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GOVERNOR’S SCHOOL FINANCE PROPOSAL USES FLAWED 
REVENUE SOURCES, REDUCES FUTURE FUNDING FOR STATE 

SERVICES, DIMINISHES SCHOOL FUNDING EQUITY  
 

 On April 8, as the final installment of his “Educational Excellence and Equity Plan,” the governor proposed to eliminate 
“Robin Hood” and dedicate a portion of any future budget surplus to property tax cuts, funded by slot machines, cigarette 
tax hikes, accounting changes, and fees on “adult entertainment.”  Without the recapture provisions of the current school-
finance system, the gap between rich and poor schools would explode.  Skimming a portion of future revenues off an already 
inadequate tax system would impoverish the state, leaving it unable to meet the needs of Texas families..  The proposed 
new funding sources are immoral, unstable, and diminishing .  In concert with the Governor’s proposed cap on local 
revenue, (see Policy Page #210) these proposals would change the structure of Texas’ state and local revenue system, 
reducing support for public education and permanently reducing the ability of elected officials to respond to public needs.  
While the details of the governor’s proposals are still uncertain, this Policy Page will explain the most dangerous elements of 
his plan and their likely impact on future funding of public education and other state services. 
 
PROPOSED SOURCES OF REVENUE 
ARE DEEPLY FLAWED 

CIGARETTE TAXES 
More than 80 percent of the new revenue in the Governor’s 
plan would come from just three sources, all of which have 
serious flaws.  In total, the plan would make available $7.1 
billion over three years – 2005, 2006, and 2007. 
 
The largest single source of revenue – $ 2.57 billion – would 
come from increased taxes on cigarettes.  The current tax of 
41 cents per pack of cigarettes would be increased by $1.00 
to $1.41 per pack.  More than 30 other states increased their 
cigarette taxes during 2002-03.  Six states currently have rates 
higher than $1.41; the highest rate, in New Jersey, is now 
$2.05 per pack.  
 
In addition, cigarette manufacturers that are not making 
payments to the state under the tobacco settlement agreement 
would pay an additional 50 cent per pack surcharge.  Taxes 
on other tobacco products would also be increased 
proportionately. 
 
But, all these tobacco taxes are inherently declining sources of 
revenue; as consumption continues its long-term decline. 
 
Moreover, any increase in cigarette and tobacco taxes should 
be reserved for health and human services funding. Tobacco 
causes serious public health problems that place a strain on 
our public health care system. When we tax tobacco, the 
proceeds should go to pay for health care. If we instead use an 
increase in tobacco taxes to reduce property taxes, and also 
put a cap on the property taxes that support our local health 

care systems (also proposed by the governor), Texas 
communities will not only continue to bear the new burden 
of the 78th Legislature’s cuts, but also will be unable to raise 
revenues needed to make up for lost state and federal 
funding, and ultimately will be unable to maintain their 
health care systems. (For more information, see Policy Page 
#211.) 
 
VIDEO LOTTERY TERMINALS 
Another $2.0 billion would come mainly from the 
installation of video lottery terminals (VLTs) at horse and 
dog race tracks and Indian reservations.  VLTs are essentially 
electronic slot machines.  A small portion of this revenue 
would also come from pushing lottery tickets at bars and 
restaurants and even through computerized gas pumps. 
 
Gambling revenues are notoriously uncertain and volatile.  
The history of state lottery games shows a pattern of growth, 
then decline as people figure out that they lose a lot more 
than the win (which is how the state makes money, after all).  
New games are introduced or payouts changed, which 
temporarily boosts revenue, but eventually erosion sets in 
again.  In contrast, the need for public education funding 
only increases from year to year. 
 
A hidden cost of VLTs is the effect of compulsive gambling 
on a family’s income and emotional well-being.  VLTs are 
considered to be the most addictive and destructive form of 
gambling because of their easy access and instant payoffs – 
“the crack cocaine of gambling” according to one opponent.  
Also, because of their legal classification, a constitutional 
amendment to permit VLTs could also be construed to 
permit casino gambling.   
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SMOKE AND MIRRORS 
The remaining large chunk of money ($1.2 billion) would be 
made available in 2007 by changing the timing of the 
collection of certain taxes.  Of course, this is not, strictly 
speaking, new revenue, but just revenue that is moved from 
one fiscal year into another for the purpose of increasing the 
amount that can be appropriated in the earlier fiscal 
biennium. 
 
