
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| Percent Change in Collections |

Figure 4:Property Tax Relief Since 2019
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Figures 5 and 6 below show the continued downward pressure that ongoing compression and the
homestead exemption have on M&O collections, noting a 7.5 percent drop with the enactment of
HB 3 and a 14 percent drop after the passage of SB 2. TEA estimates that in 2024 alone, local
M&O collections were reduced by $11.8 billion through property tax relief efforts of the
Legislature as compared to collections with no legislative action.?’

Figure 5

Percent Change in School District M&O Property Tax Collections, Tax Years 2016-2024
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¥ Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
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Figure 6
School District M&O Property Tax Collections, Tax Years 2016-24
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Effects on Recapture

As school district local tax collections decrease as a result of statewide tax relief efforts, both the
number of districts locally raising funds in excess of student entitlement and the amount of local
funding raised in excess of district entitlement decrease. Figure 7 below shows the effect of recent
tax relief legislation on recapture payments, with payments decreasing by $1.76 billion following
the passage of SB 2. As the Legislature continues to lower the property tax burden through rate
compression over 2.5 percent, recapture will continue to be driven down. This has the effect of
balancing the state and local shares of public education funding automatically. However, as local
revenues are allowed to increase by 2.5 percent before compression takes place, both collections
and recapture will begin to grow once again.

Furthermore, TEA has stated that the property tax relief efforts of the Legislature since 2019 have
led to a decrease in recapture of $7.3 billion in 2024, as compared to funds recaptured with no

legislative action.

30 Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
15
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Eliminating Property Taxes

Although HB 3 and SB 2 will continue to compress M&O property taxes in future years, some
proposals go as far as fully eliminating property taxes in the state. Collections in 2023 for all types
of property taxes, including school districts, cities, counties, and special purpose districts, totaled
$81.5 billion.*! For that same year, school district property tax collections totaled $39.5 billion;
($28.3 billion for M&O and $11.2 billion for 1&S).** Furthermore, local non-school district
collections totaled $42 billion in tax year 2023.%3

Property tax is the largest revenue source for many local jurisdictions. Removing the ability of
locals to levy their own property taxes would disrupt revenue sources for important local services
and projects, such as police and fire protection, water projects, and road maintenance, thereby
placing responsibility on the State to fund these vital services and projects or permit locals on an
individual basis to levy a tax for a specific purpose.

Replacing local property taxes would require the State to generate significant additional revenue,
repurpose funds currently appropriated elsewhere, or a combination of the two. Using the state’s
Sales and Use Tax (sales tax) to generate the revenue necessary to replace all property taxes, the
State would need to raise the sales tax rate from 6.25 percent to approximately 21.5 percent.>*
Replacing only school district M&O taxes would require approximately 10.75percent tax rate and
an additional 8percent to replace 1&S.% Raising the sales tax to these levels would place Texas as
a stark outlier from other states (current state sales tax rates range from 0 percent to 7.25 percent>°)

3Property Tax Relief Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Korry Castillo, Texas Comptroller of
Public Accounts).

2 1d.

3 1d.

*1d.

3 1d.

36 https://taxfoundation.org/data/all/state/2024-sales-taxes/
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and would likely limit economic activity and growth throughout Texas.

Furthermore, replacing all local property tax revenue with state funding would require more than
doubling our state’s General Revenue expenditures.?” Replacing school district M&O taxes alone
would require a General Revenue commitment of roughly $56.6 billion over a biennium*® — more
than the state’s current General Revenue appropriation for Public Education, or the equivalent of
current General Revenue funding for all articles of the state budget apart from Articles II and I11.3°
Redirecting existing appropriations to replace M&O property taxes would require eliminating
hundreds of essential state programs and would remove the state's ability to address vital needs of
millions of Texans moving forward. Proponents of eliminating the M&O tax also point to the
possibility of removing existing tax exemptions, but eliminating every tax exemption would only

produce $17.45in additional revenue collections.*’

Any state investment made towards buying down M&O must be done in a fiscally responsible
manner which allows the state to meet ongoing obligations to its citizens and respond to immediate
circumstances and natural disasters. Due to meticulous budgeting and fiscally conservative
governance, the state has recently benefited from a large projected surplus, a thriving economy,
and a healthy economic stabilization fund. Lawmakers have wisely used these opportunities to
provide historic property tax relief to Texans for several sessions. However, these significant
commitments toward tax relief will have to be supported even in times when the state’s fiscal
outlook is not as positive, which is why budget writers must carefully balance the need for property
tax relief with all other needs of taxpayers.

Recommendations

For years, rising property taxes have been a growing concern for many Texans as the state’s
population and property values increase annually. The tax rate and the property's taxable value are
determined annually, making it routinely visible to taxpayers. In response, the Texas Legislature
has enacted several measures over recent sessions to provide property tax relief, even though the
state does not control the rates set by local taxing jurisdictions or the appraised values. The most
recent tax relief package, SB 2 and HIR 2, passed by the 88" Legislature and approved by voters
on November 7, 2023, delivered significant school district property tax relief to homeowners.
While balancing all of the state’s needs, the Legislature should continue to use surplus funds to
provide additional property tax relief and prioritize measures that will preserve the affordability of
living and doing business in Texas.

37 General Revenue expenditures in the FY 24-25 GAA total $144.1 billion. Replacing all property taxes for a biennium would require
approximately $163 billion in additional collections (using tax year 2023 collections of $81.5 billion carried forward).

382023 collections of $28.3 billion carried forward into a second year

¥ Tex. HB. 1, 88th Leg, R.S (2023)

40 https://comptroller.texas.gov/transparency/reports/tax-exemptions-and-incidence/
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Charge No. 2

Mental Health Services and Inpatient Facilities: Monitor the implementation of Senate Bill 30,
88th Legislature, Regular Session, with regard to appropriations made for expanding mental
health services and inpatient facilities across the state. Report on the progress of inpatient facility
construction projects. Assess and report on the effectiveness of spending on mental health services.

Background

Mental health has been a top funding priority of the Texas Legislature for several sessions. Over
the last decade, funding for behavioral health has increased from $6.7 billion in the 84" Legislative
Session to $11.7 billion in the 88" Legislative Session, a 73 percent or $4.9 billion increase.*!
Despite the state’s investments, multiple challenges emerged prior to the 88™ Regular Session
which prompted the Legislature to take further action. Following isolation restrictions during the
COVID-19 pandemic, and exacerbated by staff shortages and deferred maintenance, over 900
State Hospital beds were offline in Fall 2022.4* Salary levels for State Hospital employees,
especially direct care workers, were not competitive with other similar positions, leading to high
levels of turnover and vacancies for employees at existing inpatient facilities. Prior to the onset of
COVID-19, the Health and Human Services Commission (HHSC) reported a 96.2 percent fill rate
for employees working in State Hospitals and State Supported Living Centers. By March of 2022,
the fill rate dropped to 78.9 percent.*

The lack of available State Hospital beds led to significant waitlists, especially for maximum
security unit (MSU) beds and non-MSU forensic beds, with a peak of 2,571 individuals on the
forensic state hospital waitlist in December of 2022.* Long waitlists put a considerable strain on
local jails holding individuals waiting to receive competency restoration at a State Hospital.
Further, some areas of the state were wholly without inpatient beds, requiring law enforcement to
travel long distances to drop off individuals at existing facilities.

Actions by the 88" Legislature

In response, the 88" Legislature — through House Bill (HB) 1, the General Appropriations Act,
and Senate Bill (SB) 30, the Supplemental Appropriations Act — increased behavioral health
funding by $2.8 billion from appropriations made by the 87" Legislature, bringing the total funding
for behavioral health across state government to $11.7 billion in All Funds.* New behavioral
health funding provided during the 88™ Legislative Session constitutes the largest investment into
behavioral health made by the Texas Legislature to date. Figure I below shows historical
appropriations for behavioral health by Legislative Session. SB 30 alone, appropriated $2.25

4 Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Legislative Budget
Board).

42 Mental Health Delivery Charge: Hearing Before the S. Comm. On Finance, 87" Interim (Texas. 2022) (written testimony from the Texas
Health and Human Services Commission)

4 Legislative Appropriations Request for Fiscal Year 2024 and 2025, TEXAS HEALTH AND HUMAN SERVICES COMMISSION.
https://www.hhs.texas.gov/sites/default/files/documents/hhsc-legislative-appropriations-request-2024-2025.pdf

4 State Hospital Forensic Waitlist Report Fiscal Year 2024, Texas Health & Human Services Commission, State Hospital Forensic Waitlist
Report Fiscal Year 2024 (texas.gov).

45 Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Legislative Budget
Board).
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billion in one-time General Revenue (GR) primarily to HHSC to reduce waitlists by increasing
inpatient bed capacity.*®

Figure 1: Behavioral Health Funding by Legislature*’
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Inpatient Facility Construction

Inpatient facilities in Texas vary in ownership and operations. State-owned inpatient psychiatric
facilities are known as State Hospitals. Of the $2.25 billion appropriated in SB 30 for behavioral
health, $1.59 billion was directed towards state hospital construction projects across the state, such
as the Terrell State Hospital and the El Paso State Hospital, which are detailed further below. Other
facilities, such as the Texas Behavioral Health Center at University of Texas Southwestern
(UTSW) Medical Center are owned by the state, and will function as a State Hospital upon
completion, but operations will be managed by a health-related institution (HRI) of higher
education. Certain facilities are “partner-owned” meaning HHSC contracts with facilities in the
community to utilize additional inpatient bed capacity but does not operate the facility. Examples
of “partner-owned” facilities include the Sunrise Canyon Facility located in Lubbock, Texas and
the Montgomery County Mental Health Treatment Facility. The Legislature directed more than
$535 million dollars of the $2.25 billion dollars in SB 30 for behavioral health towards community
construction projects at facilities such as these and for multiple grant programs aimed construction
for additional mental health inpatient beds.

In developing funding projects in SB 30, the 88" Legislature took an inventory of existing inpatient
bed capacity across the state to determine where additional capacity was needed and in what
amount. Some existing facilities either needed significant structural renovations in order to bring

4 1d.
4 Tex. H.B. 1, 88" Leg., R.S. (2023).
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additional beds online or were in such disrepair as to require the tear-down and new construction
of buildings. Other areas of the state lacking inpatient capacity altogether required a new campus,
such as the Texas Panhandle region and in Uvalde. Due to staffing challenges, particularly in rural
regions, bed capacity at certain inpatient facilities such as Terrell State Hospital and the North
Texas State Hospital in Wichita Falls were “right-sized” in order to maintain necessary staffing
levels.

Facility projects funded in SB 30 vary by location depending on whether a renovation or new
construction was required, the location of new construction projects, the number of beds to be
constructed, and types of new beds (forensic, MSU, civil, youth, etc.).*® Once all projects are
complete, HHSC projects an additional 972 inpatient beds will come online by 2030.* This
number will increase as contracts are finalized for the SB 30 Community Mental Health and
Children’s Hospital grants. Details on each funding project are outlined further below.

Other Facility Grants and Funding Items

SB 30 provided $100 million to establish a one-time community mental health grant program for
county-based collaboratives to support the construction of jail-diversion facilities, step-down
facilities, permanent supportive housing, crisis stabilization units, and crisis respite units.*°
Grantees are required to provide local matching funds at least equal to 25 percent of the grant
amount if the collaborative includes a county with a population of less than 100,000, 50 percent if
the collaborative includes a county with a population of at least 100,000 but less than 250,000, or
100 percent if the collaborative includes a county with a population of 250,000 or more.>"

SB 30 also provided $175 million in GR to establish a one-time grant program to construct or
expand a mental health inpatient facility to have at least 50 percent forensic capacity, using only
donated land, to increase inpatient bed availability for forensic patients ordered to a state hospital
for competency restoration.>> Of this grant pool, $85 million is directed to the Rio Grande Valley,
$50 million to expand the Montgomery County Mental Health Facility, and $40 million for
inpatient beds in Victoria County. SB 30 also funded several information technology and
maintenance projects supporting the state hospital and mental health system at HHSC. *

Figure 2 below shows the locations of current State Hospitals and other inpatient facility projects
funded through SB 30.

4 Tex. S.B. 30, 88" Leg., R.S. (2023).

4 Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Health and Human
Services Commission)

50 Tex. S.B. 30, 88™ Leg., R.S. (2023).
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Figure 2: Location of State Hospitals and SB 30 Projects>*
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Related House Bill 1 Funding for Behavioral Health

HB 1 appropriated an additional $134.7 million over the biennium to HHSC to maintain salary
increases for State Hospital employees provided during the 88" Legislative Interim and for other
targeted increases for staff recruitment and retention.>> In March 2022 and early 2023, HHSC used
existing funding to increase salaries for State Hospital employees to mitigate turnover and bring
additional inpatient beds online. Through these actions, State Hospital employees were given an
average increase of $925.27, or 29 percent, to their existing average monthly salary.>® In addition
to these targeted raises, the 88" Legislature provided a five percent increase to all state employee
salaries with a minimum $3,000 per year in Fiscal Year 2024 followed by another five percent
increase with a minimum of $3,000 per year in Fiscal Year 2025, which will help address staff
turnover.”’

The Legislature also made significant investments in community mental health programs through
HB 1. $2.5 million per fiscal year was appropriated to establish State Hospital Transition teams to
support individuals who are at risk of state hospital readmission by providing coordination and

5% Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Health and Human

Services Commission)
55 Tex. H.B. 1, 88" Leg., R.S. (2023).
3¢ Information obtained through email from the Health and Human Services Commission to Senate Finance Committee on October 31, 2024

57 Tex. H.B. 1, 88" Leg., R.S. (2023).
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support to address mental health needs at the community level.>® $8.5 million per fiscal year was
appropriated to expand Step-Down Housing services to identify, assess, and transition patients
with acute mental health and/or medical needs from hospitals to community settings with
appropriate supports. As a result, step-down housing bed capacity has increased by 50 beds since
the 88" Legislative Session.”® $14 million per fiscal year was appropriated to fund Crisis
Stabilization Facilities at local mental health authorities in Montgomery, Walker, Liberty, and
Galveston counties.®® Crisis services, such as diversion centers or crisis respite facilities, at local
mental health authorities provide short-term alternatives to hospital admission to reduce symptoms
of acute symptoms of mental illness.

