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FUNDING TRENDS AND CHALLENGES
IN COMMUNITY MENTAL HEALTH SERVICES

Local mental health authority funding from the Legislature 
and other sources has increased substantially in Texas since 
� scal year 2013. As a result, the number of individuals served 
also has increased. During � scal year 2013, local mental 
health authorities reported $829.6 million in in� ation-
adjusted community mental health-related revenues. By 
� scal year 2017, this amount increased to $1.2 billion. � e 
net increase primarily was from $231.8 million in temporary 
funding from the U.S. Social Security Act, Section 1115, 
Waiver Delivery System Reform Incentive Payment 
demonstration program, and increases of $106.8 million in 
local funding and $66.2 million in General Revenue Funds. 
Despite the funding available to provide access to care for 
uninsured individuals, 43.2 percent of local mental health 
authorities have experienced a decrease in per-capita funding 
from General Revenue Funds since � scal year 2008. 
Furthermore, funding from the 1115 waiver expires in 2021.

As the state considers options to address the loss of 1115 
waiver funding, it also will face several challenges to 
improving equitable access to mental health services. � ese 
challenges include balancing access to crisis services with 
ongoing treatment and supports, and addressing the growing 
inequity in funding among local mental health authorities.

FACTS AND FINDINGS
 �• �  e recent funding increase has improved access to 
mental health care. � e number of clients served has 
increased, and the number of underserved clients has 
decreased. � ese underserved clients include those 
who were asked to wait for any service and clients 
who received lower-than-recommended levels of care.

 �• Depending on allocations for local mental health 
authority projects, funding from the 1115 waiver 
could decrease as soon as � scal year 2020. A transition 
plan is required to be submitted to the federal 
government by October 2019.

 �• Local mental health authority funding per person 
living in poverty within a region can be as high as 
$301.00 or as low as $78.00 per year. � e range 
and the standard deviation in funding from General 
Revenue Funds have increased during the past 10 
years.

DISCUSSION
Local mental health authorities (LMHA) receive funding 
from various sources. � e largest source of revenue is non-
Medicaid related General Revenue Funds appropriated by 
the Legislature, which is used to provide services to uninsured 
individuals. For the 2018…19 biennium, the Eighty-� fth 
Legislature, Regular Session, 2017, appropriated General 
Revenue Funds for this purpose to the Health and Human 
Services Commission (HHSC) primarily through the 
agency•s bill pattern strategies for Community Mental Health 
Services and Community Mental Health Crisis Services.

LMHAs receive these funds based on performance contracts 
between the authorities and HHSC. � e performance 
contract requires a local funds match and a minimum 
number of clients the LMHA must serve. It also provides 
detailed requirements regarding the populations and the 
scope of eligible services for funding.

�  e base funding that each LMHA receives is a result of 
historical allocations, including funds appropriated during 
the past decade for crisis program redesign and outpatient 
services. As the Legislature provides additional General 
Revenue Funds to the relevant strategies, HHSC may 
distribute funds using di� erent criteria depending on state 
policy goals. For � scal year 2018, for example, the Legislature 
appropriated funding based on population growth, waitlist 
avoidance, and equity. For � scal year 2018, equity for 
additional funding was based on each LMHA•s per-capita 
funding, with a weight added for the number of individuals 
living in poverty. HHSC used each of these factors  separately 
to distribute up to $12.1 million using di� erent criteria for 
each.

LMHAs also can receive funding from General Revenue 
Funds for speci� c projects or services at an LMHA. In some 
cases, these funds come from grant programs established by 
the Legislature. In other cases, the funds are a part of a broad 
strategy within the General Appropriations Act.

�  e second-largest funding source comes from the U.S. 
Social Security Act, Section 1115, Delivery System Reform 
Incentive Payment (DSRIP) program, which is a temporary 
source of federal funding. Funding allocations have changed, 
but they originated with project proposals from LMHAs sent 
through regional health partnerships. In anticipation of 
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upcoming funding decreases, HHSC is developing a proposal 
for submission in March 2019 regarding how these funds 
should be distributed during the � nal two years of the 
program.

Local funds, including tax revenues from cities, counties, and 
other taxing authorities, account for 13.1 percent of LMHA 
revenue. HHSC considers patient fees and insurance 
reimbursement to be local funds. Patient fees and insurance 
reimbursement account for 9.1 percent of revenues and are 
shown separately in Figure 1.

PERFORMANCE-BASED FUNDING
Before 1985, LMHAs received funding through grant awards 
from the state. In 1985, the Legislature began restructuring 
the community mental health system so that LMHAs would 
focus on •the smallest but most needful population groups.Ž 
Senate Bill 633, Sixty-ninth Legislature, Regular Session, 
1985, established a framework for LMHAs to receive 
reimbursement through a contract if they were providing 
services to priority populations. � ese contracts also were 
intended to include expected performance standards and 
measures for outcomes.

During the 33 years since the conversion to performance-
based contracts, Texas health agencies have made progress in 
collecting high-quality information. HHSC collects 
standardized information about the status of individuals 
receiving state-funded mental health services. � is 
information enables HHSC to track whether individuals and 
groups are making progress in treatment at each LMHA. 
�  is progress is measured with a validated assessment tool 
used in many jurisdictions across the U.S. HHSC also tracks 
whether clients are receiving the recommended level of care. 
�  is information has been instrumental in understanding 
how funding levels a� ect access to clinically appropriate care.

However, it is challenging to use this information exclusively 
to determine the performance of an LMHA and its treating 
providers. Performance measures capture outcomes that are 
a� ected by multiple systems. LMHAs do not control all of 
the services they coordinate directly; they manage services in 
cooperation with schools, foster care, juvenile justice, 
corrections, primary healthcare providers, and state hospitals. 
�  e mandates of each system may impede providing 
individuals with clinically appropriate services. Separating 
the e� ects of the decisions within an LMHA•s control from 
the other systems is a challenge for any performance 
measurement system.

In addition, the ability of administrators to simplify complex 
clinical interactions into a performance measure may be 
limited. For example, the RTI…University of North Carolina 
Evidence-based Practice Center published a report in January 
2015 regarding the use of quality measures in mental health 
for the U.S. Agency for Health Care Quality. � e researchers 
found the following results:

€ stakeholders do not agree on preferred outcomes;

€ no studies have assessed whether the use of quality 
measures improves health outcomes for patients with 
serious mental illness; and

€ no evidence shows whether commonly used measures 
capture quality accurately or improve outcomes.

LMHAs also are paid by multiple entities, making it di�  cult 
to overhaul their entire system to meet the directives of one 
performance indicator system. In � scal year 2015, the Sunset 

FIGURE 1
SOURCES OF TEXAS LOCAL MENTAL HEALTH AUTHORITY 
REVENUE
FISCAL YEAR 2017
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Advisory Commission found that the state did not link 
performance to funding e� ectively. A subsequent internal 
audit at HHSC found that nearly all of the reviewed 
performance targets lacked any justi� cation or documentation 
for how they were developed.

�  e internal audit also found that the � nancial incentive 
system was not timely. Based on direction from the 
Legislature, HHSC had implemented a system of withholding 
funds from LMHAs until they achieved performance targets. 
In January 2017, HHSC sent noti� cation letters to LMHAs 
about withheld funds for � scal year 2016. Six months later, 
the funds had not been redistributed or used for technical 
assistance.

Since this internal audit, HHSC has taken steps to improve 
the system. � e Eighty-� fth Legislature, General 
Appropriations Act (GAA), 2018…19 Biennium, directed 
HHSC to eliminate prospective withholding of funds. 

Starting in � scal year 2018, HHSC paid out all funds and 
will later recoup funds from LMHAs for nonperformance. 
�  is payment method enables LMHAs to access funds to 
provide services and to make adjustments later as necessary if 
funds are recouped.

Based on the Sunset Advisory Commission•s 
recommendations, HHSC is evaluating and restructuring its 
performance management system for LMHAs. Pursuant to 
the Eighty-fourth Legislature, GAA, 2016…17 Biennium, 
Article II, HHSC, Rider 82, the agency contracted with 
third-party consultants to evaluate its performance 
management system. HHSC determined from this review 
that the state should use a low-risk model that adds funding, 
rather than removing it. � e Texas Council of Community 
Centers reports that it is coordinating with HHSC to 
improve the performance management system.

FIGURE 2
INFLATION-ADJUSTED FUNDING FOR TEXAS LOCAL MENTAL HEALTH AUTHORITIES
FISCAL YEARS 2008 TO 2017
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Research suggests that Texas can increase the motivation and 
credibility of its performance management system by 
providing autonomy to LMHA administrators and clinicians 
to help interpret performance. A performance management 
system cannot ameliorate the � scal pressure to provide 
services; however, it should help LMHAs attain internally 
driven goals that align with state priorities. Current e� orts by 
HHSC and the Texas Council of Community Centers may 
help the state redesign the performance monitoring system 
in conjunction with funding changes from the expiration of 
the 1115 DSRIP program.

RECENT INCREASES IN FUNDING
AND ACCESS TO SERVICES
Since � scal year 2013, funding received by LMHAs for 
community mental health in Texas has increased by 47.0 
percent. Figure 2 shows that most of the increase came from 
receipt of Federal Funds from the 1115 DSRIP program. 

During this period, General Revenue Funds also increased by 
18.3 percent, and local revenues increased by 61.7 percent.

Figure 3 shows the funding without an adjustment for 
in� ation.

As shown in Figures 4 and 5, this funding increase resulted 
in LMHAs serving more clients. � e number of underserved 
clients also decreased, including clients who were asked to 
wait for any service, referred to as waitlisted, and those who 
received lower-than-recommended levels of care.

Wait times to see providers for noncrisis services also have 
improved. According to the Texas Council of Community 
Centers, 61 percent of LMHAs indicated that the wait to see 
a service provider after completing a comprehensive adult 
assessment was shorter in May 2018 than � ve years before, 
and 8.0 percent of LMHAs reported that wait time was 
longer. As of May 2018, 94.6 percent of LMHAs initiated 
services within two weeks. Most LMHAs also indicated that 
clients typically see prescribers within 30 days. Among 

FIGURE 3
FUNDING FOR TEXAS LOCAL MENTAL HEALTH AUTHORITIES, NO ADJUSTMENT FOR INFLATION
FISCAL YEARS 2008 TO 2017
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FIGURE 4
ADULTS SERVED OR WAITLISTED FOR SERVICES FROM TEXAS LOCAL MENTAL HEALTH AUTHORITIES
FISCAL YEARS 2007 TO 2017
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FIGURE 5
CHILDREN SERVED OR WAITLISTED FOR SERVICES FROM TEXAS LOCAL MENTAL HEALTH AUTHORITIES
FISCAL YEARS 2007 TO 2017

0

100

200

300

400

500

600

700

800

900

1,000

0

5,000

10,000

15,000

20,000

25,000

30,000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

WAITLISTEDSERVED

Average Monthly Served Waitlisted (1)

�1
—
œ
•
›��
�������� �:�D�L�W�O�L�V�W�H�G���F�O�L�H�Q�W�V���L�Q�F�O�X�G�H���F�K�L�O�G�U�H�Q���Z�D�L�W�L�Q�J���I�R�U���D�Q�\���V�H�U�Y�L�F�H�V�����H�[�F�O�X�G�L�Q�J���W�K�R�V�H���Z�D�L�W�L�Q�J���W�R���U�H�F�H�L�Y�H���K�L�J�K�H�U���O�H�Y�H�O�V���R�I���F�O�L�Q�L�F�D�O�O�\���D�S�S�U�R�S�U�L�D�W�H��

�V�H�U�Y�L�F�H�V��
�������� �(�[�F�O�X�G�H�V���L�Q�G�L�Y�L�G�X�D�O�V���V�H�U�Y�H�G���E�\���1�R�U�W�K�6�7�$�5�����,�Q�G�L�Y�L�G�X�D�O�V���L�Q���W�K�H���I�R�U�P�H�U���1�R�U�W�K�6�7�$�5���U�H�J�L�R�Q�����F�X�U�U�H�Q�W�O�\���V�H�U�Y�H�G���E�\���1�R�U�W�K���7�H�[�D�V���%�H�K�D�Y�L�R�U�D�O��

�+�H�D�O�W�K���$�X�W�K�R�U�L�W�\���D�Q�G���/�L�I�H�S�D�W�K���6�\�V�W�H�P�V�����D�U�H���D�G�G�H�G���V�W�D�U�W�L�Q�J���L�Q���W�K�H���V�H�F�R�Q�G���T�X�D�U�W�H�U���R�I���¿���V�F�D�O���\�H�D�U������������
�������� �,�Q�G�L�Y�L�G�X�D�O�V���U�H�F�H�L�Y�L�Q�J���V�H�U�Y�L�F�H�V���R�X�W�V�L�G�H���R�I���W�K�H���V�W�D�Q�G�D�U�G���W�U�H�D�W�P�H�Q�W���S�D�F�N�D�J�H���D�Q�G���I�X�Q�G�H�G���E�\���W�K�H���8���6�����6�R�F�L�D�O���6�H�F�X�U�L�W�\���$�F�W�����6�H�F�W�L�R�Q��������������

�'�H�O�L�Y�H�U�\���6�\�V�W�H�P���5�H�I�R�U�P���,�Q�F�H�Q�W�L�Y�H���3�D�\�P�H�Q�W���S�U�R�J�U�D�P���P�D�\���Q�R�W���E�H���L�Q�F�O�X�G�H�G��
�6
—
•
š
‹
•
›�����/�H�J�L�V�O�D�W�L�Y�H���%�X�G�J�H�W���%�R�D�U�G�����+�H�D�O�W�K���D�Q�G���+�X�P�D�Q���6�H�U�Y�L�F�H�V���&�R�P�P�L�V�V�L�R�Q��



FUNDING TRENDS AND CHALLENGES IN COMMUNITY MENTAL HEALTH SERVICES

6 PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 4830 LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019

LMHAs, 61.5 percent indicated that the wait for prescriber 
services was shorter in May 2018 than in May 2013. Figure 
6 shows wait times by provider type at LMHAs in May 2018.

�  e primary source of increased per-capita funding in recent 
years has been the 1115 DSRIP program, as shown in Figure 
7. �  is source of revenue is temporary and will expire at the 
end of � scal year 2021. 

�  e Eighty-� fth Legislature, Regular Session, 2017, provided 
an additional $27.4 million in General Revenue Funds per 
year for the 2018…19 biennium to HHSC to address waitlists 
for community mental health services for adults and children. 
In addition, the Legislature appropriated $67.5 million in 
General Revenue Funds for the 2018…19 biennium to provide 
grants to community entities, including LMHAs, for 
behavioral health services. Total statewide per-person General 
Revenue Funds amounts at LMHAs are estimated to increase 
by approximately 6.5 percent from � scal years 2017 to 2019 
due to these grant programs; however, data regarding revenue 
receipts by LMHAs was not � nalized as of November 2018.

FIGURE 6
WAIT TIMES TO INITIATE TEXAS LOCAL MENTAL HEALTH 
AUTHORITY SERVICES
MAY 2018
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FIGURE 7
INFLATION-ADJUSTED FUNDING PER CAPITA FOR COMMUNITY MENTAL HEALTH
FISCAL YEARS 2008 TO 2017
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HISTORY OF FUNDING CRISIS INTERVENTIONS
AND ONGOING TREATMENT AND SUPPORTS
Although recent increases in funding have improved access 
to community mental health services, the needs of the 
population have exceeded available funding. �  e Performance 
Audit and Evaluation Report, •Overview of Community 
Mental Health Needs and Services,Ž Legislative Budget 
Board, January 2019, reports that most individuals with 
serious mental illness do not access LMHA specialty mental 
health services.

In 2006, the Department of State Health Services (DSHS), 
the agency then responsible for community mental health 
services, released a report regarding crisis service redesign. 
�  e report found that individuals experiencing a mental 
health crisis had inadequate access to services. DSHS 
estimated it would cost an additional $222.1 million per 
biennium to adequately address this need. � e agency•s plan 
called for requesting the � rst $83.3 million for the 2008…09 
biennium, and the remainder was intended to be requested 
for the following biennium. DSHS anticipated that increased 
funding could help individuals avoid more intensive, costly 
admissions to hospitals and correctional facilities.

�  e Eightieth Legislature, 2007, appropriated $82.0 million 
in General Revenue Funds for the 2008…09 biennium for 
community mental health crisis services. In addition, the 
Legislature requested an evaluation of the soon to be 
redesigned system. In its evaluation completed in January 
2010, Texas A&M University found that the crisis redesign 
accomplished the intended objectives. Individuals• access to 
crisis services improved, decreasing the need for more 
intensive services.

However, the report identi� ed concerns about access to 
ongoing services. Crisis services primarily are short-term 
interventions. � e crisis level of care, for example, is 
authorized for seven days. Adult levels of care for ongoing 
treatment are authorized for six months to 12 months. As 
LMHAs served more individuals in crisis, many of these 
newly engaged individuals quali� ed for ongoing treatment. 
Individuals coming from the crisis system often received 
priority in treatment, given their acuity. According to Texas 
A&M University•s report, most new investment in the service 
system targeted crisis service users, leaving ongoing treatment 
services signi� cantly underfunded. � e report stated that, if 
the pattern continued, the system would evolve into one in 
which individuals received help only after they deteriorated 
into crisis.

Following Texas A&M University•s evaluation, DSHS 
convened an expert task force to study mental health services. 
Among its recommendations in August 2010, the task force 
recommended prioritizing ongoing treatment in future 
funding increases.

Since then, however, the share of funding for crisis services 
has increased. Although crisis funding has not reached the 
levels recommended in 2006, the percentage of General 
Revenue Funds dedicated to crisis services has increased since 
2010, and noncrisis-related per-person General Revenue 
Funds amounts have remained stable. Figure 8 shows the 
totals for each � scal year.

Evaluations conducted after Texas A&M University•s 2010 
report have raised the same concerns. � e Eighty-second 
Legislature, Regular Session, 2011, directed DSHS to 
contract for an external evaluation of the mental health 
system. In 2012, the evaluator, PCG, identi� ed concerns 
about the system being •crisis-driven.Ž Interviews with 
system participants indicated that a •greater emphasis should 
be placed on prevention and recovery to address client needs 
before they reach crisis level.Ž A Travis County assessment 
published in 2012 reached the same conclusion.

Starting in � scal year 2013, the state increased funding for 
outpatient services using 1115 DSRIP program funds, as 
shown in Figure 7. �  e 1115 waiver DSRIP program 
projects were intended to help the state increase provider 
capacity and prepare the health system for an in� ux of 
insured individuals that would result from the expansion of 
Medicaid, as part of the federal Patient Protection and 
A� ordable Care Act. � e mental health projects also were 
intended to address the gaps in the continuum of care and 
supports, as highlighted in the DSHS 2010 Task Force 
Report.

EQUITY IN PER-PERSON FUNDING
In addition to total funding available for services, equity of 
funding across LMHAs has been a challenge since the 
establishment of the centers. In 1963, Congress enacted the 
Community Mental Health Act of 1963 to establish 
community mental health centers. � e legislation established 
3,000 regions, with each center intended to serve from 
125,000 to 250,000 individuals. Shortly after the 
establishment of these regions, concerns arose about funding 
inequities and health center oversight. According to a 1974 
U.S. Government Accountability O�  ce report, regions were 
de� ned arbitrarily, resulting in uneven distribution of funds. 
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In Texas, funding inequities also were driven by each LMHA•s 
ability to negotiate for available funding.

From � scal years 1982 to 2000, Texas began to address these 
inequities by allocating new funds using a formula primarily 
based on population, with some additional information to 
estimate need, including poverty. In � scal year 2000, the 
state streamlined the formula for these funds to be based 
solely on population.

Since 2008, the variation in LMHA per-person funding has 
increased. Statewide per-person funding from all revenue 
sources has increased, as shown in Figure 7. For � scal year 
2017, statewide per-person funding from all sources of 
revenue had increased to $49.48 per person, excluding the 
former NorthSTAR region. However, since � scal year 2008, 
General Revenue Funds per-person funding decreased for 16 
LMHAs. On average, General Revenue Funds allocations 
decreased $1.58 per person living in those LMHA regions. 
Twenty-one LMHAs received an increase in their in� ation-
adjusted, per- person General Revenue Funds allocations. 
�  e increase on average was $3.13 per person.