Sales tax payments by retailers, which are paid monthly, 
would have to be paid one month earlier than currently 
required.  Some businesses have objected, since this would 
require an estimate of monthly sales before the month is 
actually completed, with a later adjustment for missed 
estimates.  Corporate franchise tax payments, which are 
currently paid annually, would be paid quarterly, which 
would move a portion of the payments into an earlier fiscal 
year.  These are classic “smoke-and-mirror” schemes that the 
state has often fallen back on in the place of real tax revenue.   
 
FUTURE REVENUE INCREASES 
WOULD BE DIVERTED TO PROPERTY 
TAX CUTS 

Under the Governor’s plan, business property would be taxed 
at a statewide rate of $1.40 per $100 of property valuation, 
while the rate on residential property would be reduced by 25 
cents, then capped at $1.25.  Rates on both types of property 
would be reduced over time to 75 cents for all property.  
These tax cuts would be funded by diverting one-third of any 
future budget “surplus,” presumably into increased state aid 
for school districts, so that districts could generate the same 
amount of total revenue at a lower local tax rate.   
 
The problem is in the definition of “surplus.”  Although the 
term is not defined in materials from the Governor’s office, 
Texas has traditionally considered any projected increase in 
revenue over the prior biennium to be “surplus.”  In contrast, 
the federal government defines a projected surplus to be more 
than would be necessary to maintain the current level of 
programs, taking into account growth in population, 
enrollment or caseloads, as well as inflation in the cost of 
providing services.  The Texas definition, by comparing only 
future revenue to current revenue, misses entirely the need to 
fund increasing demands and costs of state services. 
 
The Texas state/local revenue system already suffers from a 
“structural deficit” – our tax system does not grow fast 
enough to keep up with the growth in need.  (For more 
details, see the Texas Revenue Primer 
http://www.cppp.org/products/reports/revised2.pdf) 
Diverting one-third of this already-inadequate revenue 
growth to tax cuts would ensure that Texas would continue 
to fall behind in its support of vital state services. 
 

SCHOOL FUNDING EQUITY WOULD 
SUFFER 

The Governor claims that his plan “substantially improves 
public education equity by increasing the number of students 
in the equalized system to approximately 98 percent.”  This 
statistic cannot be verified without a more detailed 
description of his finance formulas.  But, while the 
percentage of students living in districts that are able to 
generate similar amounts of revenue per student with similar 
tax efforts is an important measure of school-finance equity, 
it is not the only measure. 
 
Equally important is the “$600 gap” (now grown to $1,000), 
which is roughly the extra amount of revenue per pupil 
enjoyed by property-wealthy school districts under our 
current school-finance system.  The recapture provisions of 
the current system require high-wealth districts to share 
property tax revenue with lower-wealth districts (thus the 
nickname “Robin Hood”).  These were enacted to meet the 
constitutional requirement for an equitable finance system 
and to lessen the negative impact on educational opportunity 
of the unequal distribution of property wealth among school 
districts.   
 
The governor would eliminate this vital safeguard and allow a 
small number of districts with unusual concentrations of 
residential property wealth to raise and spend vast amounts 
more per student than any other districts in the state.  Based 
on the sketchy definitions in the governor’s press releases, 
these districts would include Highland Park (Dallas), Plano, 
Alamo Heights (San Antonio), and Eanes (Austin).  Breaking 
the link between these politically influential areas and the rest 
of the state would kill the dynamic process that has helped 
advance school funding over the past ten years.  Because of 
the current limit on the difference in revenue between 
districts, if these wealthy districts want more money for their 
schools, they have to exercise their influence in the Capitol in 
order to produce more money for all Texas schools.  If they 
are cut loose to spend whatever they can raise locally, without 
regard to other school districts, they will have no reason to 
participate in seeking adequate funding from the state, 
reducing the likelihood of future increases in state support for 
public education. 
 
This structural change in the school-finance system could, 
over the long term, prove to be the most damaging aspect of 
the governor’s plan.  


