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2012-13 BUDGET INSTRUCTIONS ARE WRONG WAY TO GO: 
TEXAS NEEDS A BALANCED APPROACH 

 
On May 27, the Governor’s Budget Office and the Legislative Budget Board issued budget instructions to state government 

agencies, state courts, and public higher education institutions, setting the baseline for the coming 2012-13 biennium at levels 

that reflect any General Revenue (GR) cuts already approved to 2010-11 spending. Agencies must also submit information on 

how they would cut GR spending by another 10 percent. These proposals will eventually become the draft budget bill that the 

Legislature will consider in 2011. As in the past, the budget instructions try to account for at least some spending increases 

needed in a few key areas, such as the Foundation School Program for elementary and secondary education, and Medicaid, 

CHIP, foster care, and eligibility staff, helping to lessen the negative consequences for the millions of Texans that depend on 

these programs. But many other parts of the budget will not be allowed to include funding for cost inflation or increased client 

need, such as health care provider rates or costs. These instructions are starting the state down the wrong path to deep budget 

cuts by concealing true costs and consequences. Texas cannot create jobs today and ensure prosperity tomorrow through 

budget cuts alone. Texas needs a balanced approach that uses the Rainy Day Fund and adds new revenue.    
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Why do the instructions matter? 
As the first step in Texas’ performance-based budgeting 

system, the instructions are issued in the spring—usually 

May or June—of even-numbered years so that agencies can 

submit budget proposals, or “Legislative Appropriations 

Requests” (LARs), by late summer. LBB and Governor’s 

Budget Office hearings, which include opportunities for 

public testimony, are held on the draft LARs from late 

August through October. The LBB then compiles all the 

agency requests into a draft appropriations bill 

(House/Senate Bill 1) that is considered in the regular 

legislative session.  

The exact phrasing of the instructions matters because it 

heavily influences what makes it into the “baseline” 

proposal in HB/SB 1, and what has to be funded as an 

“exceptional item” if additional General Revenue can be 

found. Exceptional items are not just “wish list” budget 

proposals that would create brand-new programs or 

improve services; they often include hundreds of millions, 

or even billions, of dollars needed to fund current services 

levels that recognize growing caseloads and costs.  

For example, additional General Revenue needed to pay 

for rising health insurance premiums for state employees or 

retirees is now considered an exceptional item, whereas a 

decade ago, it would have been in the baseline. When 

premium increases are not fully paid for in the budget, 

shortfalls can and do arise that must be dealt with through 

benefit cuts or higher out-of-pocket costs for people served 

by the program. Similarly, in the past, budget instructions 

allowed for cost increases in federally mandated programs 

such as Medicaid and foster care, whereas today, only 

caseload growth can be requested in the baseline. 

How are the 2012-13 instructions different? 
For the coming biennium, agencies and institutions of 

higher education will be allowed to ask for the same 

amount of General Revenue and GR-Dedicated funds that 

they are spending in 2010 and 2011, after adjusting for 

any cuts approved by state leaders on May 18. Additional 

General Revenue can be included in the “base” request if it 
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is needed to “…maintain funding for the Foundation 

School Program, maintain benefits and eligibility in 

Medicaid entitlement programs, the Children’s Health 

Insurance Program, and the foster care program, maintain 

health and human services eligibility staffing, and satisfy 

employer contribution requirements for state pension 

systems and employee group benefits, though group 

benefit modifications may be considered.” The instructions 

also require all agencies to “submit a supplemental 

schedule detailing how they would reduce the baseline 

request by an additional 10 percent (in five percent 

increments) in general-revenue related funding.” 

Similarly, in 2008, agencies were told to submit a “flat” 

budget request for 2010-11, which generally asked for the 

same amount of General Revenue that the agency was 

already spending in the 2008-09 biennium. If a state 

employee pay raise had been authorized for part of the 

current biennium, the additional GR needed to remain at 

that pay level for another two years (i.e., to not cut state 

employee pay to pre-raise levels) could also be included in 

the baseline. For the 2010-11 budget, agencies were also 

asked to describe how their programs and services would 

be affected by a 10 percent GR reduction. After the 

Comptroller’s gloomy revenue forecast was issued in 

January 2009, the Speaker of the House and the 

Lieutenant Governor also asked state agencies to identify 

2.5 percent General Revenue savings in their fiscal 2009 

budgets. 

Going further back, baseline instructions have called for: 

• 10 percent cuts for the 2008-09 budget 

• 5 percent cuts for 2006-07 

• 12.5 percent cuts for 2004-05 in the “building block” 
approach used after the January 2003 release of the 
biennial revenue estimate, along with a call for 7 
percent reductions to fiscal 2003. 

What about the recent 5 percent cuts? 
The potential cuts in state spending for 2012-13 could be 

enacted in addition to a recently approved $1.25 billion in 

General Revenue cuts to the 2010-11 budget. Earlier this 

year, state agencies were instructed to submit proposals by 

February 15 indicating how they would cut GR spending 

by 5 percent for 2010-11—in total, almost $1.8 billion in 

reductions, after exempting some key services. On May 18, 

the Governor, Lieutenant Governor, and Speaker of the 

House announced that agencies should not carry out $483 

million of the proposed reductions but that the remaining 

cuts should be implemented immediately.  

Just over half (52 percent) of the cuts will reduce education 

spending, including a $126 million reduction to Texas 

Education Agency programs; $106 million in cuts to 

community colleges and other two-year institutions; $200 

million to general four-year academic institutions; and 

$118 million to public health-related institutions. Higher 

Education Coordinating Board programs will be cut by 

$23 million, with most financial aid programs spared for 

now. 