During � scal year 2016, the state started tracking equity 
based on the number of individuals in poverty. Among 
regions with similar numbers of individuals living in poverty, 
some LMHAs receive more than three times as much funding 
per person as others, as shown in Figure 9. For � scal year 
2018, allocations of new funds that were to improve equity 
were based on the per-capita funding of each LMHA with a 
weight added for the number of individuals living in poverty.

Figure 10 shows similar patterns for all revenue sources per 
person in � scal year 2017.

Since 2002, every Legislature has included a rider in the 
General Appropriations Act containing an equity-related 
directive. � e Seventy-ninth Legislature, General 
Appropriations Act, 2006…07 Biennium, required DSHS to 
develop a long- term plan for funding equity. As part of its 
2015 review of DSHS, the Sunset Advisory Commission also 
issued a management directive to evaluate funding equity. 
State agencies, LMHAs, and experts in the mental health 
� eld have reported that the current inequity is too large. 
HHSC has worked with stakeholders to develop changes. As 
of August 2018, HHSC was evaluating options.

FIGURE 8
INFLATION-ADJUSTED, PER-PERSON GENERAL REVENUE FUNDS PROVIDED FOR COMMUNITY MENTAL HEALTH SERVICES 
REPORTED BY CRISIS LEVEL
FISCAL YEARS 2008 TO 2017

15.1 14.3 14.7 14.7 13.8 13.4
15.0 14.2 15.0 14.3

1.4 2.7 2.7 2.5
2.4 2.4

2.7
2.7

3.0 3.1

$0.0

$10.0

$20.0

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Noncrisis Funding Crisis Funding

�1
—
œ
•
›��
�������� �(�[�F�O�X�G�H�V���1�R�U�W�K�6�7�$�5���I�X�Q�G�L�Q�J���D�Q�G���W�K�H���O�R�F�D�O���P�H�Q�W�D�O���K�H�D�O�W�K���D�X�W�K�R�U�L�W�L�H�V�����/�0�+�$�����W�K�D�W���U�H�S�O�D�F�H�G���1�R�U�W�K�6�7�$�5���G�X�U�L�Q�J���¿���V�F�D�O���\�H�D�U�������������E�H�F�D�X�V�H��

�G�D�W�D���Z�D�V���X�Q�D�Y�D�L�O�D�E�O�H���I�U�R�P���W�K�H���+�H�D�O�W�K���D�Q�G���+�X�P�D�Q���6�H�U�Y�L�F�H�V���&�R�P�P�L�V�V�L�R�Q��
�������� �5�H�Y�H�Q�X�H�V���D�U�H���V�K�R�Z�Q���X�V�L�Q�J�������������H�T�X�L�Y�D�O�H�Q�W���Y�D�O�X�H�V�����5�H�Y�H�Q�X�H�V���D�U�H���D�G�M�X�V�W�H�G���X�V�L�Q�J���W�K�H���8���6�����%�X�U�H�D�X���R�I���(�F�R�Q�R�P�L�F���$�Q�D�O�\�V�L�V���3�H�U�V�R�Q�D�O��

�&�R�Q�V�X�P�S�W�L�R�Q���(�[�S�H�Q�G�L�W�X�U�H�V���,�Q�G�H�[���W�R���D�F�F�R�X�Q�W���I�R�U���F�K�D�Q�J�H�V���L�Q���S�X�U�F�K�D�V�L�Q�J���S�R�Z�H�U�����7�K�L�V���L�Q�G�H�[���Z�D�V���U�H�O�D�W�L�Y�H�O�\���V�W�D�E�O�H���G�X�U�L�Q�J���W�K�H���S�H�U�L�R�G���V�K�R�Z�Q��
�������� �3�R�S�X�O�D�W�L�R�Q���L�V���E�D�V�H�G���R�Q���D�O�O���L�Q�G�L�Y�L�G�X�D�O�V���O�L�Y�L�Q�J���Z�L�W�K�L�Q���/�0�+�$���U�H�J�L�R�Q�V��
�������� �*�H�Q�H�U�D�O���5�H�Y�H�Q�X�H���)�X�Q�G�V���U�H�S�R�U�W�H�G���E�\���/�0�+�$�V���I�R�U���S�U�L�Y�D�W�H���L�Q�S�D�W�L�H�Q�W���E�H�G�V���D�U�H���H�[�F�O�X�G�H�G��
�������� �5�H�Y�H�Q�X�H���G�D�W�D���L�V���V�H�O�I���U�H�S�R�U�W�H�G���E�\���/�0�+�$�V���D�Q�G���K�D�V���Q�R�W���E�H�H�Q���D�X�G�L�W�H�G���E�\���/�H�J�L�V�O�D�W�L�Y�H���%�X�G�J�H�W���%�R�D�U�G���V�W�D�‡����
�6
—
•
š
‹
•�����/�H�J�L�V�O�D�W�L�Y�H���%�X�G�J�H�W���%�R�D�U�G�����+�H�D�O�W�K���D�Q�G���+�X�P�D�Q���6�H�U�Y�L�F�H�V���&�R�P�P�L�V�V�L�R�Q�����8���6�����%�X�U�H�D�X���R�I���(�F�R�Q�R�P�L�F���$�Q�D�O�\�V�L�V��



FUNDING TRENDS AND CHALLENGES IN COMMUNITY MENTAL HEALTH SERVICES

LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019  PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 48309

FIGURE 9
PER-PERSON GENERAL REVENUE FUNDS BY LOCAL MENTAL HEALTH AUTHORITY AREA RESIDENTS IN POVERTY
FISCAL YEAR 2017
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FIGURE 10
PER-PERSON TOTAL REVENUE BY LOCAL MENTAL HEALTH AUTHORITY AREA RESIDENTS IN POVERTY
FISCAL YEAR 2017
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�  e Eighty-fourth Legislature 2015, directed HHSC to end 
the NorthSTAR program, which was a publicly funded 
managed-care approach to delivering mental health and 
chemical dependency services for residents in the Dallas 
region. Access to bene� ts in NorthSTAR was determined by 
clinical need, not funding source, and the program had no 
waitlists for services. At that time, concerns arose that 
discontinuing NorthSTAR would result in waitlists and 
could decrease access to mental health services.

During the Eighty-� fth Legislature, Regular Session, 2017, 
HHSC presented two funding options for providing care in 
the Dallas region to the Legislature. One option included 
adding $8.1 million into the base funding for one of the 
LMHAs that replaced NorthSTAR, at the LMHA•s request. 
�  is amount was approximately equivalent to funding 
provided by the Eighty-fourth Legislature, 2015, for a 
onetime transition cost. A second option would have 
allocated new funding across all LMHAs primarily based on 
population growth and equity, and provided nearly half of 
the amount requested by the Dallas-area LMHA. � e total 
amount of funding remained the same in both options. 
HHSC reported that the � rst option would not support 
increasing capacity and avoid waitlists across the system, but 
it would address concerns about funding for one LMHA that 
received per-capita funding at less than average. � e 
Legislature funded the � rst option.

�  e Legislature has prioritized funding during recent sessions 
to eliminate waitlists for clients who are unable to receive any 
services due to a lack of funding at LMHAs. To some extent, 
LMHAs can manage demand for services through di� erent 
strategies. One strategy is to o� er a more comprehensive set 
of bene� ts and make eligible clients wait when the LMHA is 
at capacity. � is practice negatively a� ects uninsured clients 
the most, because Medicaid clients cannot be placed on 
waitlists and, therefore, may receive services before uninsured 
clients that are on waitlists. Another strategy is to increase 
LMHAs• capacity to serve clients by o� ering less-intensive 
services to all clients. � ese LMHAs may have clients waiting 
to receive clinically appropriate and recommended services, 
but fewer waitlisted clients for any services. During � scal year 
2017, approximately one in 10 interactions with eligible 
adults after assessment resulted in a client in need being 
waitlisted or underserved.

LMHAs that manage resource constraints by underserving 
clients, rather than waitlisting them, may experience a 
decrease in funding equity when the Legislature provides 
new funding dedicated to the elimination of waitlists.

In addition to waitlist funding, equity improvements have 
been negatively impacted by other funding priorities. For 
example, the Legislature often seeks to leverage funds through 
the use of competitive awards with local match requirements. 
New initiatives may require each participating LMHA to 
make a minimum investment, sometimes including a match 
requirement. Some LMHAs also may have a greater need for 
the type of project funded by a grant. When the needs and 
ability to fund di� er, some LMHAs might receive no funding 
or proportionately less funding from a new source.

�  e Legislature frequently has included funding to address 
equity in addition to project-speci� c funding. However, 
these equity allocations have not been large enough to result 
in a net improvement in equity for the biennium. As a result, 
the equity allocation mitigates some of the e� ects of the 
project-speci� c funding, but equity each biennium still 
decreases.

�  e funding needs and tax capacity of the local governments 
within each LMHA vary. Some schools, for example, have 
behavioral health sta�  onsite, which may decrease the need 
for LMHA services. Likewise, some LMHAs contain counties 
with greater levels of property wealth, fewer individuals 
living in poverty, and therefore higher taxing capacity. A 
uniform per-person funding amount would not account for 
those di� erences. � erefore, HHSC has transitioned to using 
an equity measure that includes the number of individuals 
living in poverty, in an e� ort to re� ect the need for services.

FUTURE FUNDING CHANGES AND CONSIDERATIONS
Funding from the 1115 DSRIP program could decrease as 
soon as � scal year 2020 and will end in � scal year 2021. 
HHSC must prepare and submit a transition plan by October 
2019 to the U.S. Centers for Medicare and Medicaid 
Services. � e plan must describe how Texas will sustain its 
delivery system reform e� orts without the 18.2 percent of 
federal funding accounted for in LMHA revenue. �  is 
transition process may build a foundation for restructuring 
funding to maintain access and improve equity.

As the state considers how to address the absence of 1115 
DSRIP program funding, it also will face multiple challenges 
regarding equitable access to mental health services. If these 
funds are not replaced, the number of individuals served and 
the services delivered would decrease, and wait times would 
increase. � e Texas Council of Community Centers 
estimated that LMHAs served 90,769 new individuals as a 
result of 1115 DSRIP program funds from October 2015 to 
September 2016. An additional 85,199 individuals received 



FUNDING TRENDS AND CHALLENGES IN COMMUNITY MENTAL HEALTH SERVICES

LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019  PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 483011

enhanced services during that period. Because 1115 DSRIP 
program funding is not distributed based on population, the 
All Funds variation among LMHAs and the median per-
capita funding by LMHA would decrease.

If the Legislature chose to replace the 1115 DSRIP program 
funding, it could appropriate General Revenue Funds. 
Funding could be allocated to improve per-capita equity 
compared to current allocations. However, increasing 
funding at some LMHAs would result in a loss in services at 
other LMHAs if total funding remains constant.

Alternatively, states  can amend Medicaid eligibility rules 
through an existing authority in the U.S. Social Security Act, 
Section 1915(i). In accordance with this authority, a state 
can receive federal funding to provide services to individuals 
based on state criteria for age, condition, functionality, or 
other standards. For federal � scal year 2019, with the 
exception of certain enhanced rates, the federal government 
will pay for 58.19 percent of Medicaid costs in Texas. 
Eligibility does not have to be de� ned by diagnosis, and can 
be de� ned by a client•s level of functioning. According to the 
U.S. Department of Health and Human Services, •this 
� exibility presents an opportunity for states to create highly 
targeted programs that serve speci� c high-need or hard-to-
serve populations, such as those with [severe mental illness].Ž 
States can use the existing authority in accordance with 
federal law without seeking a waiver. Some states have opted 
to use waivers in lieu of this authority because waivers enable 
them to cap enrollment or begin geographic phase-ins. Texas 
currently uses the Section 1915(i) authority to provide 
enhanced services for individuals that are eligible for 
Medicaid. � is authority could be modi� ed to include 
uninsured individuals that receive services from LMHAs.

Transitioning to funding based on an individual•s mental 
health needs and ability to pay could help improve equity in 
funding. LMHAs would receive funding based on utilization 
instead of the existence of a project or historical funding 
allocations.

�  e changes precipitated by the upcoming end of 1115 
DSRIP program funding will be signi� cant. � e strategies 
that the Legislature and HHSC adopt in response will a� ect 
access to ongoing treatment and equitable access to services 
across the state. Consideration of the balance among crisis 
services and ongoing treatment, equity in funding among 
local mental health authorities, and the structure of the 
performance management system can help improve equitable 
access to community mental health services.
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IMPROVE VIABILITY OF SMALL PUBLIC WATER SYSTEMS

A public water system provides potable water for public use. 
�  is designation applies broadly and can include cities, 
residential subdivisions, private businesses, or governmental 
entities. � e Texas Commission on Environmental Quality is 
the primary agency responsible for ensuring that the state 
complies with the federal Safe Drinking Water Act, which 
requires a system to provide adequate drinking supplies to 
the public.

As water infrastructure ages, a small system that serves 3,300 
people or less is more likely than a larger system to face 
challenges in its ability to maintain adequate water supplies. 
�  is likelihood is due to constraints on � nancial, managerial, 
and technical capabilities as a result of having a smaller rate 
base. � is � nding is consistent across the U.S. and leads to 
thousands of systems being in noncompliance with federal 
standards every year. States employ various tactics to address 
these issues. In Texas, the Texas Commission on 
Environmental Quality and the Public Utility Commission, 
through a contract with the Texas Rural Water Association, 
provide multiple services, including technical assistance to 
public water systems to encourage them to comply with 
standards. � e Texas Water Development Board also o� ers 
� nancial assistance to these entities. However, additional 
e� orts by the state, in the forms of increased oversight, 
� nancial assistance, and the ability to promote system 
consolidation or regionalization, would help improve the 
viability of small, struggling systems.

FACTS AND FINDINGS
 �• As of � scal year 2017, Texas had approximately 
6,977 public water systems, 4,159 of which serve 
populations of 500 or less.

 �• Approximately 95.0 percent of water supplied and 
tested from public water systems meets federal 
drinking water standards. Of the 5.0 percent that 
does not, the majority of that water is supplied by 
small systems.

 �• In a 2014 letter to the Texas Commission on 
Environmental Quality, the U.S. Environmental 
Protection Agency noted that Texas had more than 
300 systems with severe drinking water violations, 
which represented approximately 4.0 percent of all 

systems in the state, the highest relative percentage 
in the U.S.

CONCERNS
 �• �  e Texas Commission on Environmental Quality is 
not authorized by state law to institute a collections 
and late payment policy for systems that do not 
adhere to water system testing requirements.

 �• �  e Texas Commission on Environmental Quality 
issued 21,890 violations to systems during the 
2016…17 biennium. � e majority of violations were 
for systems that do not employ minimally acceptable 
operating practices for water quality testing, for 
water quality violations for lead and copper, and 
for failure to provide public noti� cation in a timely 
manner. Approximately one-third of all violations are 
attributed to water systems improperly monitoring 
102 separate water quality indicators, of which the 
majority are federally prescribed, and notifying the 
public regarding violations.

 �• Governmental entities with responsibilities to license 
and regulate restaurants, childcare facilities, or other 
businesses do not have a formalized process to receive 
and integrate water quality violations as they arise.

 �• Multiple state agencies and independent school 
districts have incurred water quality-related violations 
during the last � ve � scal years, some of which are still 
outstanding.

 �• According to Texas Commission on Environmental 
Quality and Texas Water Development Board 
sta� , � nancial constraints are a signi� cant factor in 
preventing small public water systems from addressing 
violations. Additional � nancial vetting of water 
system applicants, combined with increased � nancial 
monitoring requirements for existing systems with 
repeat violations, could assist in addressing this issue.

 �• Other states use additional funding opportunities, 
such as grant programs for water systems. � is supports 
compliance with federal drinking water requirements 
and incentivizes additional regionalization with other 
high-functioning water systems. Texas Commission 



IMPROVE VIABILITY OF SMALL PUBLIC WATER SYSTEMS

2 PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 4830 LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019

on Environmental Quality sta�  consider this practice 
as an additional mechanism to improve water system 
performance.

OPTIONS
 �• Option 1: Amend statute to authorize the Texas 
Commission on Environmental Quality additional 
cost-recovery abilities for systems that refuse to 
test their water supplies or perform other required 
functions.

 �• Option 2: Amend statute to require the Texas 
Commission on Environmental Quality to establish 
noti� cation standards, which would include an 
automated reminder system, to increase water system 
compliance with reporting rules.

 �• Option 3: Amend statute to require the Texas 
Commission on Environmental Quality to notify 
local health departments, the Department of 
State Health Services, and the Health and Human 
Services Commission, as applicable, when health-
based violations are identi� ed at entities that operate 
water systems when those entities are subject to such 
agencies• inspection and certi� cation.

 �• Option 4: Amend statute to require state entities 
to consider applying for Drinking Water State 
Revolving Fund � nancial assistance to address water 
system de� ciencies. An agency with a health-based 
violation that does not apply for � nancial assistance 
would be required to notify the Legislative Budget 
Board providing a rationale for this decision, and a 
school district would provide similar noti� cation to 
the Texas Education Agency.

 �• Option 5: Amend statute to require the Texas 
Commission on Environmental Quality and Public 
Utility Commission of Texas to periodically review 
and adjust � nancial accountability standards for new 
and existing, at-risk water systems and to determine 
the feasibility of consolidation or regionalization of 
new applicants with existing systems.

 �• Option 6: Amend statute to authorize the Texas 
Commission on Environmental Quality, Public 
Utility Commission, or an individual administering 
an existing system under receivership to apply for 
� nancial assistance on behalf of the owner of that 
system. Additionally, the Texas Commission on 

Environmental Quality, in consultation with the 
Texas Water Development Board, before authorizing 
a new water system, would verify if any state funding is 
available that would increase the economic feasibility 
of connecting to an existing water system rather than 
developing a new water system.

 �• Option 7: Amend statute to authorize the Texas 
Commission on Environmental Quality and the 
Public Utility Commission to adopt thresholds 
that would initiate the required regionalization, 
consolidation, or closure of systems that incur 
signi� cant health-based violations during a period, 
and institute a public petition process that also would 
initiate this review.

 �• Option 8: Amend statute to establish a drinking 
water supply assistance grant program at the Texas 
Commission on Environmental Quality to provide 
additional � nancial assistance to improve the viability 
of struggling public water systems.

DISCUSSION
A public water system provides water to the public for human 
consumption. � e U.S. Environmental Protection Agency 
(EPA) de� nes a public water system as having at least 15 
service connections or serving at least 25 individuals for at 
least 60 days out of the year. � e term public refers to the 
people drinking the water, and not necessarily the ownership 
of the system. According to Texas Commission on 
Environmental Quality (TCEQ) sta� , the term utility di� ers 
from public water systems as utilities are more frequently 
associated with the business and billing aspect of providing 
retail service and can also provide sewer utility services. � e 
term public water system relates more directly to the 
operational aspect of supplying drinking water. A utility can 
be made up of multiple water systems linked together that 
supply water to a particular customer base.

TEXAS PUBLIC WATER SYSTEM PERFORMANCE
In a 2014 letter to TCEQ, EPA noted that Texas had more 
than 300 systems with drinking water violations, which 
represented approximately 4.0 percent of all systems in the 
state. According to EPA, this number represented the highest 
percentage in the U.S. �  e Texas Tribune reported that EPA 
cited dozens of Texas systems for having been out of 
compliance with federal law for almost � ve years. Studies 
performed by several entities during calendar years 2016 and 
2018 found that thousands of Texans drink water that 
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contains hazardous constituents, such as arsenic, radium, 
and lead, that exceed federal standards. Research performed 
by the federal Centers for Disease Control and Prevention 
(CDC) found that, nationwide, systems in rural areas are 
more likely to contain harmful contaminants. Figure 1 
shows U.S. and Texas statistics related to the monitoring and 

enforcement of very small systems, which are those that serve 
populations of 500 or less. Texas conducts fewer site visits, 
has a greater number of violators, and has a smaller proportion 
of those violators that return to compliance. Figure 2 shows 
types of violations cited by TCEQ � eld operation sta�  during 
the 2016…17 biennium. According to TCEQ sta� , a Notice 

FIGURE 1
PERFORMANCE OF VERY SMALL TEXAS PUBLIC WATER SYSTEMS COMPARED TO NATIONAL AVERAGES
CALENDAR YEAR 2017
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FIGURE 2
TEXAS PUBLIC WATER SYSTEM VIOLATIONS CITED BY TEXAS COMMISSION ON ENVIRONMENTAL QUALITY FIELD OPERATION 
STAFF, 2016–17 BIENNIUM
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of Violation from the agency to a system can contain multiple 
violations, and a single violation can contain multiple 
citations.