Mental health services for youth were also a funding priority. $5.75 million per fiscal year was
appropriated for Crisis Respite Units for Youth as well as $7 million per year for Youth Mobile
Crisis Outreach Teams to reduce the risk of hospitalization from acute mental health illness and
transition youth into care.®! This investment led to an increase of seven Crisis Respite Units for
Youth and eight Youth Mobile Crisis Outreach Teams.®* The Legislature expanded programs for
high-risk youth, including funding multisystemic therapy (MST), which provides community-
based treatment for at-risk youth with intensive needs and their families, for $15.2 million per
fiscal year.% Prior to the 88™ Legislative Session, only seven providers with seven MST teams
were serving 17 counties. Because of investment by the 88" Legislature, 16 providers with 22
MST teams are now serving 39 counties across the state.%*

Implementation of SB 30 Funding Initiatives
Figure 3 below provides information on projects funded through SB 30, including the

appropriation amount, the purpose of the project, and the project’s implementation status as of
October 29, 2024.

8 1d.

5% Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Health and Human
Services Commission)

Tex. H.B. 1, 88" Leg., R.S. (2023)

o Id.

%2 Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Health and Human
Services Commission)

% Tex. H.B. 1, 88" Leg., R.S. (2023)

 Mental Health Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Health and Human
Services Commission)
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Figure 3: Senate Bill 30 Funding Initiatives and Implementation Status®®

Project

Appropriation

Project Purpose

Implementation Status
as of October 29, 2024

State Hospital Construction Projects

Panhandle $159M Construction of a 75-bed state | A land lease agreement between
(Amarillo) State hospital, with at least 50 Texas A&M and HHSC is nearing
Hospital forensic beds. completion. The architecture and
engineering (A/E) contract was
executed in December 2023, and the
construction manager at risk (CMR)
contract was executed in July 2024.
HHSC estimates construction will
begin in Spring 2025 and reach
substantial completion in April 2027.
Texas Behavioral | $101.9M Additional construction This funding is intended to finish
Health Center at funding for the 200-bed adult | construction of the Texas Behavioral
UTSW (Dallas unit (originally funded in 87R), | Health Center at UTSW. This new
State Hospital) with at least 75 percent™ of the | 292-bed inpatient psychiatric hospital
beds to be used for forensic will have 200 adult beds, 75 of which
purposes. will serve the forensic population,
and 92 pediatric beds. The adult unit
*Legislative intent was to is under construction with completion
direct 75 beds be reserved for | estimated for July 2025, and the
forensic purposes, not 75 pediatric unit is under construction
percent. with completion estimated for April
2026.
El Paso State $50M For pre-planning, planning, New build is planned as an expansion

Hospital

land acquisition, and initial
construction of a new 50-bed
hospital, with 50 percent of the
beds to be forensic.

of the existing hospital to leverage
existing administrative staff and
auxiliary services. The architecture
and engineering (A/E) contract was
executed in March 2024, sites are
being studied to acquire land, and
construction manager at risk (CMR)
selection will occur closer to final site
selection. HHSC asserts that a
construction timeline will depend on
land acquisition and Legislative
appropriations to complete
construction.

5 Compiled using information obtained via communications with the Texas Health and Human Services Commission, The Texas Facilities
Commission, The University of Texas at Tyler, and The University of Texas Health Science Center Houston, and using information from Tex.
S.B. 30, 88" Leg., R.S. (2023).
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Rio Grande $120M Construction of a new 50-bed | The architecture and engineering
Valley Max MSU facility at the existing (A/E) contract was executed in
Security State Rio Grande Center campus. February 2024, and the construction
Hospital manager at risk (CMR) contract was
executed in August 2024. HHSC
estimates construction will begin in
spring 2025 and reach substantial
completion in March 2027.
Lubbock $121M Construction a 50-bed MSU The land lease agreement between
Maximum facility, to be located on the TDCJ and HHSC is nearing
Security State Texas Department of Criminal | completion. The architecture and
Hospital Justice (TDCJ) Montford Unit | engineering (A/E) contract was
property. executed in February 2024, and the
construction manager at risk (CMR)
contract was executed in July 2024.
HHSC estimates construction will
begin Spring 2025 and reach
substantial completion in March
2027.
North Texas $452M Construction of a 200-bed The architecture and engineering
State Hospital - replacement hospital, including | (A/E) contract was executed in
Wichita Falls 24 MSU beds, 136 forensic December 2023, and the construction
beds, 24 adolescent beds, and | manager at risk (CMR) contract was
16 civil beds. executed in May 2024. The
groundbreaking ceremony took place
on September 24, 2024. HHSC
estimates construction began in Fall
2024 and is estimated to reach
substantial completion in June 2027.
San Antonio $15M Rehabilitate the Alamo Unit HHSC is converting the 40-bed
State Hospital - into a 40-bed MSU facility. Alamo Hall at San Antonio State
Max Security Hospital (SASH) to a maximum-
Facility security unit, which HHSC is

designating to serve the geriatric
MSU population. The architecture
and engineering (A/E) contract was
executed in August 2023, and the
construction contract is estimated to
be procured by the end of the 2024
calendar year. HHSC estimates
construction will begin by Spring
2025 and reach substantial
completion in spring 2026.
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Terrell State

$573M

Construction of a 250-bed

The architecture and engineering

Hospital replacement campus, including | (A/E) contract was executed in
50 MSU beds, 140 forensic January 2024, and the construction
beds, 35 adolescent beds, and | manager at risk (CMR) contract was
25 civil beds. executed in July 2024. The
groundbreaking ceremony took place
on August 28, 2024. Construction
began in Fall 2024 and is estimated
to reach substantial completion in
June 2027.
Subtotal | $1.59B
Other Facility Construction Projects funded in SB 30
Beaumont $64M Construction of an additional Beaumont Baptist Hospital is a
Baptist Hospital 72 beds, with 36 forensic beds | private hospital receiving a
and 36 civil beds, at the construction grant for inpatient
Beaumont Baptist Hospital. mental health beds from HHSC. The
direct award grant contract was
executed August 2024 and the first
draw payment has been made. Baptist
Beaumont estimates substantial
completion in June 2029.
Permian Basin $86.7M Construction of another 100- This funding was appropriated to the
Behavioral bed comprehensive behavioral | Texas Facilities Commission (TFC).
Health Center — health center, with 40 forensic | TFC has coordinated with the Ector
Midland beds. Upon completion of County Hospital District and the

construction, ownership of the
building must transfer to the
Permian Basin Behavioral
Health Center controlled by
the Ector County Hospital
District and the Midland
County Hospital District.
Appropriations are contingent
upon a signed agreement
guaranteeing the ongoing
operations of the center by the
Permian Basin Behavioral
Health Center.

Note: The 87" Legislature
provided $40M in federal
funding from the American
Rescue Plan Act for a 100-bed
hospital. Similarly, funding
was contingent on the local
hospital district guaranteeing

Midland County Hospital District to
develop plans that would ensure the
behavioral health center continues to
benefit the people of the Permian
Basin region and the State.
Construction of the center is
underway, and it is expected to be
operational by the Spring/Summer of
2026.
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to support ongoing operations
and the transfer of ownership
of the building to the Permian
Basin Behavioral Health
Center.

Sunrise Canyon | $45M Construction of 30 additional | This project broke ground on March
Facility in beds, with at least 50 percent 28, 2024. Significant recent
Lubbock of the beds having forensic improvements enforcing structural
capacity. integrity have been completed, as
well as plumbing and electrical work.
Note: Construction funding for | Construction completion is estimated
the 30-bed adult unit partially | by December 2025.
funded in 87" Regular Session.
The University $7M Renovate the facility to add an | Phase I of the inpatient facility
of Texas at Tyler additional 44 forensic and civil | project, which included installation of
Inpatient Facility complex medical needs solid monolithic ceilings on both
inpatient beds. floors of the behavioral health unit, is
“Partner- complete. Phase II, which includes of
Owned” the construction project is a much
larger project and includes renovation
of two entire floors of inpatient
psychiatric units, is currently
underway. The renovation will create
psychiatric patient-safe, ligature-free
rooms, common areas, and the
creation of a safe outdoor courtyard
space for patients. The current
expected project completion date is
February 2027.
University of $7.97M Funds indigent inpatient care, | Projects to address deferred
Texas Health renovation of patient areas, maintenance at HCPC are underway
Science Center deferred maintenance, and including replacement of boilers;
at Houston building renovation at the renovation of cooling towers;
(UTHealth Harris County Psychiatric expansion and renovation of the
Houston): Harris Center. inpatient pharmacy; and upgrades of
County communication systems. UTHealth
Psychiatric Houston has expended $2.3M of SB

Hospital (HCPC)

30 funds for interior HCPC updates.
The remaining $5.6M will support
exterior improvements to HCPC
including new siding, paint, and a
complete renovation of the patient
outdoor courtyards. The project is
expected to be completed by the end
of 2025.
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Uvalde $33.6M Construction of a 32-bed This campus will be operated by the
Behavioral behavioral health campus (16 | Hill Country Mental Health and
Health Campus non-MSU, 8 civil adult, and 8 | Developmental Disabilities Center
youth). (MHDD). Groundbreaking was held
on October 17, 2024. Construction is
set to begin October 2024 with an
expected completion timeline of 18
months. Hill County MHDD has
located space in the community to
operate outpatient services until the
clinic is built. $10M was also
included in GAA for additional
LMHA services in Uvalde.
Subtotal | $244M
Other Projects Funded through SB 30
Children's $15.85M One-time children's hospitals As of October 2024, HHSC has
Hospitals construction grant program to | awarded $4.1M in grant funding to
Construction construct inpatient mental two recipients to build an estimated
Grant Program health beds for children. 14 additional inpatient mental health
beds for children. A Request for
Applications (RFA) is currently
posted with an additional $9.75M
available. The agency anticipates
contracts for this RFA will be
awarded by April 2025.
Community $100M One-time community mental This project is in active procurement.
Mental Health health program for county- Applications have been evaluated,
Grant Program based collaboratives. Funds apparent awardees have been
may only be spent on identified, and negotiations are
construction of jail-diversion underway.
facilities, step-down facilities,
permanent supportive housing,
crisis stabilization units, &
crisis respite units. Projects
require local match; percentage
based on county-size.
Mental Health $175M One-time grant program to Updates for projects funded through

Inpatient Grant
Facility Program

construct or expand a mental
health inpatient facility to have
at least 50 percent forensic
capacity, using only donated
land, to increase inpatient bed
availability for forensic
patients ordered to a state
hospital for competency
restoration.

the Mental Health Grant program are
listed below.
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Rio Grande Valley - $85M
Construction of up to 100
inpatient beds by a hospital
located in the Rio Grande
Valley region that has fewer
than 100 licensed psychiatric
beds, at least 50 percent
forensic.

Grant for construction awarded to
Doctor’s Hospital Renaissance
(DHR) on August 22, 2024, and the
first draw payment has been made.
DHR estimates substantial
completion in August 2026.

Montgomery County - $50M
Construction of no more than
100 inpatient beds by
Montgomery County to expand
the existing Montgomery
County Mental Health Facility.

Direct award grant contract was
executed September 2024 and the
first draw payment has been made.
Montgomery County estimates
substantial completion in February
2027.

Victoria County - $40M
Construction of up to 60
inpatient beds by Victoria
County.

The grant agreement is still in
development. SB 30 requires land to
be provided by the grantee or via
donation; Victoria County is still in
the process of identifying land for the
project. Once the location is
finalized, the grant agreement will be
completed.

Grants
Management
System

$21.4M

A grants management system
for improving mental health
outcomes.

HHSC is developing a system-wide
solution for grant management that
can work broadly across the agency
which will provide for a more
efficient management of funding
through the automation of key grant
activities. User testing of the system
is expected to begin during the first
quarter of calendar year 2025. IT
projects of this size require state
agencies to submit information about
the project to a Quality Assurance
Team (QAT) led by Department of
Information Resources (DIR). The
QAT monitors projects for quality,
budget, and timeliness. Updates on
this project are submitted monthly to
the QAT. As of October 2024, there
have been no identified risks on this
project.
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State Hospitals $38.87TM Upgrade the EHR for both HHSC is currently in the

Electronic State Hospitals and State procurement phase of this project and

Health Record Supported Living Centers. preparing for negotiation discussions.

(EHR) System HHSC will be procuring one system

Upgrade across all State Hospitals and State
Supported Living Centers will be on
the same platform in the future.

Deferred $50M Deferred maintenance for state | HHSC reports that approximately

Maintenance for facilities at HHSC. $47M (94 percent) of $50M

State Facilities appropriated is obligated. There are
36 projects in various stages of
completion ranging from negotiations
to complete/closed (two projects
overlap with emergency repairs).

Emergency $14M Emergency repairs for both Approximately $9.3M (67 percent) of

Facility Repairs State Hospitals and State $14M appropriation is obligated.

Supported Living Centers. HHSC wishes to have a significant

amount of emergency repair funds
unobligated going in to the second
year of the biennium to cover
unexpected maintenance issues
throughout the year. There are 9
projects in various stages of
completion ranging from negotiations
to complete/closed (two projects
overlap with deferred maintenance).

Psychiatric $4.17M Enhancements to Child Care HHSC’s Regulatory Division adopted

Residential Licensing Automated Support | childcare rules for Psychiatric

Youth Treatment Systems (CLASS), as required | Residential Youth Treatment

Facility by HB 3121, 87R. Facilities, effective October 15, 2024.

Voluntary Providers were sent communication

Quality detailing the new rules. The IT

Standards project for CLASS was completed in

Implementation two phases, with the second phase set
to be released on November 15, 2024.