Another $183 million in state funds will be cut from 

health and human services. About one-third ($64 million) 

will take the form of provider rate reductions for Medicaid 

managed care organizations and for all HHS programs 

except Medicaid community care, foster care, and 

adoption subsidies. The rate cuts will take effect September 

1, 2010, and will cause an additional loss of $115 million 

in federal matching funds. 

Other major reductions will take place in state employee 

group health insurance (Employee Retiree System 

reduction of $76 million), higher education group 

insurance ($56 million), the Department of Criminal 

Justice ($55 million), and the Commission on 

Environmental Quality ($43 million).  

Conclusion 
These budget instructions are only the first official step in 

the 2012-13 budget cycle, but they are already a step in the 

wrong direction. Without a complete picture of the true 

need for additional state revenue—needed just to maintain 

the status quo—Texas cannot adequately invest in the 

public services needed to ensure prosperity tomorrow. 

Instead of considering additional budget cuts, Texas needs 

a balanced approach that uses the Rainy Day Fund and 

adds new revenue.    
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Previous Budget Instructions 

The following are excerpts from historical budget instructions or Legislative Budget Board estimates of baseline proposals. 

Phrases in bold indicate changes from previous language used in the budget instructions, showing how every biennium, less 

and less of a true “current services” picture is provided. 

2010-11 Instructions: “Baseline request[s] for general revenue-related (GR and GR-Dedicated) funds may not exceed the 

sum of amounts expended in fiscal year 2008 and budgeted in fiscal year 2009 plus an amount equal to the GR-related 

allocation for the two percent/$50 employee pay raise in 2009. Agencies must also submit a supplemental schedule detailing 

how they would reduce the baseline request by 10 percent, or down to 90 percent, in general revenue-related funding. 

Exceptions to the baseline request limitation include amounts necessary to maintain funding for the Foundation School 

Program, satisfy debt service requirements for existing bond authorizations, maintain caseloads for federal entitlement services, 

satisfy employer contribution requirements for state pension systems, and maintain adult prison populations.” 

2008-09: “Baseline request[s] for general-revenue related funds will be limited to 90 percent of the sum of amounts expended 

in fiscal year 2006 and budgeted in fiscal year 2007 plus an amount equal to the GR-related allocation for the 3 percent/$50 

employee pay raise in 2007. Exceptions to the 90 percent limitation include amounts necessary to maintain public education 

funding based on legislative action, satisfy debt service requirements for existing bond authorizations, maintain caseloads for 

federal entitlement services, and maintain adult prison populations.” 

2006-07: Recommended budget [held] funding for many state services to 95 percent of the 2004-05 General Revenue 

spending level. Exceptions include funding for the following: enrollment growth, other current law requirements, and equity 

within the Foundation School Program; higher education enrollment growth; projected population levels in adult and youth 

corrections systems; caseload growth in Medicaid, Children’s Health Insurance Program, and foster care/adoption subsidies; 

employer costs for staff benefits; and existing debt service. 

2004-2005: The LBB budget prepared before the revenue estimate’s release would “Limit agency funding to spending levels 

expected during the 2002-03 biennium, except for …: expenditures necessary to provide for projected public school 

enrollment growth, tax rate growth, district property value changes, and equity standards under school finance current law; 

annualized cost of current school facilities projects; current needs for instructional materials; higher education enrollment 

growth; projected population levels in adult and youth correction systems; bond debt payments for existing bond 

authorizations; projected health and human services caseload growth for federally mandated Medicaid and Children’s Health 

Insurance programs and children in foster or related care; and employer costs for staff benefits.” 

After the revenue estimate: agencies were told to resubmit their budgets to reflect 12.5 percent General Revenue cuts, using a 

“building block” approach to restore funding to the most critical services. The Governor issued a “zero-based” budget—an 

appropriations bill draft with zeros for all agency and strategy-level funding. Also in January 2003, the Governor, Lieutenant 

Governor, and Speaker asked that each state agency and institution of higher education submit plans to reduce fiscal year 2003 

GR-related expenditures by 7 percent (which led to $1.4 billion in GR cuts for 2003). 

2002-03: Baseline budget language was similar to 2004-05, except that “projected growth” in adult and youth corrections 

population was in the baseline, and “debt payments” was the phrase used instead of bond language. 



 
2000-01: Language was similar to 2002-03, except that cost increases were in the baseline for federally mandated Medicaid 

programs and children in foster or related care—not just caseload growth. 

1998-99: The LBB’s recommended budget “would limit agency funding to spending levels expected during the 1996-97 

biennium, except for increases…[for] projected public school enrollment growth, tax rate growth, district property value 

changes, and equity standards under school finance law; projected growth in adult and youth corrections populations and 

children in foster or related care; debt payments and projected cost increases in Medicaid. In order to provide for 

unanticipated enrollment/caseload growth, a contingency fund is also included in these recommendations.” 

1996-97: The LBB’s recommended budget “would limit agency funding to levels established during the 1994-95 biennium, 

except for increases provided under the following circumstances: expenditures necessary to comply with court mandates or 

settlements, expenditures required by federal mandate, expenditures required by the Texas Constitution, and certain 

emergency expenditures. In addition…we recommend that the previously deferred payments…for the Foundation School 

Program, Institutions of Higher Education, Teacher Retirement System, and Employees Retirement System be made during 

the 1995 fiscal year.” 

 

 
To learn more, sign up for e-mails, or make a donation, go to www.cppp.org. 

 

The Center for Public Policy Priorities is a nonpartisan, nonprofit policy institute 
committed to improving public policies to better the economic and social conditions of low- and moderate-income Texans. 
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