According to Legislative Budget Board (LBB) sta�  analysis of 
TCEQ data from � scal years 2012 to 2017, on average, 
systems commit approximately 10,250 violations each year, 
of which 85.1 percent, on average, are violations of reporting 
or noti� cation requirements. � e remainder are for health-
based violations. Contaminants that contribute to violations 
of health-based standards include lead, copper, 
trihalomethanes, arsenic, and haloacetic acid. Health e� ects 
of these contaminants, if ingested in signi� cant doses 
throughout a certain period, can include cancers, heart 
disease, brain disease, and adverse reproductive outcomes. 
Failure to comply with reporting or noti� cation requirements 
violations and health-based violations can be related, 
meaning that a health-based violation may not be 
communicated to the public in a timely manner or at all. As 
shown in Figure 3, the number of health-based violations 
has remained relatively constant at approximately 1,526 
occurring per year. � e number of health-based violations 
addressed and returned to compliance has decreased by 57.1 
percent from � scal years 2012 to 2017. From � scal years 
2012 to 2017, systems in King, Dawson, Jim Hogg, Mason, 
and McCulloch counties had the lowest rates of returning to 

compliance after being cited for violations. Harris, Brazoria, 
Lubbock, Montgomery, and Midland counties had the most 
violations, including health and nonhealth-based violations, 
during this period.

According to EPA research, water systems, particularly those 
with limited resources, often face signi� cant challenges to 
provide safe, reliable drinking water to their customers at a 
reasonable cost. � ese systems may lack � nancial, managerial, 
or technical capacity or a combination of these elements that 
would help them meet their public health protection goals. 
Other factors, such as aging infrastructure, a decreasing 
customer base throughout which to disperse costs, or a lack 
of quali� ed or knowledgeable operators can add to the 
challenges. Systems that rely on a single source of water and 
communities that use private domestic wells may have more 
relatively signi� cant water reliability problems. Research 
performed by the University of North Carolina in 2007 
estimates the average ongoing infrastructure needs per 
residential connection at $19,734 for a system with less than 
100 connections, compared to $2,503 for systems with 
greater than 10,000 connections. According to a TCEQ sta�  
presentation made to the 2018 Western States Water Council, 
these challenges can increase as operations and maintenance 
needs increase and can cause owners to abandon very small 
systems.

FIGURE 3
TEXAS PUBLIC WATER SYSTEMS’ HEALTH-BASED VIOLATIONS INCURRED AND RETURNED TO COMPLIANCE
FISCAL YEARS 2012 TO 2017
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TYPES OF PUBLIC WATER SYSTEMS
A system can receive its water from various sources. According 
to TCEQ data from 2017, 79.2 percent of all water used by 
systems was from groundwater sources, and the remaining 
20.8 percent was from surface water sources. TCEQ rules 
require that all systems develop monitoring plans. � e plans 
are system-speci� c documents that demonstrate that the 
system•s monitoring of water quality is representative of the 
water distributed to consumers and is consistent with 
regulatory requirements. All systems must disinfect water 
properly before it is distributed to customers. Systems 

typically are classi� ed into three categories, as shown in 
Figure 4.

Figure 5 shows the number of each type of water system in 
Texas and the size of the population served in � scal year 
2017. � e number of community and nontransient, 
noncommunity systems remained relatively unchanged from 
� scal years 2008 to 2017. � e number of transient 
noncommunity systems increased by 12.5 percent during 
that period. Figure 6 shows the number of systems by size 
and the populations that receive their water from those 
sources.

FIGURE 4
TEXAS PUBLIC WATER SYSTEM CATEGORIES, FISCAL YEAR 2018
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FIGURE 5
ACTIVE PUBLIC WATER SYSTEMS IN TEXAS, FISCAL YEARS 2008 AND 2017

SYSTEM 2008 2017 PERCENTAGE CHANGE 2017 POPULATION SERVED
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FIGURE 6
TEXAS PUBLIC WATER SYSTEM CLASSIFICATIONS AND POPULATIONS, FISCAL YEAR 2017
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From � scal year 2015 to August 2018, TCEQ designated 
410 new systems; 391 of these systems serve populations of 
less than 500. As of July 2018, an additional 574 systems are 
being considered. According to TCEQ sta� , approximately 
80.0 percent of newly designated public water systems are 
noncommunity systems, intended to serve water supply 
needs of businesses. Some of the 20.0 percent of community 
systems are new public water systems to serve new 
developments for existing retail public utilities. A system can 
be owned by a public or private entity.

OVERVIEW OF STATE AGENCY ROLES
AND FUNDING SOURCES
TCEQ is the state•s primary environmental regulatory 
agency. Its mission is to protect human and natural resources 
consistent with sustainable economic development. TCEQ is 
responsible for protecting the quality and safety of drinking 
water through primary and secondary drinking water 
standards as adopted by the EPA. In accordance with the 
federal Safe Drinking Water Act (SDWA) and state law and 
regulations, primary drinking water standards protect public 
health by limiting the levels of certain contaminants, and 
secondary drinking water quality standards address taste, 
color, and odor. Texas, like other states, has a primacy 
agreement with the EPA, meaning that the state is required 
to implement and oversee the requirements of the SDWA. 
State statutes governing these activities are primarily in the 
Texas Health and Safety Code, Chapter 341, and TCEQ 
rules.

PUBLIC WATER SYSTEM SUPERVISION PROGRAM
TCEQ operates the Public Water System Supervision 
Program, which regulates and assists public drinking water 
systems. � e goal of the program is to ensure that public 
water systems are supplying safe and adequate quantities of 
public drinking water to all users. Program sta�  conduct 
inspections of community water systems at least once every 
three years and of noncommunity systems every � ve years. 
Systems that TCEQ identi� es as at risk of becoming out of 
compliance or that have been having performance issues 
receive more frequent visits. Figure 7 shows program 
activities and volume, as reported by TCEQ sta� .

�  rough this program, TCEQ also provides several forms of 
technical assistance for public water systems. � e agency 
o� ers guidance and training to help system administrators 
understand federal rules. According to TCEQ, newer federal 
regulations, such as EPA•s Revised Total Coliform Rule, are 
considerably more complex and challenging to implement 
for TCEQ and systems than previous regulations. TCEQ 
sta�  expect this assistance to continue and potentially 
increase, because the EPA is seeking changes to the SDWA 
and is revising guidelines for implementing those programs. 
TCEQ also collaborates with public water systems to address 
challenges that threaten their sustainability, such as turnover 
among facility operators, lack of training opportunities, and 
operator occupational licensing. According to TCEQ, the 
agency•s ability to integrate services with EPA platforms is 
limited by de� ciencies in information technology, which 
require independent development of databases and data tools 
to implement requirements. TCEQ indicated that more sta�  

FIGURE 7
TEXAS PUBLIC WATER SYSTEM SUPERVISION PROGRAM ACTIVITIES AND TYPICAL ANNUAL WORKLOAD
FISCAL YEAR 2017
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resources would be required to support the transitions for 
unknown costs.

�  e Public Water System Supervision Program in Texas is 
funded through multiple methods of � nance, as shown in 
Figure 8. Appropriations for the program include Federal 
Funds, General Revenue Funds, and General Revenue…
Dedicated Funds from Account No. 153, Water Resource 
Management (Account No. 153).

GENERAL REVENUE–DEDICATED ACCOUNT NO. 153, 
WATER RESOURCE MANAGEMENT
Account No. 153 provides the majority of state funding for 
TCEQ water programs and also contributes funding for 
activities at the Public Utility Commission of Texas and the 
O�  ce of Public Utility Counsel. Account No. 153 receives 
collections from fees related to waste treatment inspection, 
cost recovery from protecting water resources, water supply 
system owner fees, assessments on public utilities, certi� cation 
of boat sewage disposal devices, used oil registration and the 
sale of automotive oil revenue, and other application and 
permit fees and penalties. Account No. 153 has the following 
allowable uses:

€ inspecting waste treatment facilities;

€ enforcing the laws related to waste discharge and 
waste treatment facilities;

€ water quality management and water resource 
management programs;

€ registration of used oil collection centers, used 
oil transporters, used oil marketers, and used oil 
recyclers; and

€ grants and public education related to used oil 
recycling.

Fee revenue deposited into Account No. 153 that is allocated 
to the Public Water System Supervision Program is derived 
from the Water Utility Regulatory Assessment Fee (RAF). 
�  e Seventy-second Legislature, Regular Session, 1991, 
established the RAF. From � scal years 2012 to 2016, the fee 
collected $9.0 million per year among 2,222 fee payers, on 
average. � e RAF is collected by public utilities, water supply 
service corporations, and water districts. � e fee is 1.0 
percent of the charge for retail water or sewer service for 
public utilities, and 0.5 percent for districts and water supply 
or sewer service corporations.

ROLE OF THE PUBLIC UTILITY COMMISSION
As part of a recommendation made by the Sunset Advisory 
Commission, House Bill 1600, Eighty-third Legislature, 
Regular Session, 2013, transferred the water and wastewater 
utility regulatory program from TCEQ to the Public Utility 
Commission of Texas (PUC). TCEQ remains the primary 
authority for public drinking water programs. � e authority 
transferred to PUC includes water and wastewater utility 
rate-making, wastewater utility submetering, certi� cates of 
convenience and necessity (CCN), shared responsibilities in 
� nancial, managerial, or technical (FMT) practices, and 
other duties. A CCN grants the holder exclusive rights to 
provide retail water or sewer utility service to an identi� ed 
geographic area. As of August 2018, 180 CCNs were active 
in the state.

PUC is responsible for determining whether utilities have 
the � nancial and managerial capability to provide continuous 
and adequate water or sewer service to the public. PUC 
assists consumers and provides oversight of submetering and 
allocated utility billing practices. If the public water system 
becomes part of a utility or is issued a CCN, it would be 
subject to these separate regulatory processes.

STATE CAPACITY DEVELOPMENT PROGRAM
TCEQ•s Capacity Development Program assists in 
maintaining the viability of systems by developing their 
FMT capacity to meet drinking water regulations. Federal 
law requires states to update their capacity development 
reports every three years, and EPA may withhold associated 
federal Drinking Water State Revolving Fund (DWSRF) 
funds for states that do not have an established capacity 

FIGURE 8
METHODS OF FINANCE FOR THE PUBLIC WATER SYSTEM 
SUPERVISION PROGRAM, FISCAL YEAR 2016
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development program. � e DWSRF program provides loan 
funds for water system improvements through the Texas 
Water Development Board (TWDB). Set-asides from the 
DWSRF help support the Texas drinking water program at 
TCEQ, which includes capacity development. � e Capacity 
Development Program includes the following main objectives 
and e� orts:

€ ensure that new systems are viable and assess and 
improve the viability of existing systems;

€ provide onsite FMT assistance by contractors and 
TCEQ sta� ;

€ monitor and assist systems a� ected by drought; and

€ implement system restructuring and regionalization 
projects.

�  e state contracts with the Texas Rural Water Association 
(TRWA) to provide additional FMT assistance to assess and 
assist public water systems. TRWA provides FMT capacity 
assessments and onsite assistance, drinking water operator 
training, and consolidation assessments. FMT capacity 
assessments are required for water systems applying for 
certain types of funding from TWDB. � e Texas Water 
Infrastructure Coordination Committee (TWICC) is also a 
resource for systems to obtain information regarding the 
various sources of loans and grants. TWICC consists of 
federal and state governmental entities and nonpro� t groups 
such as TRWA. TWICC•s goals are to provide Texas 
communities with funding and other assistance to develop, 
improve, and maintain compliant and sustainable water and 
wastewater systems.

DRINKING WATER STATE REVOLVING FUND
DWSRF � nancing is made available through an annual 
federal capitalization grant appropriated by the U.S. 
Congress. DWSRF provides � nancing to help public 
drinking water systems meet or maintain compliance with 
SDWA regulations. DWSRF funding addresses public health 
protection, maintains and brings systems into compliance, 
and supports a� ordable and sustainable drinking water 
pursuant to SDWA. DWSRF funding also may be used for 
sta�  augmentation, such as hiring temporary sta�  to oversee 
the construction of a project or handle the documentation 
requirements associated with federal � nancial assistance. 
DWSRF may not fund ongoing operations and maintenance 
for systems.

TWDB and TCEQ collectively administer the state•s 
DWSRF program, and TWDB is responsible for reviewing 
and issuing � nancial assistance. � e state must prepare an 
Intended Use Plan each year that describes how it intends to 
prioritize and use DWSRF program funds. TWDB 
committed approximately $222.1 million per year, on 
average, in DWSRF funds from calendar years 2013 to 2017. 
Loan terms are variable, depending on the project. In 2017, 
15 projects entered into repayment terms of 20 years or 
greater. According to the 2018 Intended Use Plan, for � scal 
year 2018, $250.0 million was available through DWSRF 
for � nancing options. Of this amount, $229.0 million was 
made available at interest rates of less than the market rate. 
�  e remaining $21.0 million was used for principal 
forgiveness of loans issued. DWSRF can forgive loans to very 
small systems of up to $300,000 per project, and the plan 
allocated $3.0 million for this purpose. Projects that are 
classi� ed as urgent need were provided $7.0 million for 
2018, and could receive an additional $500,000 in individual 
project forgiveness. Urgent need projects would address a 
supply shortage, natural disaster, or immediate water quality-
related health threat. DWSRF funding also can issue zero 
percent interest loans up to approximately $25.0 million.

State and federal laws require that the level of principal 
forgiveness TWDB chooses does not a� ect the DWSRF 
program negatively into perpetuity. � e level of principal 
forgiveness that TWDB may o� er is from 20.0 percent to 
50.0 percent of the total capitalization grant. � e 2019 
DWSRF allocates 34.0 percent of the capitalization grant to 
principal forgiveness. Increasing this allocation to 50.0 
percent would not a� ect program•s viability, but it could 
result in increased borrowing costs (i.e., bond issuance) to 
the program or a� ect the amount of � nancial assistance 
available.

As required by the federal SDWA, systems proposing to solve 
the most serious water quality and quantity problems are 
given highest priority to use the fund. TCEQ ranks projects 
to receive DWSRF, which TWDB incorporates to determine 
eligibility for funding in accordance with the DWSRF loan 
program. Project ranking is based on health and compliance 
factors such as low pressure, low-disinfectant residuals, and 
maximum contaminant-level violations. A system with 
health-related violations that is interested in obtaining 
DWSRF for a project will receive a higher ranking than a 
system of similar size without violations. According to TCEQ 
sta� , the DWSRF assistance provided to systems with 
populations of less than 1,000 has been instrumental in 
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resolving several small-system water-quality violations. To 
provide assistance in navigating the state � nancial assistance 
process, from � scal years 2015 to 2017, TCEQ and TWDB 
sta�  researched and prepared reports regarding 35 DWSRF 
applicants per year, on average. However, funding availability 
is dependent on the public water system having su�  cient 
FMT capabilities to apply for and demonstrate su�  cient 
resources to pay back a loan. Resources may be for the 
principal and interest or interest only, if the system applies to 
receive a principal forgiveness award.

ENFORCEMENT STRUCTURE
Public water systems retain liability for providing safe 
drinking water by adhering to SDWA provisions. TCEQ has 
a graduated process to enforce and address violations of 
systems, as shown in Figure 9.

ENSURE WATER QUALITY-TESTING ACCOUNTABILITY
TCEQ oversees the monitoring of 102 constituents in 
drinking water for public water systems to ensure that all 
regulatory requirements are met. Constituents represent how 
water quality is determined, and include pollutants such as 
pesticides, metals, bacteria, or dissolved oxygen that naturally 
occur in water but also can be in� uenced by human e� ects. 
Constituents are categorized into major groups, such as 
microorganisms, disinfectants, chemicals, and radionuclides, 

and have distinct sample collection procedures and 
monitoring schedule requirements. All sample collection, 
analysis, and data reporting for compliance must adhere to 
federal and state data quality requirements. Systems are 
responsible for monitoring certain other drinking water 
constituents, including microbial contaminants, additional 
disinfectant residuals, lead, and copper.

According to TCEQ sta� , systems sometimes fail to conduct 
monitoring, or do not submit required samples to accredited 
laboratories. Failure to submit a portion or all of the valid 
analytical data limits TCEQ•s ability to verify compliance 
with drinking water standards. � erefore, the system receives 
a violation. Lab results are not released to TCEQ until the 
system pays the lab fees, unless chemical sample results 
exceed the associated maximum contaminant level. For the 
protection of public health, all maximum contaminant-level 
exceedances are reported to TCEQ regardless of fee payment, 
as part of the agreement between TCEQ and compliance 
laboratories.

According to TCEQ sta� , 152 systems failed to pay for 
laboratory analytical fees during � scal year 2017. TCEQ will 
issue monitoring and reporting violations for water systems 
that refuse collection or fail to pay laboratory fees. Continued 
noncompliance can result in enforcement actions and referral 

FIGURE 9
TEXAS COMMISSION ON ENVIRONMENTAL QUALITY ENFORCEMENT PROCESS, FISCAL YEAR 2018
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to the O�  ce of the Attorney General (OAG). Labs have their 
own individual collections procedures for nonpayment of 
fees when a sample has been submitted. However, eight 
systems refused to submit to chemical sample collection 
during � scal year 2017. When systems refuse to collect and 
submit samples for analysis, TCEQ expends its resources to 
the collect the samples. � e Texas Water Code, Section 
5.701, authorizes TCEQ to charge and collect fees prescribed 
by law. However, according to TCEQ sta� , the agency only 
institutes a collections process on fees that are listed 
speci� cally in statute. Option 1 would amend the Texas 
Water Code to authorize TCEQ to engage in cost recovery 
for sample collection and lab analysis costs, through the 
collection of penalties, application of delinquent fee protocol, 
and charging of interest for late payments.

IMPROVE TIMELINESS OF PUBLIC NOTIFICATION
As shown in Figure 2, approximately one-third of all system 
violations during the 2016…17 biennium resulted from 
failure to properly notify the public. Small system 
administrators may � nd it di�  cult to understand and 
properly complete all required drinking water monitoring, 
including for 102 constituents and federal requirements. 
Among all Texas systems, 18.0 percent had monitoring or 
reporting violations during � scal year 2016. � e leading 
causes of violations related to monitoring disinfectant 
residuals, monitoring lead and copper, and providing 
adequate public notice. EPA, through the SDWA, prescribes 
the timing and format of notices that systems are required to 
issue to the public when drinking water violations occur. � e 
timing requirements range from within 24 hours of 
discovering a situation that can harm human health to one 
year if a violation occurs but would not have direct, negative 
health e� ects. An example of this violation is if a system does 
not collect a sample in a timely manner. Systems can be 
understa� ed and have a large workload regarding the 
monitoring and noti� cation of various SDWA requirements. 
Option 2 would amend statute to require TCEQ to establish 
noti� cation standards, which would include an automated 
service to remind systems of their various reporting 
obligations. Improving the responsiveness of systems to 
monitor, test, and report this information to the state and the 
public would improve overall system performance and 
decrease the number of systems that TCEQ sta�  must 
address. � is approach also may prove bene� cial with systems 
whose workforce changes to ensure continuity during sta�  
transitions.

INTEGRATE ENFORCEMENT WITH STATE
AND LOCAL GOVERNMENT INSPECTIONS
In addition to the TCEQ and PUC, other state agencies may 
oversee the performance of an entity that also operates a 
water system.  � e Health and Human Services Commission 
(HHSC) regulates all child-care operations and child-placing 
agencies in Texas to protect the health and safety of children 
in care. � is regulation includes permitting and monitoring 
compliance with state licensing standards, rules, and laws 
every two years. � e published minimum standards for 
child-care centers include a basic requirement that a supply 
of drinking water is always available. If a center is using its 
own water supply, it must maintain a safe and sanitary supply 
and records indicating that the water meets TCEQ standards. 
In examining TCEQ data for systems that have incurred 
multiple violations from � scal years 2012 to 2017, three day-
care facilities are included. According to HHSC sta� , if 
TCEQ sta�  found any violations during the two-year HHSC 
inspection period, HHSC would not be aware of the � ndings 
unless TCEQ contacted HHSC. HHSC sta�  communicated 
that they were aware of one instance in which TCEQ 
contacted HHSC for this purpose.