Subtotal | $419M
Total | $2.25B

Impact of New Mental Health Funding

While several renovation and new construction projects funded through SB 30 are well underway,
it will take time for new beds to be operational. At the earliest, the adult wing of the Texas
Behavioral Health Center at UTSW is set to open in late 2025, however, it will not be until early-
to mid-2028 before other major construction projects are completed. Fortunately, efforts to raise
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salaries for State Hospital employees have already made a positive impact on turnover rates,
available bed capacity, and forensic waitlists.

As shown in Figures 4 and 5 below, the turnover rate for State Hospital employees has been
reduced from a peak of 34.3 percent in Fiscal Year 2021 to 20.6 percent in Fiscal Year 2024.
Forensic waitlists have dropped from a peak of 2,571 individuals in December 2022 to 1,790
individuals at the end of August of 2024, a decrease of 781 individuals or 30.4 percent.®® 2,025
total mental health beds are online and operational as of October 2024, compared to 1,858 in
October 2023. Average Daily Census totals across all State Hospitals have increased from 1,706
individuals in September 2023 to 1,909 individuals in August 2024.°” As employee turnover
continues to stabilize and new inpatient beds come online, the number of individuals waiting for a
State Hospital bed should drop.

Figure 4: State Hospital Employee Turnover Rate®

FY 2018 | FY 2019 | FY 2020 | FY 2021 | FY 2022 | FY 2023 | FY 2024

28.4% 31.5% 30.4% 34.3% 33.9% 25.4% 20.6%

Figure 5: Average Forensic State Hospital Waitlist®
Type of Bed | June 2022 | December 2022 | August 2023 | August 2024

MSU 900 1,034 990 582
Non-MSU 1,495 1,511 1,260 1,208
Total 2,395 2,545 2,250 1,790

Recommendations

The 88" Legislature, through SB 30, made a historic funding commitment to improve and expand
inpatient psychiatric bed capacity in targeted regions throughout the State. Several of these funded
projects are well underway and will have a positive impact on the entire state’s mental health
system. HHSC’s ability to hire and retain State Hospital employees will play a critical role in the
State’s ability to preserve sufficient inpatient psychiatric capacity and reduce waitlists. As part of
the appropriations process moving forward, the Legislature should continue to monitor
implementation of SB 30 projects and plan for future operational costs that the state will face when
construction projects are complete and new inpatient beds come online.

% State Hospital Forensic Waitlist Report Fiscal Year 2024, Texas Health & Human Services Commission, State Hospital Forensic Waitlist
Report Fiscal Year 2024 (texas.gov)

7 1d.

8 Information obtained through email from the Health and Human Services Commission to Senate Finance Committee on November 7, 2024
% Information obtained through email from the Health and Human Services Commission to Senate Finance Committee on November 7, 2024
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Charge No. 3

School Enrollment Trends: Study post-pandemic student enrollment trends, and examine the
possible causes behind the shift in student enrollment, including the rise in homeschooling, micro-
schools, and other parental choice options. Make recommendations to ensure parents and
educators have the tools and resources needed to respond to the projected enrollment changes and
ensure that every child has the best educational options available to learn.

Background

The Foundation School Program (FSP) formula funding for public schools is a shared obligation
of the state and local school districts. District and charter school FSP entitlements are determined
by statutory formulas based primarily on student attendance and student and district characteristics.
Section 48.269 of the Texas Education Code (TEC) requires the Texas Education Agency (TEA)
to submit estimates of school district tax rates and student enrollment for the following biennium
to the Legislature; with initial estimate due October 1 of even-numbered years and updated
estimates due March 1 of odd-numbered years. Legislative Budget Board (LBB) staff work with
TEA to review estimates for reasonableness and to develop FSP cost projections to be considered
for the General Appropriations Act (GAA). FSP funds are appropriated to the TEA, who
distributes funds to school districts based on TEC § 48.269, or otherwise specified within the GAA.
Furthermore, TEA Rider 3 specifies the estimates (tax values, tax rates, enrollment) used to
generate the state aid portion of FSP distributions.”®

There are roughly 5.5 million students currently enrolled in Texas public schools.”! However,
Texas does not fund districts based on student enrollment, but on average daily attendance (ADA),
and weighted average daily attendance (WADA). ADA refers to the number of actual students in
attendance on a given day drawing funding through FSP and is used to calculate Tier One
Allotments. WADA refers to the characteristic of students that draw additional funding, such as a
student receiving special education supports, which are used to determine Tier Two allotments.”
As a result. there will always be more students in WADA than in ADA. In the previous biennium,
there were 7.4 million students in WADA but only 5 million in ADA.

Budgeted Versus Actual Data and Settle-Up

TEA Rider 3 also requires that when appropriations for the FSP (based on estimated ADA, tax
rates, property values and tax collection data) differ from actual district entitlement, districts
“settle-up,” or reconcile FSP payments, with the State at the end of each fiscal year.”* TEC §
48.269 requires TEA and the Texas Comptroller to submit estimated data, known as legislative
payment estimates (LPEs), to the Legislature in the Fall before each biennial legislative session.
LPEs include tax, attendance, and property value data. A district’s scheduled payments for a school
year are based on its initial allocation as calculated using LPEs. At certain points throughout the
year, TEA receives revised data, known as district planning estimates (DPEs). A school district’s

70 Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024)(testimony of Maggie Jebsen, LBB).
! Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
2 Texas Education Code (TEC) §48.269

3 https://www.Ibb.texas.gov/Documents/GAA/General_Appropriations Act 2024_2025.pdf
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final allocation, or “earnings,” for the year are calculated using DPEs, once all revised data are
available. Throughout the year as revised data become available, TEA produces a series of state
aid reports, known as Summary of Finances (SOF), for each school district. The SOF show both
LPE and DPE information, as well as initial and revised allocation amounts. Districts can use these
reports to determine whether their FSP appropriation is above or below actual district entitlement,
and can budget accordingly in anticipation of settle-up.’*

The settle-up process begins after the close of each state fiscal year on August 31 and is made up
of two steps: near-final settle-up and final settle-up. The “near-final” settle-up occurs when Public
Education Information Management System (PEIMS) attendance data and final property values
become available. At this time, tax collection data that are used to estimate districts’ FSP state aid
are updated with revised estimates of tax collections that have been reported by districts through
the online FSP System. The updated attendance, property value, and tax collection data are used
to produce a “near-final” SOF, showing the actual amount of state aid each district or school was
due.”® The post-audit, or “final,” settle-up occurs after the release of data from school district and
charter school audits, using final tax collections each district reported in the J-1 schedule of its
annual financial audit report and any other updates or changes to data elements that have occurred
since the year-end settle-up.

Following each settle-up process, TEA pays out additional aid to any districts and charter schools
that were underpaid and recovers aid from districts and charter schools that were overpaid, as
required by the TEC § 48.272. Districts and charter schools that have been underpaid during a
school year receive a lump-sum payment for the funds that are owed them, typically in late
September following the close of the fiscal year. Usually, overpayments are recovered from a
district’s or charter school’s scheduled FSP payments over the remainder of the current fiscal year
(the fiscal year following the year for which the district or charter school was overpaid). If the
overpayment cannot be recovered from a district’s or charter school’s scheduled FSP payments
over the remainder of the current fiscal year, TEA will request and obtain a refund.’®

As shown in Figure 1 below, historical state projections for ADA exceed actual attendance. As a
result, settle-up processes tend to remove funding initially appropriated through the FSP to account
for students who did not attend school. WADA will always be higher than ADA as it represents
weighted calculation applied to student attendance. Figure 2 below shows that WADA has
sometimes overperformed projections, likely related to increased identifications of students
entitled to special education services.

" https:/tea.texas.gov/finance-and-grants/state-funding/state-funding-manuals/settle-up-one-pager.pdf
" Id.
.
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Figure 1: Budgeted vs Actual ADA, School Years 2015-16 to 2024-257"
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2015-16 | 2016-17 [ 201718 [ 201819 | 2019-20 [ 202021 | 2021.22 | 202223 | 202324 |
Variance (0.6%) (1.3%) (1.4%) (2.8%) (0.9%) (0.7%) (3.2%) (3.6%) (1.2%)

Difference (2) (32,000) (66,000)  (71,000) (146,000) (48,000)  (36,000) (162,000) (186,000) (63,000)

1) Actual Average Daily Attendance (ADA) for school years 2019-20 and 2020-21 includes additional student attendance to
maintain district funding during the COVID-19 pandemic. ADA for school year 2021-22 includes the Operational Minutes
Adjustment to hold districts harmless for decreased attendance rates due to the pandemic for the first four six-week periods of
the school year.

2) Difference in student counts rounded to the thousands.

Figure 2: Budgeted vs Action WADA, School Years 2015-16 to 2024-257%
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School Year | 2015-16 [ 2016-17 2017-18 2018-19 2019-20 2020-21 | 202122 | 202223 | 2023-24 |
Variance (0.2%) (0.2%) (0.6%) (1.2%) 0.7% 0.2% (1.1%) (1.4%) 1.7%
Difference (2)  (14,000) (14,000) (43,000)  (86,000) 46,000 17,000 (80,000) (103,000) 121,000

1) Actual Weighted Average Daily Attendance (WADA) for school years 2019-20 and 2020-21 includes additional student
attendance to maintain district funding during the COVID-19 pandemic. ADA for school year 2021-22 includes the Operational

Minutes Adjustment to hold districts harmless for decreased attendance rates due to the pandemic for the first four six-week
periods of the school year.

2) Difference in student counts rounded to the thousands.

" Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024)(testimony of Maggie Jebsen, LBB).
" Id.
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Enrollment Trends and Demographic Shifts

The Texas State Demographer is estimating a significant decline in the number of four-year-olds
in Texas, likely due to lower births during the COVID-19 pandemic which will affect public school
enrollment.”” As shown in Figure 3, the number of four-year-olds is forecast to decline from
425,398 in 2020 to a low of 384,175 in 2025, a loss of over 40,000.

Figure 3: State Demographer Projections for Texas Four-Year-Olds®®
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Taking into consideration this dip in births, Figure 4 below shows TEA’s projected enrollment
numbers forecasted through 2031. Additionally, TEA projects that enrollment for public schools
will peak in 2025, then decline for a few years and eventually begin to increase again in 2028 as
smaller birth cohorts work through the system. Again, although enrollment projections are used to
develop initial FSP appropriations, districts ultimately receive funding based on attendance,
therefore districts need to account for the forecasted enrollment dip, but also consider post-COVID
attendance decline. Pre-COVID, student attendance rates hovered around 92 percent; however,
attendance rates are now closer to 91 percent.®! For reference, one percentage point change in
attendance rates changes FSP funding statewide by around $380 million.®?

7 Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
80 1d.
81 71d.
8 1d.
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Figure 4: TEA Enrollment Projections Through 2031833
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During the Senate Committee on Finance’s October 2024 hearing, TEA also highlighted that since
the 2014-2015 school year, there has been a 72 percent increase in the number of students served
through special education,® with additional growth forecasted due to an increased push by the
agency and districts to ensure that all students in need of accommodation are identified. The
increasing number of identified students provide districts and students with increased weights in
the FSP funding formula.

Enrollment changes may also be impacted by the availability of alternative educational settings;
however, the state tracks limited data in this regard. According to TEA, roughly 5.5 million students
are currently enrolled in over 9,000 public school campuses.®> No data is collected by TEA on the
current number private or homeschool students; however, the Texas Private School Association
reports that 286,624 students are enrolled in private schools. Furthermore, the United States
Census Bureau Pulse Survey in June 2024 calculated that 494,251 students were using homeschool
learning options for the 2023-24 school year.

Pursuant to state and federal requirements, TEA tracks the number of Grade 7-12 students leaving
Texas public schools and the reason for departure based on submissions from school systems.
These data are used in annual dropout rates and longitudinal graduation rates used for state and
federal accountability and reporting purposes. School systems can submit one of 19 codes for why
students leave, and these codes are grouped into the four primary categories shown below in Figure
5.87 Data submitted by school districts show that students leaving public school for another
educational setting (e.g., private school, homeschool) has been consistent over the last five school
years — averaging roughly 2.6 percent of total enrolled students. TEA does not track similar data
for kindergarten through Grade 6 as it is not required by either the state or the United States
Department of Education.

8 Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).
8 1d.
8 1d.
8 1d.
8 1d.
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Figure 5: Five-Year Trends in Student Leavers®®

Enrolled Of enrolled students, the number and percent who left by reason:
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W 2,454,123 358,931 14.6 69,132 2.8 9,850 04 46319 1.9
m 2,479,389 368,830 14.9 69,745 2.8 12,127 05 43,940 1.8
W 2,503,185 377,505 15.1 68,623 2.7 12,496 05 41,621 1.7

The Texas Private School Accreditation Commission testified in the Committee’s October 2024
hearing that private school enrollment has increased from 235,590 in the 2019-2020 school year
to 308,241 in the 2023-2024 school year, or roughly a 30 percent increase.® The Commission also
estimated that there were currently 70,570 open private school seats in Texas. The Texas
Homeschool Coalition also testified to the increasing number of homeschool students, estimating
that 800,000 students are currently served in a homeschool setting, with an average 50,000 families
withdrawing from public education every year.”® However, it is important to note that no official
state data is kept on students enrolled in private or homeschool settings; therefore, TEA is unable
to verify these numbers provided to the Committee.

Recommendations

Enrollment for public education is expected to decline over the next several years due to birth trends,
which will inherently impact total appropriations for the Foundation School Program. However,
due to lag between entitlement calculation and periodic data updates, and the settle-up process based
on actual attendance, districts will still have predictability in managing their own budgets and will
not face sudden or unforeseen fiscal cliffs.

In addition to demographic changes that the state is experiencing, private school providers and
homeschool associations report that families are increasingly leveraging alternative models for
education, which may also contribute to the slowing of public school enrollment. Because TEA
does not collect or track data for private and homeschool providers, the Legislature is unable to
fully analyze enrollment trends across different educational settings. However, it remains clear that
Texas needs to continue to offer students and families a variety of educational setting options so
that every child has the best opportunity to learn and succeed.

8 Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Mike Morath, TEA).

%Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Laura Colangelo, Texas Private School
Accreditation Commission)

% Enrollment Charge: Hearing Before S. Comm on Finance, 88th Interim (Tex. 2024) (testimony of Jeremy Newman, Texas Home School
Coalition).
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Charge No. 4

Texas Moving Image Industry Incentive Program: Review the expenditure of funds
appropriated to the Texas Film Commission for the Texas Moving Image Industry Incentive
Program (TMIIIP) by the 88th Legislature and assess the effectiveness of the program in
promoting media production and stimulating local economies through job creation and business
growth. Analyze application trends before and after the appropriation, with attention to high-
profile or large-budget productions. Additionally, review other states and international incentive
programs and evaluate Texas's workforce and educational needs in media production. Provide
recommendations to improve the TMIIIP’s transparency and enhance Texas's competitive
position.

Background
Legislative History

The Texas Film Commission (TFC) was established in 1971 and made part of the Office of the
Governor (OOG).”! The TFC supports Texas’s position as a premier production destination across
media industries by: acting as a liaison between various state agencies and production companies,
administering requests pertaining to the use of state-owned properties for filming, overseeing the
Texas Moving Image Industry Incentive Program (TMIIIP), and encouraging productions to hire
locally.”?

The TMIIIP was established in 2007 by the 80" Legislature and received its first appropriation in
2009.” The Program’s purpose is to provide performance-based grants to projects in the moving
image industry which are produced in Texas, grow the State’s economy, and create jobs for
Texans.”* Qualifying projects include: film, television, commercial, animation, visual effects, video
games, and extended reality, among others.”

Government Code, Chapter 485, Subchapter B codifies the TMIIIP structure.”® Statute provides
that the OOG shall administer the grant program and develop procedures for the submission of grant
applications. According to statute, the program must require applicants to submit: an estimate of
total in-state spending, the shooting script or story board, the estimated number of jobs for cast and
production crew, and any other information considered useful and necessary to analyze in-state
spending.’’

TMIIIP Qualifications

To qualify for a grant, a production company must have spent a minimum of $250,000 in in-state
spending for a film or TV program, or $100,000 in in-state spending for a commercial, series of

oV TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (written testimony from the Office of the Governor).
2 Id.

% Id.

% Id.

5 Id.

% TEX. GOV’T CODE, Ch. 485, Subchapter B.

7 TEX. GOV’T CODE § 485.022.
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commercials, an educational or instructional video or series, or a digital interactive media
production.”® At least 55 percent of the production crew, actors, and extras working on a project
must be Texas residents unless the OOG determines that a sufficient number of cast and crew are
not available at the time.?® Originally, the threshold for residency was 70 percent, but it was lowered
to the current threshold of 55 percent in the 88" Legislative Session.!?’ At least 60 percent of the
project must be filmed in Texas and the production company must submit an expended budget to
the OOG.!°! The OOG has implemented a rubric for how TMIIIP grants shall be awarded. For film
and TV projects: if the applicant has spent between $250,000 and $1,000,000, the OOG may award
the applicant grant funding in an amount equal to five percent of the applicant’s expenditures. If the
applicant has spent between $1,000,000 and $3,500,000, the OOG may award the applicant grant
funding in an amount equal to ten percent of the applicant’s expenditures. And, if the applicant has
spent $3,500,000 or more, the OOG may award the applicant grant funding in an amount equal to
20 percent of the applicant’s expenditures. '%?

In addition to the percentage-based grants provided above, applications can earn an additional 2.5
percent of their in-state spend through certain “uplifts.” ' Projects may receive an additional 2.5
percent if the applicant completes at least 25 percent of their total filming days or man hours, as
applicable, in Underutilized or Economically Distressed Areas (UEDAs).!%* The TFC is responsible
for identifying the areas that qualify for designation as UEDAs.!% An applicant may also be eligible
for an extra 2.5 percent if they demonstrate that 5 percent of the combined total of paid cast and
crew, including extras, are Texas resident veterans. ! Finally, an applicant may be eligible for an
additional 2.5 percent if they expend 10 percent of their total eligible in-state spending during
postproduction, including labor, vendors, and music costs.!?” The only uplift that may be stacked
with others is an uplift available for Texas Heritage Projects.!”® When evaluating a project as a
Texas Heritage Project, the Commission shall consider the project’s: current and likely future effect
on the promotion of Texas’ historic, cultural, natural, or man-made resources; current and likely
future economic impact on Texas communities through direct production spending and tourism,;
inclusion of Texas residents in positions of significant creative or economic influence; and portrayal
of Texas and Texans in a positive fashion.!%

Certain projects are deemed ineligible for any grant funding, such as: pornography or obscene
material; news, current event or public access programming, political advertising, or public service
announcements which advance a public policy or political position; local events or religious

% TEX. GOV’T CODE § 485.023.

* Id.

100 Tex. H.B. 4539, 88" Leg., R.S. (2023).

19" TEX. GOV’T CODE § 485.023.

122 TEX. ADMIN. CODE § 121.6. For digital interactive media productions, the tiers are the same except that the minimum threshold spend is
$100,000 instead of $250,000. For reality television projects, if an applicant spends between $250,000 and $1,000,000, they may receive a grant
equal to five percent of in-state spending; if the applicant spends at least $1,000,000, they may receive a grant equal to 10% of total in-state
spending. For commercials, educational or instructional videos, and visual effects projects, if the applicant spends between $100,000 and
$1,000,000, they may receive a grant equal to 5% of in-state spending and if the applicant spends $1,000,000 or more, they may receive a grant
equal to 10% of total in-state spending.

193 TEX. ADMIN. CODE § 121.7.

104 Id

105 Id.

106 Id

107 Id

1% TEX. ADMIN. CODE § 121.13. Designation of a project and funding for the incentive is discretionary and determined solely by the Texas Film
Commission. Projects must meet all other qualifying criteria of TMIIIP. Texas Heritage Project additional incentive grant funding is capped at
$2.5 million per biennium.

109 77

38



services; sporting events or activities; casino-type video games and interactive digital media
experiences used in a gambling device; and commercials or advertising for the State of Texas or
any Texas state agency or department.'!”

Furthermore, the TFC has specified what expenditures count as “in-state spending” for purposes of
awarding grants. Eligible expenditures include: wages paid to Texas residents for work performed
in Texas;!!! workers compensation insurance premiums for Texas residents, if paid to a Texas-
based insurance company or broker; payments made to Texas-domiciled entities or individuals for
goods and services used in Texas for the production of the project; air travel to and from Texas on
a Texas-based airline; rentals of vehicles registered and licensed in Texas or rented from a Texas-
domiciled entity; legal fees attributable to production that are paid to Texas-based lawyers; internet
purchases, if purchased from a Texas-domiciled entity and shipped directly to Texas.!!?

Ultimately, the TFC is not required to act on any grant application and may deny an application
because of inappropriate content or content that portrays Texas or Texans in a negative fashion.!!?

Funding History

As mentioned, the first tranche of funding to TMIIIP was appropriated by the Legislature in 2009.
The initial investment to the Program was $62 million, with funding levels varying every session
after. The 88" Legislature appropriated $45 million in House Bill 1 (the General Appropriations
Act) for the Program and $155 million in Senate Bill 30 (the Supplemental Appropriation Act),
resulting in a historic $200 million appropriation for the Fiscal Year 2024-2025 biennium. A visual
depiction of prior funding may be seen in the table below.!'*

TMIIIP Funding Levels per Biennium

$250
$200
Million
$200
$150
$95
$100 Million
$62
Million $50 $45
ik $32 $32 $32 b Million
Million Million Million

"0 TEX. ADMIN. CODE § 121.4.

11 Up to $1,000,000 per individual.

"2 TEX. ADMIN. CODE § 121.5.

'3 TEX. ADMIN. CODE § 121.4.

"4 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88™ Interim (Texas 2024) (written testimony from the Office of the Governor).
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Discussion
Success of the Program

Executive Director Adriana Cruz of the Texas Economic Development & Tourism Office, located
within the OOG, testified to the Texas Senate Committee on Finance on October 9, 2024, that since
the start of the Program, TMIIIP has received 2,037 applications and a full list of the paid projects
may be found on the OOG’s website.!!> Paid projects have generated $2.5 million in in-state
spending since the start of the program and have created more than 189,000 Texas jobs. For every
$1 paid in grant funding, $4.69 is spent in Texas —a 469 percent return on investment — as confirmed
by the TFC through careful collection and review of invoices submitted by the applicants.!!¢ In
Fiscal Year 2024, the TFC processed 96 applications, ultimately approving 62.''7 19 applications
were either denied or withdrawn by the applicant and 15 were pending at the time of the
Committee’s hearing. '

City of Fort Worth Mayor Mattie Parker also gave testimony to the Committee. Mayor Parker was
able to illustrate the local impact that film productions can have on a city or county. She testified
that since 2015, the Fort Worth Film Commission has worked with hundreds of projects to drive
more than $700 million in local economic impact and support over 30,000 local jobs.'" Mayor
Parker emphasized the excellent collaboration Fort Worth has with 101 Studios and director Taylor
Sheridan.!?® 101 Studios has worked on producing at least four programs in Fort Worth: 7883,
Lawman: Bass Reeves, Special Ops: Lioness, and Landman.'*' 101 Studios has poured $325 million
directly into the North Texas region, including over 70,000 hotel room nights in the past three
years.'?? Mayor Parker testified that the “Texas Moving Image Industry Incentive Program has laid
a monumental foundation for incentivizing film, television, and commercial projects for [the City
of Fort Worth] and our State...”!?3

Potential Concerns

Although the TMIIIP has had a positive economic impact on the State, there are some limitations
to the current program. Several witnesses from the film industry gave testimony to the Committee,
including filmmaker Taylor Sheridan and award-winning actor Dennis Quaid. Sheridan stated that
due to the fact that Texas’s program is not as robust as other state programs, he often has difficulty
convincing the capital management—side of film production companies to allow filming in Texas.!?*
According to Sheridan, the only reason he has been permitted to film his recent television projects
in Texas is due to our existing incentive program and the fact that money was available at the time
he needed it.'?*> Sheridan stated that certain executives would state that, but for the film incentive,

115 Id. Full list available at: https://gov.texas.gov/film/page/impact.

16 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88™ Interim (Texas 2024) (written testimony from the Office of the Governor).
117 Id.

118 Id

"9 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (oral testimony from City of Fort Worth Mayor Mattie
Parker).

120 Id

121 Id

122 74

123 Id

124 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88™ Interim (Texas 2024) (oral testimony from Taylor Sheridan).

125 Id.
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he would have “filmed all of this in New Mexico.”!?® Others in the industry testified that Texas
has the most strict film incentive program in the globe to date.!?” Compared to other states, only
Texas requires 55 percent of the cast and crew to be residents of the State and 60 percent of the
project to be filmed in the State.!?® Various witnesses testified that Texas’s grant tier structure is
not as generous as the percentage-based incentives given by other state programs — putting Texas
at a disadvantage.'?” More information on how Texas compares to other states is provided below.

Further, Sheridan, Quaid, and others testified that the inconsistent biennial funding levels for the
TMIIIP has made pitching Texas as a filming location difficult for producers.!® Sheridan testified
that getting a project into production typically takes a year and a half to two years.!*! From a
network accounting standpoint, uncertainty about how much, if any, incentive will exist years in
the future poses a challenge when deciding whether or not to film in Texas.'*? Witnesses suggested
that instead of, or in addition to, a cash grant incentive for filmmakers, the State could provide a tax
incentive that would provide a more continuous funding stream to program applicants. '3

Other Existing Film Programs

According to the National Conference of State Legislatures, 37 states currently offer incentives for
film production.!** According to Cast & Crew, 27 United States jurisdictions offer rebate or grant
programs which return a cash payment to the eligible production company, while 14 jurisdictions
offer transferable tax credits.! 13 jurisdictions offer refundable tax credits, in which the production
company must file the appropriate tax return claiming the credit and, to the extent the credit exceeds
the company’s tax liability, a refund will be issued.!*® Generally, states offering a refundable tax
credit do not allow the credit to be transferred.'*” Four jurisdictions offer a tax credit that is neither
transferable nor refundable.'*® Sheridan testified to the Committee that New Mexico and Georgia
are most likely Texas’s largest competitors; New Mexico due to geographic proximity and Georgia
due to the sizeable grant percentages and minimal restrictions.'*’

Georgia offers transferable tax credits equal to up to 30 percent of the applicant’s eligible
spending.!4’ An applicant must spend a minimum of $500,000.'4! The program does not have a
threshold residency requirement for the cast and crew. '*> New Mexico offers a refundable tax credit

126 17

127 Id

128 Id

129 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024).

130 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88" Interim (Texas 2024) (oral testimony from Taylor Sheridan and Dennis
Quaid).

131 g7

132 Id

133 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88™ Interim (Texas 2024) (oral testimony from Chase Musslewhite, Media For
Texas).

134 State Film and Television Incentive Programs, NAT’L CONF. OF STATE LEGIS., https://www.ncsl.org/fiscal/state-film-and-television-incentive-
programs.

135 The Incentives Program, CAST & CREW, https://www.castandcrew.com/wp-content/uploads/2024/03/2024-TIP-Guide.pdf. Note that some
states have multiple jurisdictions with distinct film incentive programs.

136
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139 TMIIIP Charge: Hearing Before the S. Comm. On Finance, 88™ Interim (Texas 2024) (oral testimony from Taylor Sheridan).