�  e Texas Department of State Health Services (DSHS) and 
local municipalities or health departments are responsible for 
the monitoring and regulation of commercial establishments, 
including restaurants, within their territory. According 
DSHS sta� , the agency may consider water quality under 
certain circumstances, such as the inspection of restaurants. 
DSHS conducts risk assessments based on the type of food 
processed and how foods should be handled and maintained 
to ensure public safety, and inspects based on risk. � e 
inspection schedule varies based on risk level: high-risk 
operations at least annually, medium-risk operations at least 
every 18 months, and low-risk operations at least once every 
24 months. DSHS rules require that water used for the 
processing of food must come from approved source(s); 
therefore, DSHS or local jurisdictions may cite an operation 
for use of water from an unapproved source, including one 
that is not meeting standards. When a community water 
system has water that does not meet standards, a boil water 
notice may be issued, which would be communicated to the 
applicable health department or municipality for their 
knowledge and potential additional regulatory activity. 
However, DSHS sta�  did not indicate an equivalent 
requirement or process to inform local entities or non-TCEQ 
state agencies for non-community systems.
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According to TCEQ sta� , a� ected agencies are responsible 
for integrating a public water system•s adherence to TCEQ 
requirements into agency monitoring practices. However, 
sta�  from agencies such as HHSC and DSHS have not 
indicated a consistent process to monitor the water quality 
status for entities within their purview that operate their 
water systems. Option 3 would amend the Texas Health and 
Safety Code, Chapter 341, to require TCEQ to notify local 
health departments, DSHS, and HHSC, as applicable, when 
health-based violations are identi� ed at entities that operate 
water systems when those entities are subject to such agencies• 
inspection or certi� cation. Additional health-based violation 
information communicated from TCEQ may also assist in 
informing future inspection schedules and risk designations 
determined by HHSC and DSHS, and would provide the 
opportunity for these agencies to take action as violations are 
discovered, outside of the regular inspection cycle.

INCREASE GOVERNMENT PARTICIPATION
IN OBTAINING FINANCIAL ASSISTANCE
TCEQ data shows that the Texas Department of Criminal 
Justice and Texas Juvenile Justice Department have 
established and operated their own water supply systems. 
From � scal years 2012 to 2017, these agencies combined 
incurred 99 violations for facilities across the state. Although 
the agencies have been able to return these facilities to 
compliance, 26.3 percent of these violations were health-
based and posed potential adverse health e� ects on 
consumers. � e majority of the health-based violations were 
for arsenic; the other incidents were predominately for 
monitoring and noti� cation violations.

Similarly, HHSC incurred 21 violations from � scal years 
2012 to 2017 at four state supported living centers (SSLC) 
located in Brenham, Lufkin, Mexia, and San Angelo. Of 
these violations, 19 have returned to compliance. However, 
the SSLC in Lufkin has had two open violations since � scal 
year 2014. � ese violations were related to nonhealth-based 
escherichia coli levels and are due to not collecting su�  cient 
groundwater samples for monitoring purposes.

Independent school districts (ISD) in Texas also have 
incurred signi� cant water quality violations. According to 
TCEQ data, as of August 2018, 142 ISD violations have not 
returned to compliance. Of these violations, 78.2 percent are 
health-based violations, some of which date to � scal year 
2012, and are for a variety of constituents, including lead, 
copper, arsenic, uranium, and nitrate. According to TCEQ 
data, violations that have not returned to compliance involve 

14 ISDs. Klondike ISD in Dawson County has incurred 
67.6 percent of the total number of violations among ISDs 
and 19.0 percent of total violations from � scal years 2012 to 
2017.

According to TWDB sta� , governmental entities that are not 
federal are eligible recipients of DWSRF. However, 
government entities rarely apply for assistance. Option 4 
would amend statute to direct any agency or school district 
that receives a Notice of Violation or other enforcement 
action from TCEQ to consider applying for DWSRF funds 
if the violation can be addressed through � nancial assistance. 
An agency with a relevant health-based violation that has 
been active for greater than one year that does not apply for 
� nancial assistance would be required to notify the Legislative 
Budget Board and provide a rationale for this decision. 
Independent school districts would provide this noti� cation 
to the Texas Education Agency.

INCREASE FINANCIAL ACCOUNTABILITY STANDARDS
FOR NEW AND DEFICIENT SYSTEMS
According to TCEQ sta�  and University of North Carolina 
research commissioned by EPA, management of � nances is 
one of the most signi� cant challenges that small drinking 
water systems face. A comprehensive understanding of a 
water system•s � nancial health can help ensure that rates are 
set optimally. Optimal rates help enable small systems to 
� nance projects while providing safe drinking water to their 
customers. According to the Environmental Finance Center 
at the University of North Carolina at Chapel Hill, key 
� nancial indicators for systems include the operating ratio, 
current ratio, debt service coverage ratio (cash � ow available 
to pay current debt obligations, including principal interest 
and lease payments), days of cash on hand, and asset 
depreciation.

�  e Texas Health and Safety Code, Sections 341.035 and 
341.0355, establishes requirements for business plans and 
� nancial assurance in certain instances for new system 
applicants. TCEQ•s � nancial requirements are based on 
system type rather than size. � e Texas Administrative Code, 
Title 30, Section 290.39(f ), requires a new or proposed 
privately owned public water system to submit a business 
plan or acceptable � nancial information to TCEQ. TCEQ 
assesses the system•s � nancial, managerial, and technical 
ability to ensure its ongoing operation in accordance with 
applicable laws. Business plan requirements vary based on 
the type of system that is proposed. Systems that are being 
constructed or are assuming new ownership also may be 
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required to provide � nancial assurance to ensure adequate 
drinking water. � e amount of assurance is based on the cost 
to complete construction of the water system or to ensure the 
facility•s continued operations during an ownership transfer. 
For noncommunity water systems, the � nancial requirement 
is that an applicant provides a signed and notarized 
Demonstration of Adequate Financial Ability form. � is 
submission indicates that the � nancially responsible 
individual or company has funds available to operate the 
proposed public water system for at least one year.

Systems that charge directly for water, such as community 
water systems, must obtain approval for their tari� . Tari� s 
are a collection of rates that are used to calculate the ultimate 
cost of service that includes service charges, time of use, and 
consumption tiers from PUC. Although TCEQ consults 
with PUC through monthly coordination meetings, agency 
sta�  indicated that no formalized process is used to review 
whether system rates conform with PUC•s adopted rates. 
PUC does not track or verify whether systems have rates set 
at less than their tari� s. According to PUC and TCEQ sta� , 
the agencies have encountered this issue periodically in 
smaller systems.

Option 5 would amend statute to increase � nancial 
accountability standards for new and struggling systems. 
TCEQ, PUC, and its contracted partner, TRWA, would be 
required to periodically revisit � nancial criteria submitted by 
systems for potential amendment, to ensure adequate vetting 
of applicants and their abilities to maintain public water 
systems. TCEQ and PUC would be required to collaborate 
and examine trends in � nancial de� ciencies by size and type 
when systems have incurred multiple violations. � is 
examination is intended to determine whether � nancial 
information submitted through business plan or � nancial 
assurance documents should be revised. PUC is responsible 
for water rate-related activity. � erefore, the agency should 
be in a formal position to provide input and suggest revisions 
to practices when reviewing and vetting � nancial targets 
imposed on system applicants. TCEQ and PUC do not 
capture certain key � nancial indicators of water systems• 
ongoing � scal health, as described by the Environmental 
Finance Center at the University of North Carolina. As 
applicable, TCEQ, PUC, or TRWA should examine 
incorporating these indicators for systems whose rates are less 
than the maximum allotment. TCEQ also should examine 
these � nancial indicators as part of its inspection of system 
facilities, which occurs every three years for community 

water systems and every � ve years for noncommunity water 
systems. 

TCEQ has discretion in determining penalties for systems 
that have violated state or federal drinking water standards. 
Penalty amounts can be less than the maximum allowable 
value for various reasons, including compliance history, 
e� orts to comply, and the relative severity of the violation. 
Penalty amounts also can be o� set by being applied to 
Supplemental Environmental Projects, which a violator 
agrees to undertake in settlement of an enforcement action. 
Money directed to TCEQ-approved projects may be used to 
o� set assessed penalties in enforcement actions. However, 
considering that some systems levy water rates at less than 
the PUC-determined threshold, the rationale to grant 
leniency in those cases is decreased. According to TCEQ, 
data from � scal years 2015 to 2017, of the $1.3 million in 
penalties assessed to systems during that period, 15.9 percent, 
or $0.2 million, was deferred or applied to an o� setting 
project from the � nal penalty amount assessed. Option 5 
would require that TCEQ, with the assistance of PUC, 
veri� es whether a system has its rates set in accordance with 
PUC-determined thresholds as part of enforcement review. 
Setting rates at less than the threshold decreases the system•s 
ability to maintain � nancial solvency and may be a 
contributing factor to the initial incurrence of the violation. 
As part of Option 5, TCEQ may consider whether a system 
has water rates set below the prescribed value, when 
determining appropriate penalty amounts.

REGIONALIZATION PARTNERSHIPS
TCEQ de� nes regionalization to mean the combining of 
certain aspects of two or more water and wastewater systems• 
operations or physical plants. � e goal of regionalization is to 
achieve the best service at reasonable rates that will ensure 
that the system is maintained. Regionalization might involve 
water partnerships, including joint ventures and formal 
agreements that do not undertake the degree of integration 
typically associated with a full consolidation. According to 
TCEQ sta� , regionalization has great potential to help 
systems become more stable.

Figure 10 shows examples of regionalization. A 
regionalization partnership can be as simple and informal as 
two or more water systems agreeing to share equipment or 
buy treatment chemicals together to achieve savings from 
bulk purchases. A more formal partnership could include 
contractual assistance or establishing a joint power agency to 
share operators; building an emergency interconnection; or 
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engaging in regional water planning with nearby water 
systems. Complex partnerships include ownership transfer, 
where two or more systems combine to form one system, or 
where the ownership of a system is transferred to another 
entity, also called full consolidation.

�  e number of public water systems in Texas, from � scal 
years 2011 to 2017, has remained relatively the same with a 
decrease of 0.1 percent. In comparison, the number of 
systems throughout the U.S. decreased from federal � scal 
years 2011 to 2017 by 3.5 percent. States that have 
undertaken signi� cant numbers of consolidations, such as 
Alabama, have observed a signi� cant decrease of 
noncompliance issues relating to water quality. � e decrease 
in the number of nonviable water systems has not curtailed 
the expansion of water service. According to EPA and 
research performed by other entities, having existing viable 
systems extend service to new areas, rather than constructing 
new systems, eases the regulatory burden on the state. � is 
practice also increases public health protection through 
improved system reliability and more stable rate structures to 
communities.

FEASIBILITY OF REGIONALIZATION
FOR NEW SYSTEM APPLICANTS IN TEXAS
From � scal years 2012 to 2017, 340 system consolidations 
have occurred statewide. Of these consolidations, TCEQ has 
assisted with approximately 114 successful full consolidations, 
through either the FMT assistance contract, sta�  assistance, 
or enforcement processes. Most de� cient systems were 
consolidated into municipalities or other larger, more stable 
systems. None of the consolidations has resulted in nonviable 

systems. TCEQ also has collaborated with 94 systems at risk 
of abandonment during this period. From � scal years 2012 
to 2017, approximately 50.0 percent of systems with 
violations that have been identi� ed for consolidation are still 
active. According to TCEQ sta� , the percentage of the 
remaining systems that have economically feasible options 
for consolidation is not known.

According to TCEQ sta� , all new public water systems must 
evaluate the feasibility of regionalization before submitting 
plans, speci� cations, and business plans to TCEQ. TCEQ•s 
policy is that regionalization is feasible unless one of the 
following three exceptions applies:

€ no public water systems are located within 0.5 miles;

€ service has been requested from a neighboring utility 
but denied; or

€ the nearby system approved the request for service, 
but an exception should be granted based on costs, 
a� ordable rates, and FMT capabilities of the proposed 
system.

TCEQ compares the costs of constructing a new stand alone 
system and connecting to an existing provider when a 
proposed privately owned system does not want to connect 
to an existing provider within 0.5 miles that is willing to 
extend service. As part of the cost comparison, annual 
operating and purchased water expenses are evaluated for a 
� ve-year period. � e costs for connecting to the existing 
provider are amortized and spread across the system•s useful 
life, which is approximately 20 years to 30 years. Existing 

FIGURE 10
EXAMPLES OF DEGREES OF REGIONALIZATION FOR WATER SYSTEMS, FISCAL YEAR 2018
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utilities do not have any requirement or incentive to provide 
service to these entities.

When TCEQ sta�  evaluate whether new applicants should 
engage in regionalization before formation, sta�  do not 
require a technical report that compares the costs associated 
with the proposed new public water system to the costs 
associated with providing water through an existing public 
water system. As part of Option 5, TCEQ, in consultation 
with PUC and TRWA, would further examine and update 
requirements for new applicants to submit information 
necessary to analyze the cost and bene� t of a new, independent 
system, versus one that engaged in regionalization. Updates 
to these requirements may involve reconsidering the public 
water system radius threshold of 0.5 miles TCEQ has 
established in the Texas Administrative Code. � e states of 
Alaska and Georgia require applicants to consider 
interconnection to systems within 1.0 mile. Indiana requires 
applicants to notify all systems within a 10.0-mile radius of 
the proposal to develop a new system. Increasing TCEQ•s 
radius could increase the number of nearby systems that 
would be asked to provide service, increasing the possibility 
of identifying a willing provider.

EFFORTS TO ASSIST EXISTING DEFICIENT SYSTEMS
IN TEXAS
TCEQ, TRWA, and PUC use various methods to encourage 
poorly performing systems to restructure including:

€ making referrals to TRWA for consolidation 
assessments and other assistance to facilitate 
restructuring, including looking for buyers or 
neighbors to merge with and helping the customers 
form a new entity;

€ collaborating with the legal and enforcement 
departments at TCEQ and OAG to require certain 
nonviable systems that have serious issues to appoint 
temporary managers or receivers; and

€ collaborating with funding agencies and members of 
TWICC to set up workshops and meetings to discuss 
restructuring ideas and funding sources.

According to TCEQ sta� , water systems may resist 
regionalization because of concerns about loss of control, 
property, and funds. For example, according to TCEQ sta� , 
a system identi� ed as exceeding maximum contaminant 
levels for radionuclides was in the planning and design phase 
for consolidation as of August 2018. � e system was 
identi� ed as being able to feasibly connect to a nearby city, 

which agreed to extend a pipeline to this service area. 
However, because the city would have required this system to 
transfer title of some of its property, the system refused to 
consolidate. Another small town might have compliance 
issues that would be corrected if it purchased water from a 
neighboring town, but the noncompliant system might rely 
on water sales revenue for budgetary purposes. Other poorly 
performing systems might not know the options available to 
them. Additionally, stronger-performing systems lack 
incentives or requirements to take on the potentially costly 
problems of poorly performing systems.

DRINKING WATER STATE REVOLVING FUNDS
APPLIED TO DEFICIENT SYSTEMS
In Texas, priority scoring for DWSRF assigns additional 
points for projects that are consolidating or regionalizing 
with other public water systems. A project can receive 
ranking points if it is intended to solve de� ciencies within 
the system. TWDB made 283 DWSRF awards from � scal 
years 2013 to 2018. � e majority of these awards, 56.9 
percent, were distributed to entities with populations of 
3,300 or less. In comparison to TCEQ data of the number of 
systems that had received multiple administrative orders 
from � scal years 2012 to 2017, 20 of the 390 systems, 5.1 
percent, had received assistance from either DWSRF or the 
federal Clean Water State Revolving Fund (CWSRF). 
CWSRF is used primarily for wastewater and not drinking 
water systems. � ese 20 entities received 8,197 violations 
during this period. In accordance with the DWSRF program, 
a project that will address a TCEQ violation receives a higher 
score. However, according to TWDB sta� , the agency does 
not receive projects that would accomplish these goals often. 
It is the responsibility of the system, which might not have 
signi� cant FMT expertise, to submit project information 
and a formal funding request to TWDB. According to 
TWDB sta� , working with small systems is challenging 
because those systems often are understa� ed and are di�  cult 
to communicate with and assist. Sta�  at PUC and TCEQ 
identi� ed similar challenges.

Option 6 would amend statute to authorize TCEQ, PUC, its 
contracted entities (e.g., TRWA) or court appointed receiver 
to apply for funding on behalf of a public water system if 
sta�  determine that DWSRF would be an appropriate 
method to address a system de� ciency. Any funding awarded 
by the state to the system could be accepted by the temporary 
manager or receiver. According to TCEQ sta� , community 
systems have the ability to pursue a temporary or emergency 
change to their rate structure to help accommodate for 
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expected loan repayment obligations. � is change would 
enable a more proactive response by the state to address 
chronic system de� ciencies that could be addressed through 
DWSRF assistance. Improving the infrastructure of a 
particular system also may improve e� orts to consolidate it 
within a more viable system. Option 6 also would amend 
statute to require TCEQ consult with TWDB and nearby 
systems before establishing a new system that is not 
undertaking regionalization. � e purpose of this consultation 
would be to evaluate whether any � nancial resources at 
TCEQ or TWDB could be used to promote the economic 
feasibility of regionalization. � is would help prevent new, 
unsustainable, small systems from being established, thereby 
decreasing needs for future consolidations.

AUTHORIZE MANDATORY REGIONALIZATION
OR CONSOLIDATION
According to TCEQ sta� , some situations in at-risk systems 
have been serious enough that technical assistance and 
voluntary consolidation assessments did not work. In those 
cases, more formal restructuring through enforcement and 
the appointment of temporary managers or receivers have 
been required. TCEQ or PUC may appoint a voluntary, 
temporary manager to operate a system that has discontinued 
or abandoned operations, or which has been referred to 
OAG for the appointment of a receiver. A temporary manager 
appointed by either agency has the powers and duties 
necessary to ensure continuous and adequate services to 
customers. A temporary manager is appointed for an initial 
term of 180 days and can be renewed for an additional 180 
days. According to TCEQ sta� , if the underlying issue is not 
resolved, at the request of either TCEQ or PUC, OAG would 
bring a lawsuit for the appointment of a receiver to collect 
the assets and carry on the business of a system. According to 
TCEQ sta� , a receiver has greater authority over the � nances 
of a system, potentially either selling the system or making 
permanent rate adjustments. � is action can occur in relation 

to various circumstances, primarily related to the 
abandonment of a system or violation of an order given by 
TCEQ or PUC. � e receiver is obligated to execute a 
performance bond to ensure that duties are performed 
properly until a court dissolves the receivership, and assets 
and control of the system are returned to the owner. Figure 
11 shows the volume and type of management or receivership 
actions that have occurred since � scal year 2015.

According to TCEQ sta� , the agency does not track whether 
systems with signi� cant violations were placed in receivership. 
�  e agency also does not track whether a system identi� ed as 
a candidate for consolidation was required to submit a 
business plan or proof of � nancial assurance when it initially 
applied to become a system. As of August 2018, of the nine 
systems in receivership, one system had not had a business 
plan review.

According to data provided by TCEQ, 9,158 systems 
incurred health-based violations from � scal years 2012 to 
2017, and 55.9 percent of those systems have been brought 
back into compliance. � ese violations are frequently for 
hazardous levels of arsenic, radium, and other contaminants 
tested in the public drinking supply. Of the 2,621 systems 
that received violations during � scal year 2017, TCEQ 
appointed or reappointed four temporary managers and 
tracked 15 active cases, 0.7 percent, of receivership and 
temporary management. Some systems that have temporary 
management or receivership incur violations again after the 
temporary assignment ends and have had to repeat this 
process.

Other states have additional options to require regionalization 
or consolidation when necessary, as shown in Figure 12.

Option 7 would amend statute to authorize TCEQ and 
PUC to establish a review process that could mandate the 
partial consolidation, full consolidation, or closure of a 

FIGURE 11
MANAGEMENT AND RECEIVERSHIP ACTIVITY FOR TEXAS PUBLIC WATER SYSTEMS, FISCAL YEARS 2015 TO 2018
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habitually poorly performing system. � is process could be 
applied to a system that previously has been through a 
temporary management or receivership process, has 
continued to violate SDWA provisions, or poses a signi� cant 
health risk to the public. TCEQ and PUC would engage in 
joint rule-making to prescribe speci� c thresholds that must 
be achieved to warrant this activity. A comparison could 
examine the cost of bringing the small system into compliance 
through consolidation versus what it would cost to bring the 
system into compliance alone during a multiyear period.��To 
provide su�  cient safeguards to the public, in case a voluntary 
manager or receiver cannot be applied, a community petition 
process also could request that the state pursues this review. 

Water system partnerships would help small water systems 
achieve and maintain FMT capacity, and could decrease the 
oversight and resources necessary for these systems. DWSRF 
funding can � nance legal fees and most fees associated with 
purchasing the system and assuming the system•s water 
rights.

ESTABLISH A DRINKING WATER SUPPLY
ASSISTANCE PROGRAM
�  e demand for state � nancial assistance to systems exceeds 
what is provided. According to TWDB sta� , requests for 
funding included in the 2019 DWSRF Intended Use Plan 
included $44.6 million for 47 TWDB-de� ned very small 

FIGURE 12
STATES  WITH ABILITY TO REQUIRE REGIONALIZATION OR CONSOLIDATION OF WATER SYSTEM SERVICES
AUGUST 2017

STATE AUTHORIZATION

�$�O�D�V�N�D �7�K�H���V�W�D�W�H���F�D�Q���R�U�G�H�U���S�X�E�O�L�F���V�\�V�W�H�P�V���Z�L�W�K���F�R�Q�G�X�L�W�V�����S�L�S�H�V�����S�L�S�H�O�L�Q�H�V�����P�D�L�Q�V�����R�U���R�W�K�H�U���G�L�V�W�U�L�E�X�W�L�R�Q���R�U���W�U�D�Q�V�P�L�V�V�L�R�Q��
�I�D�F�L�O�L�W�L�H�V���W�R���S�U�R�Y�L�G�H���R�W�K�H�U���S�X�E�O�L�F���V�\�V�W�H�P�V���D�F�F�H�V�V���W�R���X�V�H���W�K�H�V�H���I�D�F�L�O�L�W�L�H�V���Z�K�H�Q���S�X�E�O�L�F���F�R�Q�Y�H�Q�L�H�Q�F�H���D�Q�G���Q�H�F�H�V�V�L�W�\��
�U�H�T�X�L�U�H���L�W�����7�K�H���X�V�H�U���P�X�V�W���S�D�\���I�R�U���D�Q�\���Q�H�F�H�V�V�D�U�\���P�R�G�L�¿���F�D�W�L�R�Q�V���R�U���D�G�G�L�W�L�R�Q�V���D�Q�G���P�D�\���E�H���U�H�T�X�L�U�H�G���W�R���S�D�\���U�H�D�V�R�Q�D�E�O�H��
�F�R�P�S�H�Q�V�D�W�L�R�Q���I�R�U���X�V�H���R�I���W�K�H���I�D�F�L�O�L�W�L�H�V��

�$�U�L�]�R�Q�D �7�K�H���V�W�D�W�H���F�D�Q���R�U�G�H�U���D���V�\�V�W�H�P���W�R���D�G�G�����L�P�S�U�R�Y�H�����R�U���F�K�D�Q�J�H���D�Q���H�[�L�V�W�L�Q�J���S�O�D�Q�W���D�Q�G���W�R���F�R�Q�V�W�U�X�F�W���Q�H�Z���V�W�U�X�F�W�X�U�H�V����
�L�Q�F�O�X�G�L�Q�J���L�Q�W�H�U�F�R�Q�Q�H�F�W�L�R�Q�V���W�R���R�W�K�H�U���V�\�V�W�H�P�V�����,�I���D�Q�\���R�U�G�H�U�H�G���F�K�D�Q�J�H�V���U�H�T�X�L�U�H���M�R�L�Q�W���D�F�W�L�R�Q���E�\���W�Z�R���R�U���P�R�U�H���V�\�V�W�H�P�V����
�W�K�H���V�\�V�W�H�P�V���P�X�V�W���V�K�D�U�H���W�K�H���F�R�V�W���R�I���W�K�R�V�H���F�K�D�Q�J�H�V���D�I�W�H�U���Q�R�W�L�F�H���I�U�R�P���W�K�H���V�W�D�W�H�����,�I���W�K�H���V�\�V�W�H�P�V���F�D�Q�Q�R�W���D�J�U�H�H���X�S�R�Q���D�Q��
�D�S�S�R�U�W�L�R�Q�P�H�Q�W���R�I���W�K�H���F�R�V�W�V�����W�K�H���V�W�D�W�H���F�D�Q���R�U�G�H�U���W�K�H���V�\�V�W�H�P�V���W�R���S�D�\���D�W���D���S�U�R�S�R�U�W�L�R�Q���G�H�W�H�U�P�L�Q�H�G���E�\���W�K�H���V�W�D�W�H��

�&�D�O�L�I�R�U�Q�L�D �7�K�H���V�W�D�W�H���K�D�V���W�K�H���D�X�W�K�R�U�L�W�\���W�R���R�U�G�H�U���F�R�Q�V�R�O�L�G�D�W�L�R�Q���R�I���D���V�P�D�O�O���Z�D�W�H�U���V�\�V�W�H�P���Z�L�W�K�L�Q���D���G�L�V�D�G�Y�D�Q�W�D�J�H�G���F�R�P�P�X�Q�L�W�\���W�K�D�W��
�K�D�V���D���U�H�F�H�L�Y�L�Q�J���Z�D�W�H�U���V�\�V�W�H�P�����/�L�D�E�L�O�L�W�\���U�H�O�L�H�I���L�V���S�U�R�Y�L�G�H�G���I�R�U���D���³�F�R�Q�V�R�O�L�G�D�W�H�G���Z�D�W�H�U���V�\�V�W�H�P�����Z�K�R�O�H�V�D�O�H�U�����R�U���D�Q�\���R�W�K�H�U��
�D�J�H�Q�F�\���L�Q���W�K�H���F�K�D�L�Q���R�I���G�L�V�W�U�L�E�X�W�L�R�Q���W�K�D�W���G�H�O�L�Y�H�U�V���Z�D�W�H�U���W�R���D���F�R�Q�V�R�O�L�G�D�W�H�G���Z�D�W�H�U���V�\�V�W�H�P���´���6�L�Q�F�H���W�K�H���O�D�Z���S�D�V�V�H�G���L�Q��
�������������R�Q�H���P�D�Q�G�D�W�R�U�\���F�R�Q�V�R�O�L�G�D�W�L�R�Q���K�D�V���E�H�H�Q���F�R�P�S�O�H�W�H�G�����D�Q�G���������P�D�Q�G�D�W�R�U�\���F�R�Q�V�R�O�L�G�D�W�L�R�Q�V���D�U�H���S�H�Q�G�L�Q�J��

�&�R�Q�Q�H�F�W�L�F�X�W �5�H�V�W�U�X�F�W�X�U�L�Q�J���D�Q�G���F�R�Q�Q�H�F�W�L�Q�J���Q�R�Q�V�X�V�W�D�L�Q�D�E�O�H���V�\�V�W�H�P�V���F�D�Q���R�F�F�X�U���W�K�U�R�X�J�K���I�R�U�P�D�O���H�Q�I�R�U�F�H�P�H�Q�W���D�F�W�L�R�Q�V�����G�L�U�H�F�W��
�D�F�T�X�L�V�L�W�L�R�Q���E�\���D�Q�R�W�K�H�U���Z�D�W�H�U���V�\�V�W�H�P�����R�U���R�U�G�H�U�H�G���D�F�T�X�L�V�L�W�L�R�Q���D�S�S�U�R�Y�H�G���E�\���W�K�H���V�W�D�W�H�����,�Q���F�H�U�W�D�L�Q���F�L�U�F�X�P�V�W�D�Q�F�H�V�����H�Q�W�L�W�L�H�V��
�F�D�Q���S�H�W�L�W�L�R�Q���W�K�H���F�R�X�U�W���I�R�U���D�W�W�D�F�K�P�H�Q�W���R�I���W�K�H���V�\�V�W�H�P�¶�V���D�V�V�H�W�V���D�Q�G���W�R���S�O�D�F�H���W�K�H���V�\�V�W�H�P���L�Q���U�H�F�H�L�Y�H�U�V�K�L�S�����:�K�H�Q���W�K�H���V�W�D�W�H��
�R�U�G�H�U�V���F�R�Q�V�R�O�L�G�D�W�L�R�Q���R�I���D���V�\�V�W�H�P�����W�K�H���D�F�T�X�L�U�L�Q�J���H�Q�W�L�W�\���F�D�Q���U�H�F�R�Y�H�U���D�V�V�R�F�L�D�W�H�G���F�R�V�W�V���W�K�U�R�X�J�K���U�D�W�H�V���D�Q�G���F�D�Q���L�P�S�R�V�H���D��
�U�D�W�H���V�X�U�F�K�D�U�J�H���W�R���U�H�F�R�Y�H�U���W�K�H���F�X�U�U�H�Q�W���F�R�V�W�V���R�I���W�K�H���D�F�T�X�L�V�L�W�L�R�Q���D�Q�G���Q�H�F�H�V�V�D�U�\���L�P�S�U�R�Y�H�P�H�Q�W�V��

�.�H�Q�W�X�F�N�\ �8�S�R�Q���F�R�P�S�O�H�W�L�R�Q���R�I���D���V�W�X�G�\���W�R���G�H�W�H�U�P�L�Q�H���W�K�H���P�H�U�J�L�Q�J���R�I���Z�D�W�H�U���V�\�V�W�H�P�V�����D�Q�G���D�I�W�H�U���D���S�X�E�O�L�F���K�H�D�U�L�Q�J�����W�K�H���V�W�D�W�H���F�D�Q��
�R�U�G�H�U���W�K�H���P�H�U�J�L�Q�J���R�I���P�X�O�W�L�S�O�H���V�\�V�W�H�P�V���L�Q�W�R���D���V�L�Q�J�O�H���Z�D�W�H�U���G�L�V�W�U�L�F�W���D�Q�G���P�D�N�H���D�G�G�L�W�L�R�Q�D�O���R�U�G�H�U�V���L�Q���F�R�Q�Q�H�F�W�L�R�Q���Z�L�W�K���U�D�W�H�V��
�D�Q�G���F�K�D�U�J�H�V��

�0�D�U�\�O�D�Q�G �7�K�H���V�W�D�W�H���K�D�V���W�K�H���D�X�W�K�R�U�L�W�\���W�R���U�H�T�X�L�U�H���Q�R�Q�F�R�P�S�O�L�D�Q�W���Z�D�W�H�U���V�\�V�W�H�P�V���W�R���L�Q�V�W�D�O�O���Q�H�Z���Z�D�W�H�U���R�U���V�H�Z�D�J�H���V�\�V�W�H�P�V���R�U���W�R���D�O�W�H�U��
�W�K�H���V�\�V�W�H�P���W�R���D�Q�R�W�K�H�U���V�\�V�W�H�P��

�1�H�Z���+�D�P�S�V�K�L�U�H �7�K�H���V�W�D�W�H���K�D�V���W�K�H���D�X�W�K�R�U�L�W�\���W�R���U�H�T�X�L�U�H���L�P�S�U�R�Y�H�P�H�Q�W�V�����L�Q�F�O�X�G�L�Q�J���F�R�Q�V�R�O�L�G�D�W�L�R�Q���R�U���H�[�W�H�Q�V�L�R�Q���R�I���Z�D�W�H�U���V�X�S�S�O�L�H�V�����,�I���W�K�H��
�V�W�D�W�H���G�H�W�H�U�P�L�Q�H�V���W�K�D�W���D�Q���H�[�W�H�Q�V�L�R�Q���R�I���Z�D�W�H�U���V�H�U�Y�L�F�H���I�U�R�P���D�Q���H�[�L�V�W�L�Q�J���V�\�V�W�H�P���L�V���W�K�H���P�R�V�W���I�H�D�V�L�E�O�H���D�Q�G���F�R�V�W���H�‡���H�F�W�L�Y�H��
�D�O�W�H�U�Q�D�W�L�Y�H�����W�K�D�W���W�K�H���H�[�W�H�Q�V�L�R�Q���L�V���F�R�Q�V�L�V�W�H�Q�W���Z�L�W�K���F�H�U�W�D�L�Q���P�X�Q�L�F�L�S�D�O���U�X�O�H�V�����D�Q�G���W�K�D�W���D�G�H�T�X�D�W�H���F�D�S�D�F�L�W�\���L�V���D�Y�D�L�O�D�E�O�H�����W�K�H��
�V�W�D�W�H���F�D�Q���R�U�G�H�U���D�Q���H�[�L�V�W�L�Q�J���V�\�V�W�H�P���W�R���L�Q�L�W�L�D�W�H���W�K�H���F�R�Q�Q�H�F�W�L�R�Q��

�1�H�Z���-�H�U�V�H�\ �7�K�U�R�X�J�K���D�Q���D�G�P�L�Q�L�V�W�U�D�W�L�Y�H���K�H�D�U�L�Q�J���S�U�R�F�H�V�V�����W�K�H���V�W�D�W�H���F�D�Q���W�D�N�H���P�X�O�W�L�S�O�H���D�F�W�L�R�Q�V�����L�Q�F�O�X�G�L�Q�J���D�F�T�X�L�V�L�W�L�R�Q�V�����7�K�H���V�W�D�W�H��
�D�O�V�R���F�D�Q���U�H�T�X�L�U�H���H�[�S�H�Q�G�L�W�X�U�H�V�����L�Q�F�O�X�G�L�Q�J���D�F�T�X�L�V�L�W�L�R�Q���F�R�V�W�V�����W�R���P�D�N�H���Q�H�F�H�V�V�D�U�\���L�P�S�U�R�Y�H�P�H�Q�W�V���D�W���V�P�D�O�O���Z�D�W�H�U���V�\�V�W�H�P�V��
�W�K�D�W���D�U�H���L�Q���Q�R�Q�F�R�P�S�O�L�D�Q�F�H���Z�L�W�K���Z�D�W�H�U���T�X�D�O�L�W�\���U�H�J�X�O�D�W�L�R�Q�V���R�U���W�K�D�W���K�D�Y�H���I�D�L�O�H�G���W�R���F�R�P�S�O�\���Z�L�W�K���D���V�W�D�W�H���R�U�G�H�U��

�6
—
•
š
‹
•�����8���6�����(�Q�Y�L�U�R�Q�P�H�Q�W�D�O���3�U�R�W�H�F�W�L�R�Q���$�J�H�Q�F�\��



IMPROVE VIABILITY OF SMALL PUBLIC WATER SYSTEMS

LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019  PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 483017

system projects, serving populations of less than 1,000, and 
$253.1 million for 59 small systems projects, serving 
populations of less than 10,000. In comparison, the DWSRF 
allocated $3.0 million for very small system assistance, of 
which an individual system is eligible to receive up to 
$300,000 in principal forgiveness. To assist small systems to 
meet federal SDWA-related health and safety requirements, 
additional resources could provide direct assistance to systems 
with violations and incentivize additional regional 
partnerships from more stable, established systems. 

Other states, such as Kansas, provide an equal cost-share to 
study the feasibility of developing regional public water 
supply systems. Eligible projects must evaluate consolidation 
of two or more systems. Similarly, Maine•s Capacity 
Development Program uses DWSRF set-aside money for 
grants to help systems prepare capital improvement plans, 
management review studies, system consolidation studies, 
and other reports to enhance system capacity. South Dakota 
provides grants to small systems for rate analysis, including 
technical assistance. 

According to TCEQ sta� , greater availability of grant funds 
could be e� ective in promoting additional consolidations. 
Option 8 would amend the Texas Health and Safety Code to 
establish a drinking water supply assistance program to be 
administered by TCEQ sta� , with assistance from PUC and 
TWDB. �  e program•s mission would be to provide funding 
to at-risk systems or local governments to address water 
supply-related health problems and to meet federal standards. 
�  is could be accomplished through various tactics, 
determined by TCEQ sta� , in consultation with PUC and 
TRWA, including the acquisition, construction, 
improvement, or regionalization of systems. According to 
TCEQ sta� , temporary managers do not have a source of 
� nancing available to assist in addressing system shortfalls, 
which could also be addressed through establishment of this 
grant program.

In lieu of additional appropriations of General Revenue 
Funds, an increase to a revenue source that is deposited to 
General Revenue…Dedicated Account No. 153 could be used 
to � nance this grant program. � e Texas Health and Safety 
Code, Chapter 341, authorizes TCEQ to apply fees to public 
water systems. � e Texas State Government E� ectiveness and 
E�  ciency Report, •Revenue Enhancement Options for the 
Water Resource Management Account,Ž LBB, 2015, includes 
additional information regarding fee revenues deposited into 
Account No. 153. 

One of these fees, the Public Health Service Fee, is intended 
to support the testing and certi� cation of drinking water 
supplies and to protect the state•s water resources. � e fee 
applies to a system of any type and encompasses approximately 
9.0 million water service connections. TCEQ sets the fee 
rates and assesses it on all systems based on the number of 
retail connections that the system serves. TCEQ periodically 
has increased the fee, and the last increase was in June 2016. 
Systems with fewer than 25 connections pay $125 per year; 
those with 25 to 160 connections pay $200 per year; and 
systems with 161 connections or more pay $2.45 per retail 
connection. � e fee generated approximately $24.3 million 
in revenue for � scal year 2018. If the current $2.45 rate per 
connection on systems with 161 or more connections was 
increased, additional revenue could be generated. TCEQ 
estimates, for example, that increasing the rate to 
approximately $2.77„an additional $0.32 per connection 
per year„for relatively larger systems would yield an 
additional $3.0 million per � scal year. � is amount could be 
allocated to TCEQ to support increasing the viability of 
struggling water systems. Option 8 would direct TCEQ to 
increase the amount of the Public Health Service Fee to 
generate an additional $6.1 million for the 2020…21 
biennium. � is amount is the equivalent of the amount of 
principal forgiveness provided to small systems through 
DWSRF. TCEQ would retain the authority to adjust Public 
Health Service Fee levels, if the agency deems additional 
funding for this assistance as a priority.

FISCAL IMPACT OF THE OPTIONS
Option 1 would amend statute to codify the ability for 
TCEQ to recover costs for performing functions on behalf of 
systems, including to assess penalties and late payments on a 
public water system for sampling and laboratory analysis 
costs. An indeterminate, but not signi� cant, revenue gain to 
the state in General Revenue…Dedicated Account No. 153 is 
anticipated as a result of this option.

Option 2 would require TCEQ to establish noti� cation 
standards, which would include an automated noti� cation 
service to assist systems in meeting their reporting and 
noti� cation requirements. LBB sta�  identi� ed a company 
that advertised the cost of automated phone banking for 
5,000 calls at $105.00. Another company advertised monthly 
plans for calling up to 2,000 numbers at $280.99 per month. 
Integrating a system to provide periodic calls or texts to 
system owners may require a certain degree of customization 
to integrate with existing TCEQ databases; however, total 
costs to the agency to implement Option 2 are not anticipated 
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to be signi� cant and could be absorbed within existing 
resources.

Option 3 would require TCEQ to notify local health 
departments, DSHS, and HHSC, as applicable, when 
health-based violations are identi� ed at entities that operate 
water systems when those entities are subject to such agencies• 
inspection and certi� cation. No signi� cant � scal impact is 
anticipated.

Option 4 would require any agency or school district that 
incurs drinking water-related violations to consider applying 
for DWSRF assistance to remediate the underlying issue. No 
signi� cant � scal impact is anticipated.

Option 5 would require TCEQ, PUC, and TRWA to 
examine � nancial processes related to the formation and 
monitoring of certain systems. It is assumed that additional 
responsibilities of the a� ected agencies and TRWA can be 
absorbed within existing resources. However, if additional 
expenditures are required, TCEQ is authorized to increase 
the Public Health Service Fee.

Option 6 would integrate state � nancial assistance from 
TWDB into TCEQ•s review of new system applicants, to 
assist in determining whether additional regionalization is 
possible. It is assumed that this review can be accomplished 
using existing resources at TCEQ and TWDB, and no 
signi� cant � scal impact is anticipated.

Option 7 would authorize TCEQ and PUC to adopt 
thresholds that would initiate mandatory regionalization, 
consolidation, or closure for systems with a history of health-
based compliance issues. � e state of California enacted 
similar legislation in 2015 that would initiate mandatory 
consolidation activity. According to California State Water 
Resources Control Board sta� , as of July 2018, one 

FIGURE 13
FIVE-YEAR FISCAL IMPACT OF OPTION 8, FISCAL YEARS 2020 TO 2024
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mandatory consolidation has been completed, and associated 
duties have been absorbed within existing resources. It is 
assumed that TCEQ and PUC could implement this 
provision within existing resources.