140 Incentives and Applications, GEORGIA FILM & TELEVISION PRODUCTION, https://georgia.org/industries/film-entertainment/georgia-film-tv-
production/production-incentives.
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equal to 25 percent of the applicant’s eligible spending, as well as additional uplifts for series with
six or more episodes, for productions utilizing qualified production facilities,'** and for projects
filming in certain geographic regions.!** The program has no minimum spend requirement and no
threshold residency requirement.'*

Workforce and Educational Needs

Another challenge that Taylor Sheridan discussed with the Committee is scarcity of training a cast
and crew in the State.!*® To assist with this challenge, Texas academic institutions have
implemented educational programs capable of turning out a skilled workforce for the film industry.
Mayor Parker discussed Fort Worth’s success with “create[ing] a talent pipeline right here in
Texas.”'*” Parker informed the Committee that the Fort Worth Film Commission, in partnership
with Tarrant County College and 101 Studios, launched the Fort Worth Film Collaborative
Certificate Program, offering fast-track certifications.!*® The Program offers three certifications:
hair and makeup, gaffer and grip, and light commercial construction.!*’ Since the launch of the
Program, enrollment has risen from less than 20 students to 200.'%° The University of Texas at
Arlington is also looking to expand their efforts, working alongside 101 Studios to create a
Production Design Assistant curriculum.'®! During the 88™ Session, the Texas Legislature
supported the development of the Texas A&M Virtual Production Institute, the nation’s first
institute of its kind.!>? Students at the Institute “will learn the art and science of the development
and applied use of extended reality — which incorporates augmented and virtual reality, display
technology, sensing technology, artificial intelligence, real-time 3D graphics and simulation —
using the latest technology that will prepare them for an expanding Texas job market.”!>3

Dr. John Fleming, Dean of the College of Fine Arts and Communication at Texas State University
provided testimony to the Committee regarding the College’s curriculum and enrollment. The
University’s School of Theater, Dance, and Film was ranked by The Hollywood Reporter as 25"
out of all global drama programs.'** Dr. Fleming testified that the Bureau of Labor Statistics
projects a 10-12 percent job growth in theater, broadcast, sound, and video technicians by 2029.!5
In the Fall of 2019, Texas State had 56 film majors, whereas this Fall, Texas State will have 311
film majors.!>® The Film Program’s graduates have been working in Los Angeles, New York,
Atlanta, New Orleans, New Mexico, and other locations, but when surveyed, 92 percent of alums
say they would prefer to build their career in Texas, 96 percent of those who are currently working

143 Meaning a building or complex in which films are or are intended to be regularly produced and that meet certain requirements.
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outside of Texas want to return to Texas, and 70 percent of those who left state that they left because
the job prospects in film were better elsewhere. !>’

Recommendations

Texas has created a strong infrastructure to incentivize moving image production in our State. The
OOG has carefully promulgated rules for the TMIIIP which have created new economic and job
opportunities for Texas residents and businesses, and at the same time, safeguarded Texas taxpayer
dollars. While the Program has been successful and the OOG has diligently awarded grant dollars
to meritorious applicants, the Legislature could examine different or additional funding
mechanisms to provide more consistency and predictability for future applicants. Regardless of how
financial incentives are granted in the future, it is imperative that the Program incentivizes in-state
spending and spurs job growth for Texans to ensure Texas is receiving a positive return on
investment. Any changes to the Program must be designed with the goal of producing more
economic opportunities for the state and additional content that showcases the values of Texas and
Texans.

157 Id.
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Charge No. 5 (b)

Monitor Property Tax Relief and Infrastructure Funds: Monitor the appropriations supporting,
and implementation of, the following legislation passed during the 88th Legislature, Regular or
Special Sessions, and approved by voters, amending the Texas Constitution:

o Texas Energy Fund: Senate Bill 2627 and Senate Joint Resolution 93, 88th Legislature,
Regular Session.

Background

In February of 2021, Texas was struck by Winter Storm Uri. Across the state, extreme temperatures
caused power plant equipment to freeze and halted the production and delivery of natural gas —
reducing available electric generation supply for the Electric Reliability Council of Texas
(ERCOT) grid."*® Simultaneously, demand for electricity increased dramatically as Texans sought
refuge from some of the coldest temperatures ever recorded in certain parts of the state.'”
Controlled outages were initiated to prevent complete failure of the grid and a statewide
blackout, '** and millions of Texans were without power for extended time periods over multiple
days.!¢! The Federal Reserve Bank of Dallas estimated resulting direct and indirect losses to the
state’s economy between $80 and $130 billion. %> More significantly, several hundred Texans lost
their lives over the course of the event due largely to hypothermia, perilous road conditions, and
carbon monoxide exposure. 63

In response, state legislators conducted hours of deliberation — and heard extensive testimony from
agency leadership, industry stakeholders, and the public to better understand the storm’s impact
and causes of the grid’s failure to supply enough power to meet demand.'®* These efforts
culminated in passage of Senate Bill (SB) 3 and numerous other legislation during the 87" Regular
Legislative Session, enacting reforms to the governance structures of ERCOT and the Public
Utility Commission of Texas (PUC); strengthening the PUC’s oversight role; improving disaster
preparedness planning and weatherization requirements for the electric supply chain; instructing
review of the grid’s needs; requiring the PUC to establish and leverage a reliability standard for
the ERCOT market to ensure sufficient dispatchable generation; and more to improve the overall
reliability and resilience of the state’s electricity infrastructure.

Legislation passed by the 87" Legislature addressed many critical issues and needed improvements
exposed by Winter Storm Uri. At the commencement of the 88" Legislative Session, legislators
determined that further action would be needed to more directly encourage additional dispatchable
generation resources in a timely and cost-effective manner.'®> Dispatchable generation generally

158 Public Utility Commission of Texas Legislative Appropriations Request for Fiscal Years 2026 and 2027.

159 Public Utility Commission of Texas Sunset Staff Report with Final Results, 2022-23, 88" Legislature.
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refers to sources of electricity that can be brought on-line or adjusted to match supply with need. 6
Under SB 3 (87R), dispatchable generation is addressed as follows — “a generation facility is
considered to be non-dispatchable if the facility’s output is controlled primarily by forces outside
of human control.”'®’

In order to target reliability concerns related specifically to the availability of adequate
dispatchable power generation, the 88" Legislature passed Senate Bill 2627 — entitled the
“Powering Texas Forward Act” — and Senate Joint Resolution (SJR) 93, which together authorized
the creation of the Texas Energy Fund (TEF), contingent upon voter approval.'®® In anticipation
of the TEF’s creation, legislators also appropriated $5 billion in General Revenue to capitalize the
TEF in the 2024-2025 state budget, and directed that the TEF and its programs be administered by
the PUC.'® Additionally, the PUC received $1.1 million in General Revenue and authority for
seven additional full-time equivalents (FTEs) to support implementation.'’® The TEF’s creation
was authorized by voters in a constitutional election on November 7, 2023.!7!

Discussion

According to the bill author’s statement, the purpose of SB 2627 is to address increased reliability
related specifically to dispatchable generation for Texas.!”> Upon voter approval of SJR 93, the
TEF is established as a fund in the state treasury — outside of General Revenue — to provide loans
and grants to finance or incentivize the construction, maintenance, modernization, and operation
of electric generating facilities (including associated infrastructure) necessary to ensure the
reliability or adequacy of the state’s electric power grid.!”® To realize these objectives, SB 2627
establishes four programs to be funded out of the TEF:

1) the In-ERCOT Generation Loan Program,

2) the Completion Bonus Grant Program,

3) the Outside ERCOT Grant Program, and

4) the Texas Backup Power Package Program.!”

SB 2627 states that the PUC may provide up to $1 billion in grants for the Outside ERCOT Grant
Program; up $7.2 billion in loans and grants for the In-ERCOT Generation Loan and Completion
Bonus Grant programs; and up to $1.8 billion in loans or grants for the Backup Power Package
Program.!” Considered together, the legislation contemplates up to $10 billion in total funding to
be allocated across the TEF’s four programs. SB 2627 directs that the TEF be held and invested
by the Texas Treasury Safekeeping Trust Company.!’® According to the Trust Company, the TEF
had accrued over $121 million in interest earnings as of June 30, 2024.!”7 Passage of SJR 93
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likewise certified all funds within, or subsequently allocated to, the TEF as dedicated by the state
constitution.!”® Finally, SB 2627 established the Texas Energy Fund Advisory Committee to hold
hearings, meetings, and work sessions in order to provide comments and recommendations
regarding adoption of rules and review the TEF’s operation, function, and structure. Current
membership includes:

Senator Charles Schwertner, Co-Chair;
Senator Joan Huffman,;

Senator Nathan Johnson;
Representative David Spiller, Co-Chair;
Representative Ana Hernandez; and
Representative Todd Hunter.!”

To further facilitate implementation of SB 2627, the PUC has engaged a contractor to assist with
management of the TEF programs. On February 5, 2024, a contract was formally awarded to
Deloitte & Touche with a listed completion date of February 4, 2028.'3°

In-ERCOT Generation Loan Program

Under SB 2627, the In-ERCOT Generation Loan Program is established to provide low-interest
loans to qualifying entities for expansion of existing dispatchable electric generation facilities or
construction of new dispatchable electric generation facilities in the ERCOT power region. '8! SB
2627 states that outstanding In-ERCOT Generation loans and grants provided through the
Completion Bonus Grant Program may not support the addition or construction of more than
10,000 megawatts (MWs) of generation capacity.'8? The legislation requires that a loan under the
program bear an interest rate of 3 percent; have a term of 20 years; cover no more than 60
percent of project costs; and result in a net increase of at least 100 MWs of new capacity for the
ERCOT grid.'** The legislation also dictates, for purposes of the program’s implementation, that
a generating facility is considered to be dispatchable if the facility’s output can be controlled
primarily by forces under human control.'* The legislation further directs that an electric energy
storage facility is not eligible for an In-ERCOT Generation Loan under the program.'®3

In November of 2023, the PUC initiated rule development for the program. !¢ Formal adoption of
16 TAC §25.510 occurred on March 21, 2024 — further outlining the application process,
eligibility, evaluation criteria, and loan terms.'®” Under 16 TAC §25.510, interested applicants
were required to notify the PUC of their intent to apply for funding between May 1 and May 31 of
2024.'88 In their Notice of Intent (NOI) submission, interested applicants had to include their name;

'78 Tex. S.J.R. 93, 88" Leg., R.S. (2023).
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the facility name; anticipated MWs; whether or not the facility would serve an industrial load or
Private Use Network, and the net capacity dedicated to the ERCOT grid; the commercial
operations date of each generation resource in the facility; the loan amount requested; a non-
binding attestation that any project costs not supported by a TEF loan could be financed (if an
applicant planned to contribute equity); and a public letter filed with the agency.'®® On June 1,
2024, PUC announced that 125 NOI submissions had been received, representing $38.9 billion in
total requested financing and 55,908 MWs across proposed projects.'”® Only those who had
submitted an NOI were eligible to submit a final application between June 1'°! and July 27.!%> On
July 29, the PUC announced the results of the application period — confirming that 72 full
applications had been received including $24.41 billion in requested financing for 38,379 MWs of
proposed dispatchable generation projects in the ERCOT region.!'*?

From the end of July through August 28, PUC staff (in collaboration with Deloitte)!** reviewed
all 72 applications'® in order to deliver a portfolio of recommended applications to move on to a
due diligence examination.!”® The program application contained over 60 questions'®’ and
required submission of numerous documents related to the project proposal.!®® Application
questions were “correlated to four major categories: (1) project technical and regional attributes,
(2) project financial attributes, (3) application sponsor history, and (4) application sponsor
financial characteristics.”!”” PUC staff ranked every application within each category and assessed
each project’s viability.??" During this time, PUC staff likewise solicited commissioner priorities
for the project portfolio — ultimately including (1) diversity among applicant types, (2) diversity in
siting location, (3) speed to market, (4) ability to relieve transmission constraints, and (5) diversity
of generation resource types.?’! After ranking each project across the four application categories,
projects were reviewed against two of the highlighted commissioner priorities — (1) speed to
market (for which each application was ranked by the year of its proposed date to come online)
and (2) ability to relieve known_transmission constraints (for which ERCOT conducted a grid
benefit analysis for all 72 applications to evaluate how they might address load growth and
transmission constraints).??? Utilizing these rankings, the recommended project portfolio was
developed — first by selecting the top ranked projects across the four major categories in the
application, and then by assessing how and whether projects responded to the commissioner
priorities (this process involved first elevating those projects most beneficial to the ERCOT region,
then those that could come online quickest, and finally by considering how projects would perform
across the remaining three commissioner priorities).?®> While all application information
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submitted for the In-ERCOT Generation Loan program is confidential per SB 2627,2** PUC staff
outlined the process for selection in a public memorandum published on August 29, 2024 including
a list of the projects within the recommended portfolio.?> The 17 projects within the portfolio —
representing a total of 9,781 MWs and $5.28 billion in requested loans — were each approved for
due diligence examination by the PUC in an open meeting on August 29, 2024.2% Per the PUC,
the due diligence examination for each project will require four to eight months and include an
evaluation of whether an applicant can prove up the assertions in its project proposal.?’” Per SB
2627, the PUC must approve or deny each loan application for the program and disburse initial
loan funds for each approved applicant by December 31%, 2025.2%8

On September 4, the PUC announced that one of the projects included in the approved portfolio
was denied for failure in the due diligence phase.?*® The project was submitted as a collaboration
between two entities — one of which filed a letter with the PUC on September 3 indicating that its
name was utilized in the application submission without knowledge or consent.?!® Due diligence
evaluation continues for the other 16 projects included in the approved portfolio, during which
PUC staff and Deloitte will continue to vet each project’s financial viability; plans for construction;
interconnection capabilities; an applicant’s ability to complete the project and pay back a loan
authorized under the program; and more. 2!!

Completion Bonus Grant Program

The Completion Bonus Grant Program established under SB 2627 allows for new dispatchable
electric generation resources that meet certain ERCOT planning requirements?!? after June 1,
2023, and interconnect to the ERCOT power grid before June 1, 2029, to be eligible for a
completion bonus grant.?!* Additionally, an applicant's new dispatchable generating resources
must provide at least 100 MWs of new capacity in the ERCOT region.?'* Recipients must meet
performance standards set by the PUC to earn their annual grant payments (paid out over a 10-
year period).?!> Per SB 2627, completion bonus award amounts are subject to certain caps related
to the amount of new generation and the date of interconnection:

e up to $120,000 per MW of capacity provided by a facility interconnected in the ERCOT
power region before June 1, 2026; or

e up to $80,000 per MW of capacity provided by a facility interconnected in the ERCOT
power region on or after June 1, 2026, and before June 1, 2029.%!¢
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Ultimately, the amount of a completion bonus grant award is based on program funding availability
(as funding allocated across both these grants and In-ERCOT Generation Loans cannot exceed
$7.2 billion), the capacity and interconnection date of the electric generating facility for which an
applicant requests a grant, and performance during each test period.?!”