Option 8 would amend statute to establish a drinking water 
supply assistance grant program at TCEQ to assist at-risk 
water systems. As shown in Figure 13, TCEQ would be 
appropriated funds for this grant program contingent on the 
agency increasing the Public Health Service Fee to generate 
approximately $6.1 million for the 2020…21 biennium. It is 
assumed that the agency would require 1.0 additional full-
time-equivalent position to administer the new program and 
work with other TCEQ sta�  to review, prioritize, and award 
grant funds.

�  e intr oduced 2020…21 General Appropriations Bill does 
not include any adjustments as a result of these options.
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IMPLEMENT STRATEGIES TO INCREASE CAPACITY AND MANAGE 
WORKLOAD AT STATE CRIME LABORATORIES AND IMPROVE 
STATE LABORATORY ACCREDITATION
Texas o� ers forensic analysis services to local law enforcement 
agencies to assist in investigations and o� set the cost of 
forensic analysis testing. � e Department of Public Safety 
administers 13 crime laboratories across the state, each with 
forensic science disciplines that service the surrounding 
counties at no charge. � ese crime labs are utilized widely by 
local, county, and state law enforcement agencies. As 
awareness of forensic analysis and its e� ect on criminal 
investigations increases, the volume of forensic analysis 
requests continues to increase. Currently, this demand is 
exceeding the ability of state crime labs to process requests 
within targeted timeframes, which contributes to a backlog 
of cases. To address the backlog and manage the increasing 
number of requests, the Department of Public Safety crime 
labs should increase capacity through additional work shifts 
and decrease or curb the volume of incoming forensic analysis 
requests by improving training for local law enforcement and 
rejecting improperly submitted requests.

FACTS AND FINDINGS
 �• Department of Public Safety crime laboratories 
have increased productivity. However, the labs are 
having di�  culty processing the increasing number of 
incoming requests and demand for forensic science 
analysis. Backlog levels continue to increase despite 
increased appropriations speci� cally to decrease 
backlogs.

 �• According to a survey of Department of Public 
Safety forensic scientists, an estimated 25.0 percent 
of forensic analysis requests are submitted incorrectly, 
requiring action from the lab to correct mistakes.

 �• Most Texas district attorneys enforce policies that 
require crime lab reports before local law enforcement 
can � le cases.

 �• During � scal years 2017 and 2018, Department of 
Public Safety crime lab analysts traveled an average of 
7,886.0 hours to provide court testimony. Analysts• 
signi� cant time away from crime lab analysis is likely 
to a� ect labs• productivity negatively.

 �• Current national accreditation, as required by the 
Texas Forensic Sciences Commission, does not include 
all forensic science disciplines. � e commission does 

not require crime scene unit functions to acquire 
accreditation.

CONCERNS
 �• Crime labs are not equal stakeholders with law 
enforcement agencies, district attorneys, and judges in 
terms of demand for forensic analysis services. � ese 
stakeholders can choose which evidence samples to 
submit. However, labs must test every submission 
of evidence unless noti� ed by the submitting agency 
before testing that it is unnecessary. Crime labs do 
not have an open line of communication to manage 
backlogs and high turnaround time for forensic 
analysis. County o�  cials direct local and city law 
enforcement agencies to submit forensic evidence 
to state…funded crime labs. � e drivers of forensic 
analysis demand often are city and county o�  cials.

 �• Crime labs• sta�  ng levels and resources are unable to 
accommodate incoming requests because the volume 
of requests has increased.

 �• Onboarding of new analysts requires approximately 
six months to two years of training, depending on 
the discipline. Subsequent turnover and vacancies 
often result in further delays in production, especially 
in smaller labs that have fewer than 10 scientist 
positions.

 �• �  e Texas Commission on Law Enforcement•s 
required curriculum does not train local and 
county law enforcement speci� cally in evidence 
collection, documentation, storage, transportation, 
and submission, resulting in crime labs resources 
correcting mistakes before analysis can take place.

 �• Forensic science analysis has no accreditation 
requirement across all disciplines in Texas. � is lack 
of required accreditation can result in unlicensed 
individuals testifying in courtroom settings with the 
authority of expert witnesses.

OPTIONS
 �• Option 1: Increase appropriations to the Department 
of Public Safety by an estimated $13.8 million for 
crime laboratories to increase capacity by operating 
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state crime labs for two shifts � ve days per week, and 
$4.8 million for laboratory equipment. Appropriate 
$13.3 million to the Department of Public Safety to 
reclassify forensic science analysts in the State Salary 
Classi� cation system and to provide salary increases 
to improve recruitment and retention. 

 �• Option 2: Include a rider in the 2020…21 General 
Appropriations Bill to increase appropriations to 
the O�  ce of Court Administration, Texas Judicial 
Council, for the Texas Forensic Science Commission 
by an estimated $130,000 in General Revenue 
Funds. � e rider would direct the Texas Forensic 
Sciences Commission to develop a curriculum for the 
collection, documentation, storage, transport, and 
submission of evidence. Direct the Texas Commission 
on Law Enforcement to add the curriculum to the 
required training regimen for certain law enforcement 
o�  cers likely to gather evidence related to crime 
investigations. Direct the Department of Public 
Safety to enforce evidence submission requirements 
by rejecting improperly submitted requests.

 �• Option 3: Amend a rider in the 2018…19 General 
Appropriations Bill and require the Department of 
Public Safety to develop a fee schedule to provide 
revenue from local consumers to o� set state costs for 
local evidence testing. Restore the decrease in General 
Revenue Funds to o� set the increase in Other Funds 
from Appropriated Receipts from the Eighty-� fth 
Legislature, Regular Session, 2017, if the fees are not 
realized. Direct the Department of Public Safety to 
collect forensic analysis fees in accordance with the 
fee schedule, pursuant to the Texas Code of Criminal 
Procedure, Article 38.35.

 �• Option 4: Direct the Texas Forensic Science 
Commission to develop a state crime laboratory 
accreditation process and require all crime labs and 
all forensic analysis disciplines to become accredited 
through that process. Amend, pursuant to the Texas 
Code of Criminal Procedure, Article 38.35(a)(4) to 
include all forensic analysis disciplines in the forensic 
analysis de� nition. Include a rider in the 2020…21 
General Appropriations Bill to increase appropriations 
to the O�  ce of Court Administration, Texas Judicial 
Council, for the Texas Forensic Science Commission 
by an estimated $2.7 million in General Revenue to 
develop the curriculum.

DISCUSSION
State crime laboratories provide forensic analysis services to 
state, county, and local entities at no charge. According to the 
Texas Forensic Science Commission (TFSC), forensic analysis is 
a medical, chemical, toxicological, ballistic, or other expert 
examination or test performed on physical evidence, including 
DNA evidence, to determine the evidence•s connection to a 
criminal action. � is analysis includes an examination or test 
requested by a law enforcement agency, prosecutor, criminal 
suspect or defendant, or court. � e disciplines tested by 
Department of Public Safety (DPS) crime labs are controlled 
substances, blood alcohol, toxicology, latent � ngerprints, 
biology or DNA, trace evidence, � rearms and tool marks, digital 
multimedia, and questioned documents. Each of DPS• 13 state 
crime labs serves a geographical region of the state and performs 
speci� c forensic analysis disciplines, shown in Figure 1.

Each evidence sample is assigned a timeframe, which varies 
across disciplines, in which testing must occur before the 
evidence sample is considered backlogged. No de� nition of 
backlog is recognized nationally. However, the U.S. 
Department of Justice, National Institute of Justice, de� nes a 
case as backlogged if it is not completed within 30 days after 
a lab receives the request. DPS uses multiple backlog 
de� nitions, depending on the discipline. DPS worked with 
the Legislative Budget Board to develop backlog de� nitions 
based on crime labs• productivity and achievable goals, 
considering national benchmarks and feedback. An evidence 
sample that is submitted for testing is considered backlogged 
if it remains untested after the assigned timeframe for testing 
completion. Evidence awaiting testing that has not surpassed 
the assigned timeframe for completion is not considered 
backlogged. Labs experience an ongoing in� ux of forensic 
analysis requests, resulting in a continuous balance of 
untested or uncompleted items. � ese items may or may not 
be considered part of the backlog, depending on the amount 
of time for testing.

�  e Eighty-third Legislature, Regular Session, 2013, 
appropriated $8.7 million in General Revenue Funds to 
increase crime lab capacity. � e Legislature appropriated an 
additional $10.9 million in General Revenue Funds to 
provide additional testing services to eliminate the backlog of 
sexual assault evidence samples that had accumulated before 
August 2011. � e Eighty-fourth Legislature, 2015, provided 
unexpended balance authority for an estimated $5.0 million 
of the $10.9 million previously appropriated for the same 
purpose. By the end of the 2016…17 biennium, the pre-2011 
backlog of sexual assault samples was eliminated. However, 
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sexual assault kits submitted after � scal year 2011 continued 
to accumulate. Figure 2 shows sexual assault kit backlogs 
from � scal years 2013 to 2017.

�  e Eighty-� fth Legislature, Regular Session, 2017, 
appropriated crime lab funds with the expectation that DPS 
would collect forensic analysis fees from local agencies for 
certain evidence samples submitted for testing. � e 
Legislature decreased � scal year 2019 appropriations of 
General Revenue Funds by $5.8 million, o� set by an 
Appropriated Receipts (Other Funds) increase of $11.5 
million, representing the anticipated revenue collection. � e 
Texas Code of Criminal Procedure, Article 38.35, authorizes 
DPS to collect forensic analysis fees from local law 
enforcement agencies (LEA) that request evidence analysis. 
However, the agency did not assess or collect such fees. In 
addition, the Legislature appropriated $4.1 million in 
General Revenue Funds for continued testing of backlogged 
sexual assault evidence. � e Legislature also provided 
direction for speci� c DPS cost-containment strategies, 
including communication with LEAs to verify that forensic 
analysis still was necessary at the time of testing and a stop-
work policy when testing was determined unnecessary.

�  e O�  ce of the Governor directed DPS on July 28, 2017, to 
not implement the fee schedule adopted by the Legislature. 
Because General Revenue Funds were decreased to anticipate an 
Appropriated Receipts increase that ultimately will not come to 

fruition, crime labs are operating with $5.8 million less in 
General Revenue Funds for � scal year 2019 than in the previous 
� scal years. Despite these e� orts, the number of forensic analysis 
requests submitted by LEAs continues to increase.

CAPACITY
According to a 2003 study published in the Journal of Forensic 
Sciences, optimal crime lab sta�  ng is one forensic scientist 

FIGURE 1
ANALYSIS SERVICES BY DEPARTMENT OF PUBLIC SAFETY CRIME LABORATORY, AS OF JANUARY 1, 2018
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FIGURE 2
SEXUAL ASSAULT EVIDENCE SAMPLE BACKLOGS IN 
DEPARTMENT OF PUBLIC SAFETY CRIME ANALYSIS 
LABORATORIES
FISCAL YEARS 2013 TO 2017
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per 30,000 population. Using that standard, Texas would 
require 943.5 forensic scientists. DPS crime labs currently 
employ 385 forensic analysts at the 13 locations. � e labs 
also fund 31 additional positions through memorandums of 
understanding with 13 local and county governments to 
perform analysis of controlled substances, blood alcohol, and 
DNA to work through each contributing entity•s speci� c 
backlog and decrease turnaround time. Figure 3 shows 
turnaround times for select disciplines from � scal years 2013 
to 2017. DPS crime labs are not meeting expectations for 
timely turnaround of forensic evidence, based on forensic 
discipline de� nitions.

Comparatively low salaries and high work volume or 
excessive overtime contribute to turnover. Multiple managers 
in DPS labs reported that they often encourage analysts to 
work overtime to keep up with the in� ux of requests received. 
According to DPS, analysts are more productive during 
overtime hours because they are not expected to perform 
other tasks such as administrative work, court testimony, 
training, or other duties. DPS estimates that 18.7 percent of 
casework was performed during overtime hours during the 
last three � scal years, in an attempt to decrease the backlog 
and manage the in� ux of incoming requests. DPS reported 
that 34,389.0 hours of overtime were worked during � scal 
year 2017, and 25,293.0 hours during � scal year 2018, at 
time-and-a-half pay. � e total cost for overtime worked is 

$1.7 million for � scal year 2017 and $1.2 million for � scal 
year 2018. Of these amounts, federal grants account for $1.3 
million for � scal years 2017 and 2018, according to DPS. 
Even with overtime, crime labs have not managed the in� ux 
of incoming requests or signi� cantly decreased or eliminated 
the backlog.

Most DPS labs have tenured analysts train and onboard new 
analysts and sta� . �  e amount of time required for the 
trainer or sta�  responsible for onboarding is subtracted from 
forensic analysis casework. When an analyst is in training, 
the sta�  responsible for onboarding is not working cases 
independently. In smaller labs, this training time can result 
in a signi� cant slow-down or stoppage of services. According 
to DPS, when an analyst leaves the position, up to two years 
are required to � nd a replacement and train the new hire into 
a full analyst.

For forensic scientists at DPS crime labs, the average turnover 
rate was 8.7 percent from � scal years 2012 to 2017. Although 
this rate is relatively low compared to other state agencies, the 
specialized nature of the � eld results in an environment where 
recruitment is di�  cult if salaries are not competitive. � e time 
necessary for training signi� cantly decreases productivity, 
especially in labs or disciplines that have fewer than � ve 
analysts. According to DPS, the forensic biology backlog had 
an average increase of 6,434 and the controlled substances 

FIGURE 3
TURNAROUND TIME FOR ANALYZING EVIDENCE IN SELECT DISCIPLINES AT DEPARTMENT OF PUBLIC SAFETY CRIME 
ANALYSIS LABORATORIES, FISCAL YEARS 2013 TO 2017
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backlog increased by an average of 7,934 per year, which are 
attributed directly to vacant scientist positions. Figure 4 shows 
vacant scientist positions compared to � lled positions across all 
DPS crime labs for � scal years 2012 to 2018.

Forensic science is a highly specialized � eld; therefore, labs 
often have di�  culty � lling vacancies. Turnover and vacancies 
can have a signi� cant e� ect on a lab•s ability to manage 
work� ow, leading to overloaded queues at di� erent points in 
the analysis process and contributing to backlog levels. � e 
average starting annual salary for DPS crime lab analysts for 
� scal year 2018 was $43,388. DPS estimates that a 20.0 
percent increase in salary would make state salaries 
competitive with the private sector and other publicly funded 
labs in the southwestern U.S. Hiring additional analysts per 
lab, decreasing the overtime burden, and providing 
competitive salaries could decrease backlog levels and manage 
the increasing levels of incoming requests.

Option 1 would increase appropriations to DPS for crime 
laboratories to increase capacity by operating state crime labs 
for two shifts � ve days per week. � e option would include 
in DPS• bill pattern 122.0 additional noncommissioned, 
full-time-equivalent (FTE) positions for scientists and 
administrative sta� , and additional laboratory equipment. 
�  is totals $13.8 million for the FTEs and $4.8 million for 
equipment for the 2020…21 biennium. Also included is a 

20.0 percent salary increase for all 471.0 DPS crime lab FTE 
sta�  positions, costing approximately $13.3 million for the 
2020…21 biennium.

INCREASED DEMAND FOR SERVICES
Several factors contribute to the increased demand for 
forensic analysis, such as signi� cant scienti� c advances that 
have been made in the � eld. For example, lab analysts can 
obtain DNA pro� les from smaller amounts of biological 
evidence. � is capability has increased the amount of 
evidence that is eligible to be analyzed, and thus has increased 
the demand for DNA testing.

Additionally, several state statutes require testing of all 
evidence for certain crimes. Senate Bill 1292, Eighty-third 
Legislature, Regular Session, 2013, required DPS to perform 
DNA testing on all state biological evidence collected during 
the investigation of a capital case. Senate Bill 1626, Eighty-
second Legislature, Regular Session, 2011, required that all 
sexual assault evidence from September 1, 1996, and 
subsequently that has not been analyzed is submitted to DPS 
or a publicly accredited crime lab for testing.

National studies also show that decrease in turnaround time 
results in higher demand for services. According to the U.S. 
Government Accountability O�  ce (GAO), a federal auditing 
and evaluation agency, •In a market environment, if a price 

FIGURE 4
VACANT SCIENTIST POSITIONS AT DEPARTMENT OF PUBLIC SAFETY CRIME LABORATORIES
FISCAL YEARS 2012 TO 2018
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decreases, quantity demanded generally increases. State and 
local labs are generally funded by state or local appropriations 
and thus are free for submitting law enforcement agencies. In 
this context, turnaround time may be a substitute for price„
and thus when turnaround time decreases, it can be expected 
that quantity demanded from law enforcement will increase 
in response.Ž Figures 5 and 6 show that DPS crime labs 
received an increase in requests from � scal years 2013 to 
2018 in controlled substances and forensic biology. � e 
agency reports similar increases in requests in most of the 
other disciplines during this period.

Forensic science is becoming more useful to law enforcement 
and prosecutors alike. Law enforcement agencies recognize the 
value of forensic analysis for solving current and older cases. 
Prosecutors may consider jurors• expectations that DNA or 
other forensic analysis is presented in evidence at trial. � e 
usefulness of forensic analysis contributes to the higher 
demand for services, which in turn contributes to the backlog.

In addition to forensic analysis, DPS crime lab analysts are 
responsible for testifying in court for cases on evidence they 
analyzed. Travel to court for testimony requires signi� cant 
time away from analysts doing casework. During � scal year 
2017, DPS crime analysts traveled 8,280.0 hours to provide 
testimony in court; during � scal year 2018, analysts traveled 
7,491.0 to testify. In terms of forensic analysis work lost, 
analysts contributed 92.77 months, at 170 hours of work per 
month, to provide court testimony and travel. � is work loss 
amounts to 12,988 blood alcohol cases, 348 forensic biology 
cases, and 324 controlled substance cases. A scientist•s time 
away from forensic analysis contributes to the case backlog.

According to the GAO, the reported aggregate backlog of 
crime scene DNA analysis requests has increased by 77.0 
percent from calendar years 2011 to 2016 nationwide. DPS 
crime labs have experienced similar increases in demand, as 
shown in Figure 5. GAO reports that growth in this aggregate 
backlog is the result of crime labs receiving more requests 
than they were able to complete, although productivity and 
tests completed are increasing. � is phenomena, as shown in 
Figure 6, is consistent with what DPS crime labs are 
experiencing in Texas. Backlog of crime scene DNA analysis 
requests have increased by 64.0 percent in DPS crime labs 
from 2013 to 2018.

Figure 5 shows the number of controlled substance evidence 
samples received, completed, and backlogged for � scal years 
2013 to 2018. For controlled substances, the backlog trend is 
going down, due to DPS crime labs outsourcing to private 

labs to keep up with the increasing number of incoming 
requests. Although the controlled substances backlog has 
decreased, the increasing amount of requests submitted to 

FIGURE 5
REQUESTS FOR EVIDENCE ANALYSIS OF CONTROLLED 
SUBSTANCES AT DEPARTMENT OF PUBLIC SAFETY CRIME 
ANALYSIS LABORATORIES
FISCAL YEARS 2013 TO 2018
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FIGURE 6
REQUESTS FOR EVIDENCE ANALYSIS OF FORENSIC 
BIOLOGY SAMPLES AT DEPARTMENT OF PUBLIC SAFETY 
CRIME ANALYSIS LABORATORIES
FISCAL YEARS 2013 TO 2018

0

5,000

10,000

15,000

2013 2014 2015 2016 2017 2018

Requests ReceivedRequests CompletedBacklogged Requests

�1
—
œ
•�����%�D�F�N�O�R�J�J�H�G���F�D�V�H�V���L�Q�G�L�F�D�W�H���U�H�T�X�H�V�W�V���W�K�D�W���D�U�H���Q�R�W���F�R�P�S�O�H�W�H�G��
�Z�L�W�K�L�Q���������G�D�\�V���R�I���U�H�F�H�L�S�W��
�6
—
•
š
‹
•�����'�H�S�D�U�W�P�H�Q�W���R�I���3�X�E�O�L�F���6�D�I�H�W�\��



INCREASE CAPACITY AND MANAGE WORKLOAD AT STATE CRIME LABORATORIES AND IMPROVE STATE LABORATORY ACCREDITATION

LEGISLATIVE BUDGET BOARD STAFF – JANUARY 2019  PERFORMANCE AUDIT AND EVALUATION REPORT – ID: 48307

the lab makes it di�  cult to decrease the backlog and manage 
incoming requests in-house. For example, controlled 
substance requests increased 22.0 percent from � scal years 
2017 to 2018, which coincided with a 46.9 percent increase 
in the number of backlogged requests in that discipline. � is 
increase is a concern for all disciplines.

�  e Eighty…� fth Legislature, Regular Session, 2017, 
appropriated funds to crime labs with the expectation that 
DPS would collect fees. One goal of this funding structure 
was to encourage LEAs to use discretion and best practices in 
collecting evidence and submitting it to DPS for testing. 
Several LEAs reported to DPS that they do not have the 
resources to pay for forensic analysis testing, as dictated by 
DPS• fee schedule released in June 2017 (which did not go 
into e� ect). LEAs may attempt to limit the requests sent to 
DPS crime labs, but LEAs often are not the drivers of the 
demand.

�  e Texas District and County Attorneys Association  
estimates that most district attorneys in the state have a 
policy requirement of receiving a crime lab report before 
� ling a case. Many LEAs reported that district attorneys 
require crime lab reports on drug cases before � ling with the 
district attorneys• o�  ce. In large metropolitan areas, LEAs 
often have options regarding where they submit evidence for 
analysis; for example, several municipalities and counties 
operate their own crime labs, including Houston, Dallas, 
Austin, and San Antonio. Outside the large metropolitan 
areas, DPS commonly is the only provider of forensic science 
analysis. � e labs have increased productivity, but they 
cannot manage the increasing number of incoming requests 
and demand for forensic science analysis.

LAW ENFORCEMENT TRAINING
�  e Texas Commission on Law Enforcement (TCOLE) does 
not train law enforcement speci� cally in evidence collection, 
documentation, storage, and transport. Law enforcement 
agencies reported that their senior � eld agents train new 
o�  cers and detectives, but the agencies provide no formal 
training unless they had excess budget to send o�  cers to 
Federal Bureau of Investigation trainings. Most small LEAs do 
not have the resources available to provide this type of training.

�  e training required of LEAs is not su�  cient to ensure that 
forensic evidence is identi� ed, collected, documented, stored, 
and submitted correctly, according to TCOLE and TFSC. 
�  e evidence available for collection may not meet the 
quality of expectations set by the forensic analysis community 
or may not be likely to develop a probative DNA pro� le. 

One lab reported receiving more requests that are untestable 
than samples that can produce a DNA pro� le. Consistently, 
labs have reported a signi� cant amount of time lost as the 
result of the following factors:

€ improperly submitted evidence, including 
documented samples not included in the submission, 
incomplete or incorrect information on submission 
forms, or items that do not match what is described 
on submission forms;

€ destroyed evidence due to mishandling;

€ untestable evidence because incorrect methods were 
used for extraction;

€ mistakes in the lab because documents and labels 
were completed incorrectly; and

€ other issues.

Option 2 would include a rider in the 2020…21 General 
Appropriations Bill to increase appropriations to the O�  ce 
of Court Administration, Texas Judicial Council (OCA), for 
TFSC by an estimated $130,000 in General Revenue Funds. 
�  e rider would direct TFSC to develop a curriculum for the 
collection, documentation, storage, transport, and 
submission of evidence. Option 2 also would direct TCOLE 
to add the curriculum to the required training regimen for 
certain law enforcement o�  cers likely to gather evidence 
related to crime investigations. Additionally, Option 2 would 
direct DPS to enforce evidence submission requirements by 
rejecting improperly submitted requests.

Labs across the state reported the improper submission of 
evidence results in overloaded intake queues and slows the 
process down when analysts have to correct the submission 
mistakes. Figure 7 shows survey results from analysts in the 
DPS crime labs regarding improper and unnecessary evidence 
submission.

A DPS crime lab analyst does not begin work on a case until 
all necessary materials are submitted to the lab. � is practice 
decreases the number of retests or work stoppages due to 
incomplete or incorrect information. Additionally, casework 
is a� ected by investigators• response time when analysts have 
questions. Each time a case is set aside, the lab•s e�  ciency 
decreases. Many of these issues can be traced to the submission 
process, and they result in the lab stopping analysis processes 
before testing is complete.
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Option 3 would continue legislation passed by the Eighty-
� fth Legislature, Regular Session, 2017, that requires DPS to 
develop a fee schedule to provide revenue from local 
consumers to o� set state costs for local evidence testing. � e 
option would direct DPS to collect forensic analysis fees in 
accordance with the fee schedule, pursuant to the Texas Code 
of Criminal Procedure, Article 38.35.

ACCREDITATION
Most forensic science disciplines are required to meet 
standards by a national accrediting service, as directed by 
TFSC pursuant to the Texas Code of Criminal Procedure, 
Article 38.35. However, latent � ngerprint and breath alcohol 
testing are exempted from this policy due to high work 
volume, as reported by TFSC. Texas has 2,671 LEAs, many 
of which perform these types of analysis. TFSC could not 
determine how many LEAs perform analysis onsite. 
�  erefore, TFSC cannot account for all of the agencies 
performing forensic analysis and mandate accreditation in 
these disciplines. Because no requirement for accreditation is 
in place, some expert witnesses who testify in court are not 
a�  liated with an accredited lab, and consequently have no 
requirement to be licensed with TFSC.

No entity in Texas or the U.S. has the authority to oversee, 
audit, and enforce regulations within public or private crime 
labs. National accreditations provide guidelines instead of 
speci� c standards with which labs must comply. Although 
most labs attempt to follow best practices, auditors do not 
monitor their procedures. � e only requirement for a lab is 
to have a testing protocol, which typically is a set of best 
practice standards that a lab develops internally.

TFSC was established in May 2005 with a mission to 
investigate allegations of professional negligence or 
professional misconduct that would a� ect the integrity of the 
forensic analysis result conducted by an accredited laboratory. 

Senate Bill 1238, Eighty-third Legislature, Regular Session, 
2013, expanded TFSC•s authority to include investigating 
complaints that are not subject to accreditation. Senate Bill 
1287, Eighty-fourth Legislature, 2015, transferred Texas• 
Crime Laboratory Accreditation Program oversight from 
DPS to TFSC. � e legislation also required TFSC to develop 
licensing programs for forensic disciplines that are subject to 
accreditation in Texas. It also authorized TFSC to establish, 
by agency rule, licensing requirement programs for disciplines 
that are not subject to accreditation requirements. Senate Bill 
1124, Eighty-� fth Legislature, Regular Session, 2017, 
administratively attached TFSC to OCA.

Option 4 would amend the Texas Code of Criminal Procedure, 
Article 38.35(a)(4), to delete exemptions to the de� nition of 
forensic analysis to include all forensic disciplines. � e option 
would direct TFSC to develop a state crime lab accreditation 
process and require all crime labs to become accredited through 
that process. Option 4 also would add a rider to the 2020…21 
General Appropriations Bill to increase appropriations to 
OCA for TFSC by $2.7 million for the 2020…21 biennium, 
including approximately $1.0 million in ongoing costs. � e 
rider also would add 12.0 FTE positions, including 
accreditation managers, a curriculum specialist, lead assessors, 
and an administrative assistant.

�  e state currently pays a national accrediting entity 
approximately $204,000 per biennium. If this amount, in 
addition to accreditation fees paid by other labs in the state, 
instead is applied to the state•s forensic science oversight 
body (TFSC), development and implementation of a state 
accrediting entity with requirements rather than guidelines 
could be possible.

ONGOING IMPROVEMENT EFFORTS BY THE AGENCY
Increased demand, resource challenges, and lab capacity 
constraints all contribute to forensic analysis backlogs. DPS 

FIGURE 7
SURVEY RESPONSES FROM STAFF AT DEPARTMENT OF PUBLIC SAFETY CRIME ANALYSIS LABORATORIES
AUGUST 2018
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made the following advances in e�  ciency and production to 
address the increasing backlog levels:

€ implemented a training requirement utilizing the 
business process system Lean Six Sigma for all 
laboratory managers;

€ established a narcotics team to analyze and recommend 
e�  ciency changes for the drug discipline;

€ established an outsourcing system when new analysts 
are onboarding;

€ altered the onboarding process to limit downtime;

€ published monthly backlog levels for awareness;

€ published submission guidelines in the physical 
evidence handbook for law enforcement; and

€ required that all labs enforce submission guidelines.

DPS recently was rewarded for its e� orts in streamlining 
work� ow processes and increasing e�  ciency. � e American 
Society of Crime Laboratory Directors presented the 2018 
Foresight Maximus Award to nine DPS crime labs. � e 
organization seeks to improve e�  ciency and productivity of 
every forensic laboratory, globally. DPS crime labs have been 
nationally recognized in this e� ort.

In addition to these changes, DPS has requested 
approximately $49.7 million in Exceptional Items to address 
crime lab capacity constraints and turnover. � e request 
would add 122.0 FTE positions to DPS• bill pattern in the 
Crime Laboratory strategy and add a second work shift at 
labs to increase e�  ciency and decrease the number of 
evidence items awaiting testing. DPS estimates that 
increasing salaries for existing lab sta�  by 20.0 percent will 
enable the state to compete with private-sector salaries. 

According to the State Auditor•s O�  ce•s Employment Exit 
Survey, 20.0 percent of crime lab employees left DPS 
employment for increased pay at other labs.

FISCAL IMPACT OF THE OPTIONS
Option 1 would cost approximately $13.8 million in General 
Revenue Funds to implement a two-shift work schedule, 
including 122.0 FTE positions and $4.8 million for 
equipment. � e option would cost an additional $13.3 
million in General Revenue Funds to reclassify forensic 
science analysts in the State Salary Classi� cation system and 
to provide salary increases to attract quali� ed candidates and 
promote retention. Figure 8 shows the estimated � ve-year 
� scal impact of Option 1.

Option 2 would cost $130,000 for the 2020…21 biennium 
for TFSC to develop curriculum and would require 1.0 FTE 
position. TCOLE reports it is able to restructure training and 
implement the program within existing resources.

Option 3 would continue to direct DPS to collect forensic 
analysis fees, and would restore the $5.8 million decrease in 
General Revenue Funds for the 2018…19 biennium to o� set 
the increase of $11.5 million in Other Funds from 
Appropriated Receipts. � e option would maintain the 
current fee schedule or revise it according to legislative 
determinations. Revenues collected would vary depending 
on the fee schedule adopted by the Legislature.

Option 4 would include a rider in the 2020…21 General 
Appropriations Bill to appropriate $2.7 million to OCA for 
TFSC to develop, implement, and oversee a state accreditation 
process and approximately $1.0 million for each subsequent 
� scal year to maintain the program. � is cost could be o� set 
if state and local labs were required to obtain state 
accreditation and paid these fees to TFSC. � is option would 

FIGURE 8
FIVE-YEAR FISCAL IMPACT OF OPTION 1, FISCAL YEARS 2020 TO 2024
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require agency rule amendment and statutory revision. 
Figure 9 shows the estimated � ve-year � scal impact of 
Option 4.

�  e Senate introduced 2020…21 General Appropriations Bill 
includes a rider to implement Option 1.

FIGURE 9
FIVE-YEAR FISCAL IMPACT OF OPTION 4
FISCAL YEARS 2020 TO 2024
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OVERVIEW OF BLOCKCHAIN AND DISTRIBUTED LEDGER 
TECHNOLOGY FOR STATE GOVERNMENT FUNCTIONS

Distributed ledger technology is a decentralized approach to 
manage information and transactions. Blockchain, the 
distributed ledger on which the cryptocurrency Bitcoin is 
built, is the most notable example of distributed ledger 
technology. According to the National Association of State 
Chief Information O�  cers, blockchain technology is a new 
and growing capability for initiating, recording, and verifying 
transactions instantaneously.

Distributed ledger applications are used to process � nancial 
transactions, monitor supply chains, and make cross-border 
payments in the private sector. Several states have explored the 
potential of using this technology in the public sector. 
According to states that have studied implementing blockchain 
for state government functions, the technology has potential 
to be useful in the future, but some challenges must be 
overcome. Some of these challenges are related to the relative 
immaturity of the market for this technology, and others are 
technological challenges. For instance, the approaches that 
distributed ledgers use to verify transactions can be energy-
intensive. As the size of ledgers increase, they become less 
useful for everyday users because of the amount of computing 
power they require. According to a report by the Illinois 
General Assembly Blockchain and Distributed Ledger Task 
Force, distributed ledgers need to be compatible with multiple 
legacy information technology systems in order to be 
implemented properly. Ledgers also are highly speci� c in their 
application and can make adapting blockchain for new uses 
challenging, if not � nancially and technically prohibitive. � e 
Department of Information Resources has conducted an 
internal pilot of a selection of distributed ledger technologies. 
�  e agency found that the current market for distributed 
ledger technology has not developed su�  ciently to warrant 
state investments at this time.

FACTS AND FINDINGS
 �• Distributed ledgers are decentralized and distributed 
data management technologies that are used to 
maintain a growing list of connected records and 
keep track of transactions. Each participant within a 
network has its own copy of the ledger. Any changes 
to the ledger are updated in all copies of the ledger.

 �• �  e phrase blockchain and distributed ledger often are 
used interchangeably; however, blockchain represents 

a speci� c type of distributed ledger in which the data 
are grouped together and organized in blocks. � e 
blocks are linked to one another and secured using 
cryptography. Cryptocurrencies such as Bitcoin are 
familiar examples of blockchain distributed ledger 
applications.

 �• �  e National Association of State Chief Information 
O�  cers identi� ed several potential applications for 
blockchain, including managing property deeds, 
professional licenses, criminal records, and vital 
statistics.

 �• A 2016 report by the State of Vermont recommended 
against state agencies adopting blockchain because 
the costs and challenges of implementing the 
technology outweigh any productivity gains that 
could be achieved.

DISCUSSION
In October 2008, Satoshi Nakamoto published Bitcoin: A 
Peer-to-Peer Electronic Cash System. �  is white paper 
attempted to identify a technology solution that would 
enable peer-to-peer commerce with digital currency and 
without the need for a central authority such as a bank or 
� nancial institution to verify transactions. Without a central 
authority, digital peer-to-peer markets su� ered from the 
double-spending problem.  � is issue is a potential � aw in a 
cryptocurrency or other digital cash transaction system 
whereby the same digital token can be spent more than once, 
because the token digital � le can be duplicated or falsi� ed.

Nakamoto suggested that an electronic payment system 
based on cryptographic proof would enable willing parties to 
make transactions without the need for a third party. 
Cryptography is the process of converting information into a 
form that only the intended audience can read and process. 
�  e technical solution is to develop a ledger that publicly 
announces each transaction to all market participants, and a 
system that enables participants to agree on the order in 
which transactions occurred. � e result of this work was the 
distributed ledger that came to be known as blockchain and 
included the following components:

€ development and maintenance of an electronic 
register of transactions;
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€ encryption of hashes (digests) of transactions;

€ veri� cation of those transactions through a consensus 
protocol; and

€ time-stamping those transactions.

Although the potential uses of cryptocurrencies may be 
limited, the distributed ledger technology upon which 
Bitcoin is built has generated interest among various sectors 
of the economy.

DISTRIBUTED LEDGER TECHNOLOGY
A distributed ledger is a type of database that is held and 
updated independently by each participant, known as a 
node, in a large network. � is database is di� erent from a 
standard central database that is held in a central server and 
to which network participants have access. Instead of 
networks communicating records to nodes through a central 
authority, each node processes each transaction independently. 
Each network has rules for verifying and approving 
transactions known as consensus protocols. When consensus 
is reached, the ledger is updated on each node, and the data 
stored are secured cryptographically. Rules established for or 
by the network determine whether some or all of the 
participants can update the ledger. Figure 1 shows a visual 
representation of the di� erence in structure between 
distributed ledgers and centrally administered databases.

Distributed ledgers can be held and administered publicly or 
privately. A public distributed ledger is open to the public so 
that any user can initiate transactions on the ledger. A private 

distributed ledger can be updated only by members of a 
single organization. Public and private distributed ledgers 
can be permissionless or permissioned. A permissionless 
ledger enables any user to participate in the consensus 
protocol to validate transactions. A permissioned distributed 
ledger requires permission from a governing entity to 
participate in the consensus protocol. Bitcoin uses a 
permissionless blockchain. An application tracking health 
records or other con� dential information that needs to 
comply with data protection regulations would use a 
permissioned blockchain.

Distributed ledgers use di� erent consensus mechanisms to 
approve and authorize transactions. � e Bitcoin application 
of blockchain uses a consensus mechanism known as proof-
of-work. Proof-of-work typically involves using computing 
power to solve algorithms to deter negative behavior by 
participants in a network. Proof-of-work assumes that 
malicious actors will never have a majority of the computing 
power in a network. If malicious actors do have a majority of 
the computing power in a network, they can overwrite the 
ledger. � is situation is known as the 51.0 percent problem. 
�  e proof-of-work consensus mechanism requires signi� cant 
computing power and energy consumption, and it is 
relatively slow at processing transactions. According to 
testimony provided to the U.S. Senate Committee on Energy 
and Natural Resources by computer science professor Arvind 
Narayanan in August 2018, the proof-of-work consensus 
protocol used by Bitcoin, known as mining, accounted for an 
estimated 1.0 percent of the world•s electricity consumption 
on August 21, 2018, or slightly more than the electricity 

FIGURE 1
DIFFERENCE IN STRUCTURE OF CENTRALLY ADMINISTERED DATABASES AND DISTRIBUTED LEDGERS
FISCAL YEAR 2019
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used by Ohio. Bitcoin is the � rst example, or use case, of a 
publicly distributed ledger. As a result, the term blockchain 
has been adopted widely to refer to technologies inspired by 
Bitcoin that have implemented distributed ledgers.

BLOCKCHAIN
Blockchain and distributed ledger often are used 
interchangeably; however, blockchain is a type of distributed 
ledger. Distributed ledger technology was intended to process 
transactions in a shared, trusted environment. Blockchain 
was intended to facilitate peer-to-peer transactions without 
the need for a trusted third party.

�  e characteristic that distinguishes blockchain from other 
distributed ledgers is that information about transactions„
including a time stamp, a digital signature, and relevant 
information„is grouped together in blocks and then linked 
cryptographically. One bene� t of blockchain is that it 
eliminates the risk to a centralized database posed by a hacker 
gaining access to the system and destroying or corrupting the 
data it holds. Because of this risk, centralized databases 
depend on administrators to maintain the security of the 
databases. Blockchain uses cryptographic hashing to save 
space. Hashing is the encryption of the contents of 
transactions and some metadata using an algorithm to 
compile a short digest of the data, known as a hash. A hash 
cannot be used to replicate the original document or 
information, but it can be used to verify the original 
document. Each record has a unique hash.

�  e blockchain data structure is append-only, which means 
that data cannot be removed. � is structure has been called 
immutable or tamper-proof. However, it technically is 
possible to overwrite previous transactions if malicious actors 
can control a majority of the computing power in the 
network, which is known as a 51.0 percent attack. According 
to the management consulting � rm McKinsey & Company, 
control of a majority of computing power in a network by 
malicious actors is considered largely impractical. However, 
there has been an increase in these types of attacks on 
cryptocurrencies during calendar year 2018. Although the 
blockchain is protected by immutable data structures and 
cryptography, the overall security of the blockchain system 
depends on the applications that are built to work with it. 
For example, the user interface for the system and databases 
are stored o� -chain. Most of the software that is implemented 
to support a blockchain does not operate directly on the 
blockchain. Blockchain stores hashes, not documents. Other 
technology solutions are needed to work with the blockchain 

to store the records, which can be subject to their own, 
unique cybersecurity threats.

Blockchain originally was developed as open-source software, 
which means that the source code was publicly available for 
other software developers to modify and adapt. � is practice 
has led to many di� erent applications being called blockchain. 
As a result, no standards for blockchain technologies or the 
networks that operate them are widely accepted, which 
presents challenges for assessing the quality of available 
blockchain solutions and determining how to integrate 
them. According to McKinsey & Company in 2017, 
although some large software companies o� er blockchain 
solutions, many of the providers are small start-up companies. 
For this reason, it is di�  cult to assess which � rms are going 
to be successful and remain in business long enough to 
support any information technology (IT) upgrades related to 
blockchain.