In November of 2023, the PUC initiated rule development for the program.?!® Formal adoption of
16 TAC §25.511 implementing the program and establishing procedures for application, terms for
annual payments, and performance standards took place on April 25, 2024.2!° Per 16 TAC
§25.511, applications for the program cannot be submitted before January 1, 2025.22° Per SB 2627,
grants may not be provided for facilities that interconnect on or after June 1, 2029. The PUC is
currently building out the structure for administering the grants, and indicates that the application
window will open on January 1, 2025.%?!

Outside ERCOT Grant Program

Under SB 2627, the Outside ERCOT Grant Program is established to provide grants for
transmission and distribution infrastructure or electric generating facilities in Texas outside of the
ERCOT power region for modernization of infrastructure, weatherization, reliability and resiliency
enhancements, and vegetation management.??? Per legislation, grant funding awarded under this
program may not be used to fund debt or activities related to coming into compliance with
weatherization standards adopted before December 1, 2023.22® As of September of 2024, the PUC
is developing rule language to implement the program and has published a draft of the proposed
rule for review and public comment.??* Comments received will inform the program’s design; final
rule adoption for implementation is anticipated in the Spring of 2025.2%

Texas Backup Power Package Program

The Texas Backup Power Package Program established under SB 2627 will provide grants and
loans to qualifying entities for the design, procurement, installation, or use of backup power
packages at facilities necessary to support a community’s health, safety, and wellbeing.??°

According to the legislation, a backup power package refers to a “stand-alone, behind-the-meter,
multiday backup power source”.??’ SB 2627 directs that backup power packages funded through
the program must be engineered to minimize costs; utilize interconnection technology and controls
that enable immediate islanding from the grid and stand-alone operation for the host facility; be
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capable of operating for at least 48 continuous hours without refueling or connecting to another
power source; be designed so that one or more backup power packages can be aggregated on-site
to serve a specified amount of load; provide power sourced from specified sources; and not be
used for the sale of energy or ancillary services.??® In this context, “islanding” refers to a system
through which local generation (such as an independent, backup power source) can continue to
serve local need upon disconnection from the main grid (due to or during large-scale outages or
weather events).??’

SB 2627 directs the PUC to establish the Texas Backup Power Package Advisory Committee,
which is directed to recommend criteria for the program.?** The membership of the Advisory
Committee (announced in January 2024) includes:

Senator Nathan Johnson;

Senator Mayes Middleton;

Representative Jay Dean;

Representative Ana Hernandez;

Chief Nim Kidd, Texas Dept. of Emergency Management;
Kevin Knippa, Health and Human Services Commission;

Alison Silverstein, Alison Silverstein Consulting;

Matthew Boms, Texas Advanced Energy Business Alliance; and
Ivan Velasquez, Oncor.?*!

The PUC states that the Advisory Committee is expected to report on its recommendations by
October 1, 2024.232 SB 2627 also directs the PUC to contract with a research entity experienced
in microgrid design to help develop specifications for the backup power packages, interconnection,
controls, and more.?** The PUC indicates that reporting from the Advisory Committee and the
research entity will inform rulemaking, with final rule adoption anticipated in the Spring of
2025.%4

Recommendations

Ensuring that electricity infrastructure in Texas is reliable and resilient is paramount in upholding
the state’s economic dominance and reputation as the best place to raise a family. The Legislature
took swift and decisive action through the passage of SB 2627 and by allocating $5 billion to
capitalize the TEF. As Texas’ energy demands increase due to population growth, weather events,
use of Artificial Intelligence, cryptocurrency mining, and the proliferation of data center facilities,
the Legislature should consider making additional appropriations to the TEF to help meet demand
forecasts.
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Further, in order to maximize the potential of the TEF, the Legislature should continue to closely
monitor each program’s implementation and ensure that the PUC has adequate resources to
successfully administer funding and monitor awardees. The PUC should aggressively monitor any
contractors or third-parties engaged for the TEF’s administration, not only to ensure that all are
adhering to the letter and spirit of the law, but also to prevent overreliance on external supports.
The PUC should continue to engage with stakeholders and consumers across industry to monitor
the TEF’s impacts. Finally, the PUC should prioritize careful stewardship of TEF dollars —
approved for use by the citizens of Texas — by ensuring that due diligence performed on potential
awardees and monitoring for recipients in each program is extremely rigorous and thorough to
prevent waste and misuse.
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Charge No. 5 (¢)

Monitor Property Tax Relief and Infrastructure Funds: Monitor the appropriations supporting,
and implementation of, the following legislation passed during the 88th Legislature, Regular or
Special Sessions, and approved by voters, amending the Texas Constitution:

o Texas Water Fund: Senate Bill 28 and Senate Joint Resolution 75, 88th Legislature,
Regular Session.

Background

Numerous factors are increasing pressures on the state’s water infrastructure and supply. The 2022
State Water Plan adopted by the Texas Water Development Board (TWDB, or the Board) in the
summer of 2021 states that Texas’ population is anticipated to increase 73 percent between 2020
and 2070; water demands are projected to increase by 9 percent over that time, while the state’s
existing water supplies (those that may be relied upon in a drought) are projected to decline by
approximately 18 percent.?>> The 2022 Water Plan reports that without aggressive conservation
and water management strategies to expand supply, roughly one-quarter of the state’s population
in 2070 would have less than half the municipal water supplies required during a drought of
record.?*® In addition to pressures from population growth and limited supply, weaknesses in the
state’s existing water infrastructure have been exposed. During Winter Storm Uri in February of
2021, loss of pressure, damaged equipment within treatment and distribution systems, and other
factors resulted in numerous boil water notices and left over 16 million Texans without access to
potable water.?*” In addition, the TWDB estimated in 2022 that over a hundred billion gallons of
water are lost annually in Texas, primarily due to aged or faulty infrastructure (such as breaks or
leaks in water mains, connections, or pipes).>*8

In response, the Texas Legislature has authorized the creation and funding of numerous financial
assistance programs administered by the TWDB — resulting in approval of tens of billions of
dollars in financial support>*® to local entities to address challenges related to supply and
infrastructure, flood planning and mitigation, and more.?** Despite significant financial assistance
facilitated through state and federal programs, the TWDB states that it continues to experience
high demand, often in excess of available funding capacity.?*! The 88" Legislature responded
through passage of Senate Bill (SB) 28 and Senate Joint Resolution (SJR) 75, which together
authorized the creation of the Texas Water Fund (TWF) to facilitate long-term investment in the
state’s water infrastructure and supply needs, contingent upon voter approval.?** These legislation
also created the New Water Supply for Texas Fund to finance projects that would lead to the
creation of new water supplies.?*? In anticipation of the TWF’s creation, legislators appropriated

2352022 State Water Plan, Texas Water Development Board.

2362022 State Water Plan, Texas Water Development Board.
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$1 billion in General Revenue to capitalize the TWF in Senate Bill 30, the Supplemental
Appropriations Act.>** The Texas Water Fund’s creation was authorized by voters in a
constitutional election on November 7, 2023.

Discussion

Upon voter approval of SJR 75, the TWF was established as a special fund in the state treasury —
outside of General Revenue — to be administered by the TWDB. According to the bill author, the
purpose of SB 28 is to authorize the creation of the TWF, from which funds may be disbursed to
certain existing TWDB program funds®*® in order to rehabilitate the state’s aging water
infrastructure; fund a statewide water conservation awareness program; and finance supply
projects through the New Water Supply for Texas Fund.?*® SB 28 directs that the TWF be held
and invested by the Texas Treasury Safekeeping Trust Company.?*’ According to the Trust
Company, the TWF had accrued over $23 million in interest earnings as of June 30, 2024.%4%
Passage of SJR 75 likewise certified all funds within or subsequently allocated to the TWF as
dedicated by the state constitution.

To realize the Fund’s objectives, SB 28 directs that the TWF may not be utilized to fund loans or
grants directly, but may only be utilized for transfers in or out of the following funds and accounts:

e the Water Assistance Fund;

e the New Water Supply for Texas Fund (also created under SB 28);

o the State Water Implementation Fund for Texas (SWIFT) and the State Water
Implementation Revenue Fund for Texas, which support the SWIFT financial assistance
program providing low-cost financing for projects in the state water plan;>*

the Clean Water or Drinking Water State Revolving Funds (SRFs);

the Rural Water Assistance Fund;

the Statewide Water Public Awareness Account (also created under SB 28);

the Water Development Fund II water financial assistance account; and

the Water Development Fund II state participation account.?>°

SJR 75 requires that of funds initially appropriated to the TWF, a minimum of 25 percent must be
transferred to the New Water Supply for Texas Fund.?! Under SB 28, the Board is directed to
finance projects (such as marine or brackish groundwater desalination, produced water treatment,
and water acquisition or transport)>? out of the TWF that will lead to seven million acre-feet of
new water supply by December 31, 2033.25% SB 28 enables TWDB to make transfers to any of the

24 Tex. S.B. 30, 87" Leg., 3 C.S. (2021).
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28 Monitor Infrastructure Funds Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Tex. 2024) (testimony of Mike Reissig and
Anca Ion, Texas Treasury Safekeeping Trust Company, CPA).
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authorized funds or accounts by resolution, and requires that the Board ensure that a portion of
funds transferred from the TWF be utilized for the following:

e water infrastructure projects, prioritized by risk or need, for rural political subdivisions and
municipalities with a population less than 150,000;

projects for which all required state or federal permitting has been substantially completed;
the statewide water public awareness program;

water conservation strategies; and

water loss mitigation projects.”>*

SB 28 and SJR 75 authorize appropriation authority for the TWDB for funds transferred between
the TWF and other funds and accounts,?® as well as unexpended balance authority for the TWF
itself.?>¢ SB 28 allows reasonable and necessary costs incurred in administering the TWF to be
paid out of the TWF not to exceed two percent. Finally, SB 28 directs the existing SWIFT Advisory
Committee to provide comments and recommendations to TWDB regarding use of the TWF to
inform rulemaking and to review the TWF’s operation, structure, and function; however, the
Advisory Committee is prohibited from recommending specific projects for funding.?’

To support development of an implementation plan, the TWDB first encouraged water and
wastewater systems interested in receiving assistance to submit projects aligned with the TWF (in
particular those targeting conservation or water loss mitigation, per the directives in SB 28) to the
agency’s Drinking Water and Clean Water SRF State Fiscal Year 2025 solicitation between
December of 2023 and March 1, 2024.2°® The TWDB states that this was done as a means of
evaluating demand for certain types of assistance that could be addressed through the funds and
programs eligible for transfers from the TWF.?° To further inform implementation and
rulemaking, the agency sought feedback from stakeholders through a variety of methods. The
agency issued three surveys, each soliciting feedback on a different topic — including financial
assistance for water infrastructure projects, the New Water Supply for Texas Fund, and the new
Statewide Public Awareness Program — both to gain insight on how projects might be evaluated
as well as to better understand local priorities and barriers to assistance.?** The TWDB also hosted
a stakeholder meeting to discuss the Fund in Austin on March 20; a work session in Lubbock on
April 10; and invited public comment on implementation during a number of regular Board
meetings.?®!

Utilizing information gleaned from this outreach and responses to the SRF solicitation, a proposed
implementation plan with six suggested allocations of the $1 billion appropriation to the TWF was
presented to the Board in a public hearing on July 23, 2024. The TWDB states that the allocations

2% Monitor Infrastructure Funds Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Tex. 2024) (testimony of Bryan McMath and
Brooke Paup, TWDB).
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were recommended in order to meet both statutory directives and respond to stakeholder
engagement.262
The first component includes a $195

Target [ .
Funding Description amount  million allocation to the Rural Water
Rural Water Assistance Fund Assistance Fund to address three
100 percent grant for conservation/water loss diff t cat .
projects from SRF solicitation (under 1,000 1rerent categories —
population) $45,000,000
90 percent grant/10 percent loan or local match for i $45 million to fund grants for
conservation/water loss projects from SRF conservation and water loss rojects
solicitation (1,000 to 10,000 in population) $130,000,000 R . proj
High risk or need projects (100 percent grant) $20,000,000 received in response to the 2025 SRF
Rural Water Assistance Fund subtotal $195,000,000 solicitation (Communi‘[ies with
Water Loan Assistance Fund populations under 1’000);
70 percent grant/30 percent loan or local match for o .
conservation/water loss projects from 2025 SRF e $20 million to fund grants for high-
solicitation (10,001 to 150,000 in population) $90,000,000 . .
risk or n roject a n
Statewide water public awareness program $15,000,000 S . 0, eed p O:]GC S (b Sed ,O
SWIFT program support 5300000000  applications for assistance, legislative
Potential bond leveraged funding through existing mandates, significant compliance issues,
financial assistance programs $150,000,000 targeting extremely low-income and
New Water Supply for Texas Fund $250,000,000

low-population service areas, and more);

and

e $130 million to fund mixed assistance (combining majority grant assistance with either a
10 percent local match or loan component) to fund water conservation and loss projects
likewise submitted in response to the 2025 SRFs solicitation for communities with
populations ranging from 1,001 to 10,000 ($50 million of which will be reserved for
shovel-ready projects with substantial completion of permitting requirements).?%>

Grand total $1,000,000,000

The second component includes a $90 million transfer to the Water Loan Assistance Fund to
support mixed assistance (combining 70 percent grant assistance with either a 30 percent local
match or loan component) to fund water conservation and loss projects, again, submitted to the
2025 SRFs solicitation by larger communities (10,001 to 150,000 in population) with $25 million
reserved for mature projects (shovel-ready and largely permitted).?%* The third component includes
a $300 million transfer to the SWIFT to enable issuance of nearly $1.7 billion in State Water
Implement Revenue Fund for Texas bonds.?®> The TWDB states that this allocation responds to
directives in SB 28 to use a portion of the TWF to prioritize need in small or rural communities,
provides ongoing support for State Water Plan projects, and enables the fund balance in the SWIFT
to grow and generate additional investment revenues.?%® The fourth and fifth components fund the
directives in SB 28 related to the newly established State Water Public Awareness Program and
the New Water Supply for Texas Fund.?®’ The sixth component includes a potential transfer of
$150 million to enable bond issuance through other existing TWDB programs, such as the
Development Fund or the SRFs. 68
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On July 23, the Board authorized the proposed $300 million SWIFT program support transfer and
minor reimbursement of administrative costs.?®” At a hearing on August 15, the Board approved
several prioritized project lists (targeting systems serving various population ranges) for the Water
Loan Assistance Fund and Rural Water Assistance Fund allocations.?’® The prioritized project lists
(focused on water conservation and loss mitigation) contain projects that are eligible for either or
both the TWF allocations to the Water Loan Assistance Fund and the Rural Water Assistance
Fund; prioritization was based on a variety of factors (including service area median income, the
type of water loss addressed, whether or not the project would serve a rural entity, and more).?”!
The TWDB will utilize full financial application submissions for these projects to determine final
eligibility.?’? Throughout the remainder of 2024 and into the spring of 2025, the TWDB intends
to evaluate projects for the remaining TWF allocations contemplated in the implementation plan
and evaluate grant applications for the Statewide Water Public Awareness Campaign.?’?

The TWDB indicates that the only rulemaking required for the TWF implementation was limited
to minor changes to two existing programs eligible for TWF transfers; more substantive
rulemaking is planned for implementing the New Water Supply for Texas Fund in the Fall of 2024,
with final adoption anticipated early in 2025.%7*

Recommendations

Water supply development is expensive, requires long-term planning, and often not realized due
to water still available to the end user. Passage of SB 28 and approval of the Texas Water Fund
by voters represent a huge step forward in securing the state’s water future — both in addressing
infrastructure and growing supply needs. In order to support the continued administration of the
TWEF, the Legislature should ensure that the TWDB is adequately staffed and resourced to
administer TWF dollars and monitor all the financial commitments issued under its programs. In
order to continue to address the increasing pressures on our water systems and enable continued
development of new water supply, the Legislature should also evaluate the benefit of further
appropriations for these purposes. Finally, in order to assess the long-term impacts of these
investments, the TWDB should provide frequent updates regarding the impacts of the TWF and
the New Water Supply for Texas Fund.

26 Minutes of the Texas Water Development Board Meeting, July 23, 2024, at 9:30 AM.

27 Minutes of the Texas Water Development Board Meeting, August 15, 2024, at 9:30 AM.

211 Agenda Item Memo — Texas Water Fund Prioritized Water Loss Mitigation Projects, Texas Water Development Board Meeting, August 15,
2024.
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Charge No. 5 (d)

Monitor Property Tax Relief and Infrastructure Funds: Monitor the appropriations supporting,
and implementation of, the following legislation passed during the 88th Legislature, Regular or
Special Sessions, and approved by voters, amending the Texas Constitution:

o (Centennial Parks Conservation Fund: Senate Bill 1648 and Senate Joint Resolution 74,
88th Legislature, Regular Session.

Background

In 2023, the Texas State Parks system celebrated 100 years.?’”> Throughout the system’s history,
the Legislature has taken significant action to support its growth and ensure its success — including
passage of Senate Joint Resolution (SJR) 24 by the 86" Legislature, authorizing a constitutional
dedication of certain sales taxes collected on sporting goods to both the Texas Parks and Wildlife
Department (TPWD) and the Texas Historical Commission (approved by voters in November of
2019).27® This revenue dedication has resulted in a more predictable and more robust funding
stream to support state park operations, local park grants, and state park-related capital
construction.?’” However, with explosive population growth, pressures on the parks, natural areas,
and historic sites have increased dramatically (with nearly 10 million visitors annually).?’ TPWD
reports that many parks reach capacity on weekends and holidays — resulting in visitors being
turned away — and that in 2023, Texas was ranked only 35" in the nation in state park acreage per
capita.?”’ In response, the 88" Texas Legislature passed Senate Bill (SB )1648 and Senate Joint
Resolution 74, together authorizing creation of the Centennial Parks Conservation Fund (CPCF or
Trust Fund) to serve as a sustainable funding source for acquisition of real property for state parks,
contingent upon voter approval.?®® The Legislature also appropriated $1 billion in General
Revenue to capitalize the CPCF in the 2024-2025 state budget.?®! The CPCF’s creation was
authorized by voters in a constitutional election on November 7, 2023.%82

Discussion

Upon voter approval of SJR 74, the CPCF was established as a trust fund outside the state
treasury.?®® Passage of SJR 74 likewise certified all funds within or subsequently allocated to the
CPCF as dedicated by the state constitution. According to the bill author, the Trust Fund was
envisioned as a permanent endowment to support ongoing investment in the state park system by
enabling purchase of land to expand existing state parks or create new state parks.?®* SB 1648
directs that that the CPCF be held and invested by the Texas Treasury Safekeeping Trust Company
and administered by the TPWD.?> According to the TPWD, the CPCF has been invested in the

*hitps://tpwd.texas.gov/newsmedia/releases/?req=20240112b.

276 https://tpwd.texas.gov/newsmedia/releases/?req=20191106a.
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state’s treasury pool but remains outside of the state treasury itself — accruing just over $4 million
in interest earnings per month.?%¢ Per the Texas Safekeeping Trust Company, the CPCF had
accrued over $24 million in total interest earnings as of June 30, 2024.%%7

SB 1648 requires that prior to drawing down and expending funds from the CPCF, the TPWD
must submit a request for approval to the Legislative Budget Board (LBB), outlining the proposed
acquisition.?®® SB 1648 and SJR 74 direct that the CPCF may only be used to acquire real property
for the creation of state parks and to address any expenses associated with the management of the
Trust Fund and its assets;?*° the CPCF may not be used to pay for salaries, employee benefits,
costs associated with employee benefits, administration costs, operating or program costs of the
department, or the maintenance or operation of state parks.?*° SB 1648 also requires the TPWD to
report on any acquisitions funded through the Trust Fund in its biennial strategic plan.?*!

To begin to identify tracts of land for potential acquisition, TPWD collected feedback from various
stakeholders — including land realtors, local government, private landowners, land trusts,
conservation groups, recreation groups, and the public regarding potential tracts to target for
acquisition.?? The agency notes that since January of 2024 and the Trust Fund’s establishment,
over 80 tracts have been nominated for consideration.?”® The agency states that its goal in utilizing
the CPCF is to acquire land to develop new state parks or expand existing sites in strategic areas
in order to have the most beneficial impact for current and future generations of Texans. The
TPWD notes that strategic areas may include geographic areas that are currently absent of state
parks and regions that do not have enough existing parks to meet demand. Additionally, the agency
notes that it plans to target population centers (such as the Texas Triangle or the Rio Grande
Valley) and tracts with iconic landscapes and physical features.?** The agency maintains an
information page on its website where interested parties can review the TPWD’s priorities for
CPCF-funded land acquisition, potential barriers to acquisition (such as cost, local sentiment, and
legal issues), and contact information.?*> On this webpage, the agency notes that tracts identified
for consideration should:

be scenic and represent iconic Texas landscapes and waters;

be large enough to provide great visitor experiences (usually at least 500 acres);
have natural, cultural and/or historic value;

be near populated areas or areas lacking state parks; and

offer nature-based recreation. >

26 Monitor Infrastructure Funds Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Tex. 2024) (testimony of Rodney Franklin,
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In developing formal scoring criteria for the evaluation process, the TPWD reports that it utilized
existing Texas Administrative Code — specifically a Natural Resources and Conservation rule
related to land acquisition. The agency also leveraged existing land and water conservation and
recreation plans®’ that the agency is required to develop per state law?°® and in order to be eligible
for certain federal funding.?*® Finally, TPWD notes that ideal CPCF-funded parks would be similar
to existing state parks categorized as Tier III to specifically include day-use facilities, nature-based
recreation opportunities, and a variety of overnight camping options (whether sites or lodging).?%

The TPWD indicates that the evaluation process it has developed prior to pursuing acquisition is
broken down into two phases. Under Phase One, the agency poses a series of questions that work
to initially prioritize or eliminate proposed tracts — particularly if they demonstrate any “red flags”,
such as inaccessibility, ownership constraints, insufficient acreage, or a history of environmentally
damaging land use.*°! The TPWD states that as of August of 2024, 40 of the 80 nominated tracts
had completed Phase One review. If a tract scores successfully under Phase One, evaluation will
continue onto Phase Two, during which the TPWD staff evaluate a tract’s performance across a
number of “mission critical categories”, such as a property’s resource value, location, recreational
opportunities, economic and development feasibility, outstanding legal considerations, and
stakeholder support.3°? Upon completion of these phases, additional site investigations are planned
for confirmation and additional information gathering; the agency reports that as of August, over
30 site visits had taken place.%

Though no acquisitions utilizing the CPCF have taken place as of September of 2024, TPWD has
likewise outlined a process for acquisition itself, subsequent to evaluating a property’s
characteristics and suitability. If a tract is successfully reviewed, it may be formally recommended
by agency staff for acquisition (and negotiations related to purchase), followed by notification to
the TPWD Commission of intent to initiate a formal request for approval to acquire.*** Next, in
alignment with legislative directives, the agency must seek review and approval of the proposed
acquisition and requested CPCF disbursement from the LBB.?% If approval is granted, the final
step includes obtaining approval from the TPWD Commission for the agency Executive Director
to complete the acquisition. The TPWD notes that this last step in the process will also include a
public hearing component.3°® The agency notes that the CPCF-funded state park delivery process
will include two disbursement requests — one for acquisition, as described, and a second for
development.3"’

TPWD has also outlined the development process and timeline (including design and construction)
for new parks subsequent to land acquisition. This process will include advanced planning and
preliminary design, including permitting and environmental review (ranging from 18-24 months);

7 Monitor Infrastructure Funds Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Tex. 2024) (testimony of Rodney Franklin,
TPWD).
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design (ranging from six to 12 months); and finally construction, including — at a minimum —
roads, utilities, restrooms, headquarters and maintenance facilities, camping facilities, and trails
(ranging from 12-36 months to complete).>*® TPWD states that timelines could vary depending on
planned components, the level of existing development (properties may or may not be equipped
with utilities, roads, buildings, or park-like features), and terrain.>*® Historically, the timeline for
developing a new state park, including acquisition, development, and opening, has ranged from
eight to over 15 years due to less predictable and less robust funding dedicated for these
purposes.®!? In order to expedite this process for CPCF parks, TPWD has organized a state park
development team, including park planners and resource specialists, to work alongside the
agency’s acquisition team. Additionally, the TPWD has entered into a number of blanket contracts
to support projects as they move from planning to the design phase. The agency has stated its
intention to consider phased openings for certain sites, if possible, to facilitate access for the public
to new parks as quickly as possible.?!!

Projected Costs for a New State Park

Component Total Cost

Land Acquisition $25 - $50M
Park Planning $1M - $2M
Advanced Planning and Design $12-$15M
Construction $62 - $73M
Total $100M - $140M

*Costs reflect a stand-alone property (not adjacent to existing park) acquisition, design and construction.

TPWD estimates that total costs for the acquisition and development of a new standalone state
park (including land purchase, planning, design, and construction) may range from $100 million
to $140 million.!? The agency likewise estimates that the average staffing level for similar existing
Tier III parks requires 11.5 FTEs, with annual operating budgets (excluding salary costs) ranging
from $94,000 to $234,000 (though annual revenues are estimated to range from $165,000 to
$775,000).%3 In light of precedent, the agency’s suggested budgeting “template” for operating a
new park acquired and developed through the CPCF contemplates 13 FTEs, $1 million in one-
time start-up costs, $175,000 annually for operations, and revenues and visitation amounts in line
with other existing Tier III parks.®'*

Recommendations

Voter approval of the Centennial Parks Conservation Fund offers a critical opportunity to develop
a long-term strategy for acquiring and developing recreational spaces in Texas. Capitalized with a
significant appropriation, and under thoughtful stewardship of the TPWD and the Texas Treasury
Safekeeping Trust Company, the CPCF will provide a resource that can be leveraged for decades

398 Monitor Infrastructure Funds Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Tex. 2024) (testimony of Rodney Franklin,
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to enable the creation of new state parks across Texas. In order to ensure the CPCF’s longevity,
the Legislature must carefully review any requests for disbursements from the Trust Fund, and
ensure that any proposed acquisitions adhere to the highest standard. Also, in addition to reporting
currently required on completed acquisitions, the Legislature may consider requesting an annual
or biennial report from TPWD outlining its broader strategy and mission for land acquisition and
park development planning to ensure those objectives are aligned with legislative intent and
achievable based upon the CPCF’s balance and growth. These actions will ensure that Texans and
visitors can continue to enjoy the beauty of Texas' parks for generations to come.

61



Charge No. 5 (e)

Monitor Property Tax Relief and Infrastructure Funds: Monitor the appropriations supporting,
and implementation of, the following legislation passed during the 88th Legislature, Regular or
Special Sessions, and approved by voters, amending the Texas Constitution:

e Broadband Infrastructure Fund: House Bill 9 and House Joint Resolution 125, 88th
Legislature, Regular Session.

Background

According to U.S. Census Bureau data, 2.8 million Texas households and 7 million people lack
broadband access.>!® The Texas Broadband Development Office (the “BDO”) states: “Twenty three
percent of Texans are unable to attend online classes, see a healthcare provider from their living
room, fill out a job application online, start a business or access online marketplaces from their
kitchen table. These barriers negatively affect Texans’ quality of life and limit economic
opportunities for people and the state overall.”*!¢

To assist with this problem, the 88" Legislature passed House Bill (HB) 9 and House Joint
Resolution (HJR) 125, which created the Texas Broadband Infrastructure Fund (the “BIF”), to be
administered by the Texas Comptroller of Public Accounts (the “CPA”). The creation of the BIF
was authorized by Texas voters in November 2023 through approval of Proposition 8, which passed
with 69.45 percent of the vote.?!” The BIF is a special fund in the treasury outside the General
Revenue Fund. The CPA is charged with promulgating rules to administer the BIF and HB 9 limits
the use of the BIF to certain categories: administering grants through the Broadband Development
Program; funding 9-1-1 and Next Generation 9-1-1 upgrades and services; funding for the Pole
Replacement Program created by the 87™ Legislature; providing matching funds for federal money
including the Broadband Equity, Access, and Development Program (BEAD); creating and
updating the broadband maps; and providing outreach to communities regarding the expansion,
adoption, affordability, and use of broadband services.?!® Within the CPA’s Office, the BIF is to be
administered by the BDO, which was originally created by House Bill 5 during the 87 Regular
Session.

The 88™ Legislature appropriated $1.5 billion in General Revenue in Fiscal Year 2024 to capitalize
the BIF.>!” Funds appropriated to the BIF are considered constitutionally dedicated*?° and the
fund’s assets are managed by the Texas Treasury Safekeeping Trust Company. Of the $1.5 billion
appropriated, HB 9 directs two “one-time transfers” out of the BIF: $155.2 million to the Next
Generation 9-1-1 Service Fund and $75 million to the Broadband Pole Replacement Fund.??!

315 Texas Broadband Plan, TEX. BROADBAND DEV. OFF., https://comptroller.texas.gov/programs/broadband/about/what/plan.php.
316 Id
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Discussion
Looking Back

The 87" Legislature passed House Bill 5 to set the framework for broadband expansion in Texas.
HB 5 established the BDO within the CPA’s Office and tasked the BDO with preparing a state
broadband plan, creating a map of areas with limited access to broadband service, and awarding
financial incentives in those eligible areas to expand access. The 87" Legislature also appropriated
$5 million in General Revenue for this purpose.

During the 87" Third-Called Special Session, Texas appropriated $500.5 million in Coronavirus
Capital Projects Fund (CPF) funds from the federal American Rescue Plan Act (ARPA) to the CPA
through Senate Bill 8.>*? CPF funds are administered by the U.S. Treasury and are intended to fund
critical capital projects for states, with an emphasis on broadband infrastructure.?** Additionally,
the National Telecommunications and Information Administration (NTIA) was tasked with
administering the Broadband Equity, Access, and Deployment Program (BEAD), which was
authorized by the Infrastructure Investment and Jobs Act (IIJA) and intended to fund projects that
expand high-speed internet access and use.*** The NTIA has since allocated over $3.3 billion in
funding for Texas.’® It is critical to note that each of these funding sources have varying
requirements. For example, all CPF funds must be expended no later than December 31, 2026.%2
In contrast, BEAD subgrantees will have four years to complete projects following the date on
which they entered into an agreement with the BDO.??’

On June 15, 2022, the CPA released the Texas Broadband Plan to support the expansion of
broadband access for underserved and unserved Texans.’’® The BDO crafted the plan after
receiving feedback from Texans through 12 public town halls, 60 virtual regional roundtable
discussions and more than 16,000 survey responses.*?’ At the time the Broadband Plan was created,
federal agencies had not yet finalized program guidance and funding allocations, however, the BDO
was able to lay out three next steps for its work: establish a broadband-focused, federally compliant
grant program; produce a broadband availability map; and manage recurring coordination and
communication opportunities across stakeholder groups.>*’

322 Tex. S.B. 8, 88" Leg., 3d C.S. (2023). Note that in addition to the BOOT Program, CPF dollars went toward the following programs and
projects: $7.8 million for the Infrastructure and Facility Access Improvement Program, administered by the Texas State Library and Archives
Commission; $6 million for the El Paso District Safety Rest Area Broadband Infrastructure Project, administered by the Texas Department of
Transportation; and $22.8 million for the Rural Hospital Broadband Program, administered by the Texas Department of Agriculture.
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On January 12, 2023, the CPA released the Texas Broadband Development Map,**' which uses
data collected from internet service providers to show the availability of various types of high-speed
internet access across Texas.>*? The process for creating the map follows the same process used by
the Federal Communications Commission (FCC) to create the national broadband map and met the
statutory guidelines established in HB 5.3%* Broadband service is defined by the FCC as 25 Megabits
per second download speed and three Megabits per second upload speed.>** Reliable broadband
service is delivered using the following technologies: fiber-optic, cable modem/hybrid fiber-
coaxial, digital subscriber line and terrestrial fixed wireless, encompassing licensed spectrum,
unlicensed spectrum, and hybrid models.**

With respect to the broadband-focused, federally-compliant grant program, the BDO rolled out the
Bringing Online Opportunities to Texas (BOOT) program in March of 2023.%* This grant program
was designed to fund last mile broadband infrastructure projects in areas throughout the State. It
was funded with $438.8 million from the CPF.**” Ultimately, the first phase of BOOT (BOOT I)
awarded $11.9 million to fund 20 applications that are expected to bring broadband to 1,729
locations across the State.>*® The BDO states that the number of eligible locations for this phase
was severely limited due to the project areas being determined by an incomplete state broadband
map.*3? Texas Comptroller Glenn Hegar testified to the Senate Committee on Finance (Committee)
that while BOOT I had its challenges, the BDO has incorporated the lessons learned into the second
round of funding (discussed in the next section).34°

Surveying Current Projects

The Bringing Online Opportunities to Texas (BOOT) Program, Phase 11

As stated, the BDO dedicated $438.8 million from the CPF to support BOOT and expended $11.9
million during the first round of funding. The BDO rolled over the remaining CPF funds into BOOT
II and also allocated up to $303 million of state BIF dollars to the program.3*! The combination of
federal and state funds brings the total funding amount for BOOT II to $729.9 million.**> The BDO
selected two counties in each of the CPA’s 12 economic regions based on demonstrated need,

31 Available at: https://experience.arcgis.com/experience/841818b81304a96b0al5c08e581d06/page/County-
Summaries/.
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measured by the percentage of eligible locations lacking broadband service. Applicants were able
to bid on one or more counties to serve.>* Projects eligible for BOOT II funding are limited to
projects that will deploy service to all unserved and underserved locations within an eligible
county.*** The BDO testified to the Committee that they had over 100 applications for BOOT II at
the time the application period closed.*** The CPA’s Office expects to notify awardees on a rolling
basis before the end of 2024.3*¢ The Comptroller testified to the Committee that the “quick rollout
is because we must expend all CPF fund dollars before Dec. 31 of 2026, and we want to award
these projects before BEAD subgrantee selection begins to ensure that those locations are removed
from the BEAD applications.”**” If a location has been awarded a BOOT grant, it is not an eligible
location for a BEAD grant. The same is also true in the inverse. Senate Bill 1238, passed by the 88
Legislature, makes clear that the BDO may not award a grant for a location that is subject to a
federal commitment already.>*®

The Broadband Equity, Access, and Deployment Program (BEAD)

As mentioned, the NTIA is in the process of administering the BEAD program to support
infrastructure deployment, mapping and adoption, including planning and capacity-building.>*’ The
BDO will create a competitive process for potential subgrantees to apply for funding after the NTIA
approves its proposal.®>® The NTIA approved the CPA’s Initial Proposal, Volume I on April 11,
2024.%%! Currently, the NTIA’s approval of the BDO’s Volume II, which outlines the CPA Office’s
subgrantee selection process, is still pending. According to the Office, the BEAD challenge process
will begin December 3, 2024.332 It is important to note that, although the formal challenge process
has not yet begun, state and local governments; third parties (such as internet service providers or
public interest groups); and consumers may challenge the National Broadband Map at any time.>>?
The map, created by the FCC, displays location-by-location views of high-speed internet
availability across the country, as reported by internet service providers.>>* Once the challenge
results have been submitted to the NTIA, Volume II has been approved, and the subgrantees have
been selected, the BDO will submit its BEAD Final Proposal to the NTIA.?*3 The BDO expects to
do this in the Summer or Fall of 2025.%5¢ Ultimately, following the NTIA’s approval, the BDO will
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enter into agreements with the awarded subgrantees and those awardees will have four years to
complete projects following their agreement dates. >’

For almost all BEAD applications, matching funds of not less than 25 percent of project costs must
be provided.*® A matching contribution may be provided by the subgrantee applicant themselves
(internet service providers), an eligible entity (the state), a unit of local government, a utility
company, a cooperative, a nonprofit or philanthropic organization, a for-profit company, regional
planning or governmental organization, a federal regional commission or authority, or any
combination thereof.>> While the match may be provided by multiple sources, the NTIA
encourages states to require a match from the subgrantee providers rather than utilizing other
sources where it deems the subgrantee capable of providing matching funds.>

There is an exception to the matching rule—match is not required for areas that are considered
“high-cost areas.” A high-cost area is “an unserved area in which the cost of building out broadband
service is higher, compared to the average cost of building out broadband service in unserved areas
in the United States.**! The NTIA maintains a list of high-cost locations.>¢?

The Texas Broadband Pole Replacement Program (PRP)

The PRP was established by House Bill 1505, passed by the 87" Legislature.?®® This program
provides reimbursement funds to eligible applicants to expedite the deployment of broadband to
individuals in rural areas.*®* Eligible applicants for reimbursement are pole owners and retail
broadband service providers that have incurred costs for replacing poles in eligible areas to affix
qualifying broadband facilities.**> HB 9 directed $75 million to be transferred on a one-time basis
from the BIF to the Broadband Pole Replacement Fund.**® That transfer was made on September
15, 2024.3°7 On July 29, 2024, the CPA announced an intent to solicit grant applications for this
program.>®® The application window opened on September 3 and closed on September 10.%%° Notice
of awards were issued on November 4, 2024.37° The initial award of $18.5 million in grant funding
benefits 17 counties.?’! The BDO has already posted a second Notice of Funding Availability for
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the program.>”? Applications for the second round will be accepted in January of 2025.3® Potential
applicants may request reimbursement for their pole replacement costs up to the lesser of 50 percent
of eligible expenses or $5,000 per pole.>’* Eligible replacement costs include any amount paid or
incurred by an applicant after August 31, 2021, to: remove or dispose of an existing pole; purchase
or install a new replacement pole; or transfer any existing facilities to the replacement pole.*”

The State Digital Equity Capacity Grant Program

Also authorized by the IIJA, this program’s objective is to expand access to devices and provide
digital literacy training to Texans.?’® $55.6 million total is available for this program. Additional
funding is expected but has not been announced by the NTIA 3"’

The Technical Assistance Program (TAP)

The BDO established the TAP to provide additional resources to communities that need help with
broadband planning.>’® $6 million total is available for this program. The TAP will aid local
governments and communities by providing assistance to identify local broadband development
opportunities and prepare for forthcoming state and federal funds.>’® All Texas counties that lack
the necessary capacity for broadband planning were eligible to participate.**° Leaders of a county’s
Broadband Planning Committee, as verified by the committee’s certification with the BDO, were
eligible to apply.**! Thirty-two counties were accepted into the program and will have direct access
to broadband planning and consulting services at no cost.>%?

Looking Ahead

One benefit to creating the BIF is that the state funds appropriated are subject to fewer restrictions

than the aforementioned federal dollars. The BDO testified to the Committee that, at this time, the

remaining BIF funds total approximately $1.3 billion.*3* Some possible uses for the BIF funds are
as follows:

= Matching Funds for BEAD: As discussed, with the exception of entities applying to

connect “high-cost areas” as defined by the NTIA, applying entities must provide match

funds. While the NTIA encourages eligible entities to require match from the

subgrantees,*** there may be scenarios in which it is appropriate for the State to provide

assistance to subgrantees. It is critical to note here that HB 9 provides that the BDO “may

only provide state matching funds if a state contribution is necessary for the economic
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feasibility of a proposed project” and “shall consider an applicant’s potential contribution
toward matching the funds.”3%°

BOOT II: The BDO plans to leverage CPF and BIF funds to connect approximately 20
percent of the State’s unserved addresses to high-speed internet by December 31, 2026.3%¢
$303.4 million in BIF funds have been rolled into this program at this time.

Middle Mile Grant Program: The BDO may consider using BIF funds to provide for the
expansion and extension of middle mile infrastructure across Texas to better serve
disconnected communities.*’

BEAD “Clean Up” Initiatives: The BDO may use BIF funds to connect locations that may
not be covered by BEAD funds, such as underserved locations, community anchor
institutions (i.e. schools, libraries, medical and healthcare providers, public safety entities),
and multi-dwelling units.*®® Furthermore, as the BDO testified, they “do not anticipate that
[$3.3 billion] will connect every location in Texas,” and “when the dust settles on BOOT I,
BOOT II, and BEAD, we’ll still see we still have pockets of urban, suburban, and rural areas
that still lack access.” It is critical that Texas still has BIF funds at the end of those programs
so that the State still has resources to connect those locations.

Workforce Support Program: The BDO may utilize state dollars to incentivize schools
and training institutions to develop broadband certification programs to support the
workforce needs of the state.>®

Recommendations

Texas and the federal government have both invested heavily to close the digital divide in the State
through robust broadband expansion. However, many of the resulting programs significantly
overlap and are running concurrently. It is critical that state and federal agencies responsible for
awarding grant funds communicate and cooperate with each other to ensure that funds are
distributed in an efficient and fair manner. The Legislature should ensure that the Broadband
Development Office has the necessary staffing and resources to manage the administration of the
various broadband grant programs. Furthermore, the Legislature should closely monitor the
expenditure of state BIF funds, ensuring state dollars are available after CPF and IIJA funds have
been expended to connect the locations that may have been missed.

3%5 Tex. H.B. 9, 88" Leg., R.S. (2023).
3% Broadband Monitoring Charge: Hearing Before the S. Comm. on Finance, 88th Interim (Texas. 2024) (written testimony from the Texas
Broadband Development Office).
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