BLOCKCHAIN AND DISTRIBUTED LEDGERS IN STATE 
GOVERNMENT
In 2017, the National Association of State Chief Information 
O�  cers (NASCIO), a national non-pro� t organization that 
represents state chief information o�  cers (CIO), surveyed 
state CIOs about the extent to which blockchain technology 
is part of each state•s agenda. Of the CIOs who responded, a 
majority said that they were investigating blockchain use in 
state government through informal discussions. Figure 2 
shows the results of the NASCIO survey.

FIGURE 2
STATE CHIEF INFORMATION OFFICERS RESPONSES TO 
NATIONAL ASSOCIATION OF STATE CHIEF INFORMATION 
OFFICERS SURVEY REGARDING BLOCKCHAIN ADOPTION
MAY 2017
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Many of the government use cases that are being evaluated 
are functions in which the government serves as the trusted 
holder of an o�  cial record, such as a property record. 
NASCIO has identi� ed several areas in which the use of 
blockchain technology could assist with monitoring or 
making transactions. Figure 3 shows potential government 
applications for blockchain technology that NASCIO 
identi� ed.

NASCIO suggests that governments should consider whether 
using blockchain is appropriate for a particular program. For 
example, blockchain theoretically could be useful for 
managing grants, but many applicants for grant programs 
already face technological or � nancial impediments that 
make their participation in a blockchain unlikely.

According to NASCIO, states initially should focus any 
blockchain or distributed ledger e� orts on a permissioned 
network, so that a restricted number of users have the rights 
to validate transactions. � is requires decisions about the 
network to be overseen through governance rather than 
through energy-intensive, permissionless blockchain that has 
limited scalability.

A 2018 report by the Brookings Institute, a nonpro� t, public 
policy organization, assessed each state•s level of engagement 
with blockchain technology and cryptocurrency. It found 
that some states, such as Illinois, envision a broader role for 
blockchain in their economies. Other states, including Texas, 
are taking a more reserved approach to research and adoption.

BLOCKCHAIN EVALUATION IN OTHER STATES
According to the National Conference of State Legislatures 
(NCSL), in 2018, three states„Colorado, Connecticut, and 

Wyoming„passed legislation; two other states, New York 
and Virginia, � led legislation to establish working groups to 
study issues related to implementing blockchain in state 
government. Illinois and Vermont previously had blockchain 
and distributed ledger working groups. � e working group 
in Illinois has been supportive of the potential for blockchain 
technology. Vermont published its results in 2016 and 
recommended against state agencies adopting blockchain 
technology because the likely costs associated with adoption 
exceed the potential bene� ts. 

House Joint Resolution 25, One-Hundredth Illinois General 
Assembly, 2017, established the Illinois General Assembly 
Blockchain and Distributed Ledger Task Force to study the 
following factors:

€ opportunities and risks associated with using 
blockchain and other distributed ledger technologies; 

€ types of blockchain, public and private;

€ projects and use cases from other state and national 
government entities that Illinois should consider;

€ how current state laws could be modi� ed to support 
this technology;

€ encryption technology, including Illinois• digital 
signature infrastructure, and

€ o�  cial reports and recommendations from the 
Illinois Blockchain Initiative.

In 2018, the Illinois task force published a report of its 
� ndings. It found that blockchain technology and its built-in 
encryption could facilitate highly secure methods for public 
interaction with government, keeping paperless records, 

FIGURE 3
POTENTIAL STATE GOVERNMENT APPLICATIONS OF BLOCKCHAIN TECHNOLOGY
MAY 2017
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increasing data accuracy, and providing better cybersecurity 
protections for Illinois residents. � e task force also found 
that scalability in blockchain technology must improve 
before government adoption can become widespread.

�  e task force•s � ndings were positive overall about the 
potential to use blockchain technology in Illinois state 
government, particularly to manage real estate records. 
However, it also identi� ed the following challenges associated 
with adopting blockchain and distributed ledgers for state 
functions:

€ some consensus mechanisms are energy-intensive;

€ as the size of ledgers increase, they become less useful 
for everyday users;

€ ledgers must be compatible with multiple legacy IT 
systems to be useful, but the ledgers are highly speci� c 
in their application and lack � exibility that can make 
adapting blockchain for new uses challenging, if not 
� nancially and technically prohibitive;

€ hundreds of blockchain technologies are unique 
variations on the open-source technology, of which 
each has its own proprietary standards and protocols 
that may cause compatibility issues between systems; 
and

€ information entered onto a public ledger is 
permanent, and no mechanism removes information 
that is entered inappropriately or illegally after it is 
approved by the consensus mechanism.

A 2016 report by the Vermont Secretary of State, Attorney 
General, and Department of Financial Regulation found 
that blockchain provides a reliable way of con� rming the 
party submitting a record to the blockchain, the time and 
date of its submission, and the contents of the record, which 
can eliminate the need for third-party intermediaries in 
certain situations. � e report also found that blockchain is 
limited because the blockchain does not verify or address the 
reliability or the accuracy of the contents, nor does it provide 
storage for the records. � e report recommended against 
state agencies  adopting blockchain technology because the 
likely costs associated with adoption exceed the potential 
bene� ts.

According to the Department of Information Resources 
(DIR), as of May 2018, no state agencies in Texas were using 
blockchain or distributed ledger technology for state 
functions. DIR used existing agency resources to fund an 

internal distributed ledger pilot project to track permissions 
for internal applications. � e goal of the project was to 
familiarize DIR sta�  with using distributed ledger technology. 
Although DIR is optimistic overall about the potential of 
distributed ledger technology, the agency advises that the 
current market for distributed ledger technology has not 
developed su�  ciently to warrant state investments at this 
time.

DIR provides guidance to state agencies that explore 
blockchain applications. DIR suggests that any agency 
exploring the use of blockchain consider the following 
questions:

€ Does the agency need a structured central repository?

€ Are multiple entities accessing the database?

€ Does the agency need to ensure trust?

€ Would centralized administration be ine�  cient? and

€ Can business rules be automated?

If the agency answers yes to each question, DIR advises the 
agency to consider whether transactions need to be private 
(permissioned) or public (permissionless).
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OVERVIEW OF WOMEN’S HEALTH PROGRAMS

�  e women•s health programs in Texas provide access to 
women•s health, family planning, prenatal, and preventive 
care services to eligible women in need. In addition to 
improving health outcomes, the women•s health programs 
save state resources that are expended on other programs, 
including the Texas Medicaid program.

After undergoing signi� cant restructuring, the current 
women•s health programs include the Healthy Texas Women 
program, the Family Planning Program, the Breast and 
Cervical Cancer Screenings program, and the Title V Prenatal 
Medical and Dental Programs at the Health and Human 
Services Commission. � is overview of these health programs 
includes information regarding recent initiatives to improve 
participation in the programs.

FACTS AND FINDINGS
 �• �  e Legislature•s funding for the women•s health 
programs has increased signi� cantly in recent years, 
increasing 30.9 percent from the 2014…15 biennium 
to appropriations of $284.6 million in All Funds for 
the 2018…19 biennium.

 �• �  e Health and Human Services Commission 
estimates that from � scal years 2017 to 2020, the 
women•s health programs will save the state $12.8 
million in General Revenue Funds ($157.8 million 
in All Funds) by decreasing healthcare costs to the 
Children•s Health Insurance Program and the Texas 
Medicaid program.

 �• Each of the women•s health programs provides a 
unique set of services and has its own eligibility 
requirements. Although the goals of each program 
vary, overall they seek to improve the pregnancy, 
birth, and general health outcomes of low-income 
women in the state.

 �• Initiatives at the Health and Human Services 
Commission such as client outreach and auto-
enrollment of clients has increased participation 
in the women•s health programs. During � scal year 
2017, monthly enrollment in the Healthy Texas 
Women program more than doubled, from 105,406 
clients to 220,154 clients. During the same year, 
38,959 women were autoenrolled into the Healthy 

Texas Women program. Other initiatives related 
to the women•s health programs include provider 
outreach and increasing access to long-acting 
reversible contraception.

DISCUSSION
Rapid population growth and comparatively high rates of 
poverty and uninsurance challenge the state•s ability to 
provide healthcare to women facing barriers to accessing 
healthcare. From � scal years 2010 to 2017, the state 
population grew by 12.6 percent to 28.3 million people, 
slightly more than half of whom are female. Among women 
ages 19 to 64, 14.0 percent live in poverty and 19.0 percent 
are uninsured.

Research suggests that access to care is an issue for women in 
Texas and that many women may experience di�  culty 
receiving medical care, family planning, and prenatal care. 
For instance, from � scal years 2014 to 2016, 15.0 percent of 
adult women in Texas reported that they did not see a doctor 
during the previous 12 months due to cost. � e state•s birth 
rate is the seventh highest in the U.S., and the birth rate for 
teens ages 15 to 19 is the fourth highest. Survey data indicate 
that slightly more than half of births in Texas are intended. 
Moreover, 71.6 percent of mothers in the state entered 
prenatal care within the � rst trimester, less than the U.S. rate 
of 83.0 percent.

�  e women•s health programs in Texas seek to address these 
challenges by providing access to no-cost or low-cost health 
services for eligible women. � e women•s health programs 
provide women•s health, family planning, and prenatal 
services that help families to decrease unintended pregnancies 
and improve pregnancy and birth outcomes. � ese programs 
also provide preventive care and treatment services to 
improve general health outcomes.

In addition to promoting better health, the women•s health 
programs can save money through the cost-e� ective use of 
state resources. For instance, increased access to family 
planning services decreases unintended pregnancies, thereby 
averting potential pregnancy and infant-related costs to Texas 
Medicaid and the Children•s Health Insurance Program 
(CHIP). �  e Texas Health and Human Services Commission 
(HHSC) estimates that from � scal years 2017 to 2020, the 
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women•s health programs will save the state $157.8 million 
in All Funds, including $12.8 million in General Revenue 
Funds.

�  e Legislature•s funding for women•s health programs has 
increased signi� cantly in recent years. During the 2018…19 
biennium, appropriations for the women•s health programs 
increased to $284.6 million in All Funds, which is $67.2 
million (30.9 percent) greater than All-Funds expenditures 
for the 2014…15 biennium.

RECENT CHANGES TO WOMEN’S HEALTH PROGRAMS
�  e Family Planning Program (FPP) and the Breast and 
Cervical Cancer Screenings (BCCS) program historically 
have provided women•s health services in Texas. � e Title V 
Prenatal Medical and Dental Programs began providing 
services to eligible pregnant and postpartum women during 
� scal year 2013.

�  e Medicaid Women•s Health Program operated from 
January 2007 to December 2012. It ended after HHSC was 
unable to receive approval from the federal Centers for 
Medicare and Medicaid Services (CMS) to continue it 
through a Medicaid waiver after changes in state law 
prohibited certain providers from participating. � e state-

funded Texas Women•s Health Program (TWHP) replaced 
the program on January 1, 2013.

�  e Expanded Primary Health Care (EPHC) program was 
established during � scal year 2014. � e discontinuation of 
the Medicaid Women•s Health Program and establishment of 
TWHP and EPHC led to the women•s health programs 
being � nanced primarily with General Revenue Funds rather 
than Federal Funds or Other Funds. Figure 1 shows funding 
for the women•s health programs by method of � nance.

�  e Eighty-fourth Legislature, 2015, acted on the � ndings 
and recommendations of the Sunset Advisory Commission 
and passed Senate Bill 200, which reorganized and 
consolidated the health and human services system to achieve 
greater e�  ciencies and coordination across programs. �  is 
restructuring included the consolidation of the women•s 
health programs at HHSC to improve e�  ciency and 
e� ectiveness for clients and providers. Services from EPHC 
and TWHP were combined to establish the Healthy Texas 
Women (HTW) program, which HHSC instituted in July 
2016. At that time, FPP also was recon� gured to o� er 
additional services. Figure 2 shows biennial All Funds 
expenditures for the women•s health programs, excluding 
Title V Prenatal Medical and Dental Programs, during the 
past 10 years.

FIGURE 1
WOMEN’S HEALTH PROGRAMS, FUNDING BY METHOD OF FINANCE
FISCAL YEARS 2006 TO 2019
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On June 30, 2017, HHSC applied for a federal Medicaid 
1115 demonstration waiver for HTW. � e proposed e� ective 
date of the waiver was September 1, 2018, for a � ve-year 
period ending August 31, 2023. If approved, the waiver 
would enable the state to receive federal Medicaid matching 
funds to operate the program. As of January 2019, the waiver 
application is pending with CMS.

CURRENT WOMEN’S HEALTH PROGRAMS
Four programs primarily support women•s health:
HTW, FPP, BCCS, and the Title V Prenatal Medical and 
Dental programs. � e Eighty-� fth Legislature, General 
Appropriations Act, 2018…19 Biennium, Article II, HHSC, 
Strategy D.1.1, Women•s Health Program, appropriated 
$284.6 million in All Funds, including $170.9 million in 
General Revenue Funds, to these programs. Figure 3 shows 
the bene� ts available through each women•s health program. 
Figure 4 shows eligibility requirements for each of the 
programs.

HEALTHY TEXAS WOMEN
HTW provides women•s health, family planning, and 
preventive health services to eligible women at no cost to 
clients. Preventive health services include screening and 
treatment for hypertension, diabetes, and high cholesterol. 

�  e goals of the program are to decrease unintended 
pregnancies, improve maternal health outcomes, and 
promote the early detection of breast and cervical cancers. 
Most of the services received by clients during � scal year 
2017 were for contraceptive and sexually transmitted 
infection (STI)/sexually transmitted disease (STD) services, 
family planning annual exams, and supplies and services, 
such as dispensing certain contraception. 

HHSC reimburses HTW providers for the provision of 
client services on a fee-for-service basis. HHSC also pays 
contracted organizations for support services that enhance 
client service delivery. � ese activities include assisting clients 
with enrollment, client-based and community-based 
educational activities, and direct clinical care for clients 
deemed presumptively eligible for services, among other 
activities. HTW-contracted entities are required to report 
whether they attained the goals and objectives that are 
developed in the work plans they submitted to HHSC.

HTW services are available to women that are U.S. citizens 
or eligible immigrants of childbearing age (ages 15 to 44) 
with an income at or less than 200 percent of the federal 
poverty limit (FPL), which is $24,280 for a single person for 
2018. In addition, eligible clients must be uninsured Texas 
residents who are not pregnant, shown in Figure 4.

FIGURE 2
WOMEN’S HEALTH PROGRAMS BIENNIAL ALL FUNDS EXPENDITURES BY PROGRAM
FISCAL YEARS 2006–07 TO 2018–19
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After a client is determined to be eligible for the program, she 
can receive services for one year and can renew enrollment 
every year if she still quali� es. Enrollment is e� ective on the 
� rst day of the month in which the application is received.

According to HHSC, during � scal year 2017, the average 
monthly number of unduplicated women enrolled in HTW 
was 167,178. � e unduplicated number of enrolled women 
accessing services through the program for that year was 
132,542. On average, 15.0 percent of women enrolled in 
HTW accessed services during any month of � scal year 
2017.

HTW expenditures during � scal year 2017 were $58.6 
million in All Funds. � e majority of these expenditures, 
$48.2 million, was for client services provided through the 
fee-for-service component of the program. � e remaining 
$10.3 million were for support services provided by 
contracted entities.

FAMILY PLANNING PROGRAM
FPP provides low-cost or no-cost reproductive healthcare, 
family planning, prenatal, and preventive screening services 
to eligible individuals. Eligible clients with incomes at greater 
than the FPL may be charged a copayment not to exceed 
$30. Women and men may access services through FPP. � e 
goal of the program is to help individuals plan the timing of 
having children, decrease unintended pregnancies, and 
improve pregnancy, birth, and general health outcomes.

Program bene� ts are similar to those for HTW, shown in 
Figure 3. Most of the services received by clients during � scal 
year 2017 were for contraceptive and STI/STD services, 
family planning annual exams, and supplies and services, 
such as providing certain contraception.

HHSC reimburses FPP providers of client services on a fee-
for-service basis. In addition, HHSC pays family planning 
contractors to develop and maintain infrastructure related to 
providing client services. � is funding supports clinic 
facilities, sta�  salaries, and utilities. As with HTW, FPP-
contracted entities must report on whether they met the 
goals they developed in their applications to participate in 
the program.

FPP services are available to individuals age 64 and younger 
with incomes at or less than 250 percent of the FPL, which 
is $30,350 for a single person for 2018. Clients also must be 
Texas residents, shown in Figure 4. Eligibility is determined 
at a contracted clinic. When eligible, clients can receive 

services for one year and can renew enrollment every year if 
they still qualify.

FPP served 96,991 clients during � scal year 2017 at a cost of 
$35.7 million, according to HHSC. Client services through 
the fee-for-service component of the program accounted for 
$27.3 million of the expenditures. Costs to family planning 
contractors to develop and maintain infrastructure for the 
provision of client services accounted for the remaining $8.4 
million.

BREAST AND CERVICAL CANCER SCREENING PROGRAM
BCCS helps low-income women access screening and 
diagnostic services for breast cancer and cervical cancer at no 
cost to clients. Breast and cervical cancers are easier to treat 
when detected early. Figure 3 shows that program bene� ts 
include breast cancer and cervical cancer screenings, 
diagnostic services, and cervical dysplasia treatment. HHSC 
reimburses BCCS providers for client services on a fee-for-
service basis.

Eligible women must be Texas residents who do not have 
access to programs or bene� ts o� ering the same services. Age 
requirements vary for the di� erent screening, diagnostic, and 
treatment services covered. In addition, eligible women must 
have an income at or less than 200 percent of the FPL, shown 
in Figure 4. Clients may receive services as long as they 
remain eligible.

According to HHSC, during � scal year 2017, BCCS
spent $5.3 million in All Funds and provided services to 
32,075 clients.

TITLE V PRENATAL MEDICAL AND DENTAL PROGRAMS
�  e federal Social Security Act, Title V, Maternal and Child 
Health Services Block Grant, is a state…federal partnership to 
improve maternal and child health. In Texas, one component 
of this program is the Title V Prenatal Program, which 
provides prenatal services for up to 60 days to pregnant 
women who are in the process of applying for and enrolling 
in the CHIP Perinatal Program. Another component, the 
Title V Prenatal Dental Program, provides dental services to 
pregnant women and up to three months postpartum. All 
medically indicated prenatal and dental services are covered. 
In addition, high-risk pregnant women qualify for two case-
management visits, shown in Figure 3. HHSC reimburses 
providers in both programs through a fee-for-service model.

Clients with incomes at greater than the FPL may be assessed 
copayments not to exceed 25.0 percent of the total 
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reimbursement amount for the visit. However, clients who 
declare an inability to pay copayments cannot be denied 
services.

Figure 4 shows that eligible women must be pregnant or 
postpartum Texas residents with incomes at or less than 185 
percent of the FPL, which is $22,459 for a single person for 
2018.

According to HHSC, the Title V Prenatal Medical and 
Dental programs served 4,285 women age 22 and older 
during � scal year 2017 at a cost of $1.1 million in All Funds.

OTHER PROGRAMS PROVIDING
WOMEN’S HEALTH SERVICES
In addition to the four women•s health programs, eligible 
women may access women•s health services through the Texas 
Medicaid and CHIP Perinatal programs.

Texas Medicaid provides health coverage to certain categories 
of individuals, including pregnant women, related caretakers 
of dependent children, and people with disabilities. In 
addition, the Medicaid for Breast and Cervical Cancer 
Program provides access to cancer treatment services through 
full Medicaid bene� ts to certain women with qualifying 
cancer diagnoses. Age and � nancial eligibility requirements 
vary among eligibility categories, but a client must be a Texas 
resident and a U.S. citizen or quali� ed noncitizen to qualify.

FIGURE 3
WOMEN’S HEALTH PROGRAMS SERVICES, FISCAL YEAR 2017

HEALTHY TEXAS WOMEN FAMILY PLANNING PROGRAM
BREAST AND CERVICAL CANCER 
SCREENINGS
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�  e CHIP Perinatal program provides prenatal and limited 
postpartum services to pregnant women that are not eligible 
for Texas Medicaid due to income or immigration eligibility 
requirements.

RECENT INITIATIVES
�  e state has undertaken several initiatives to improve 
participation in the women•s health programs. � ese e� orts 
include provider and client outreach activities and 
autoenrollment of Texas Medicaid for Pregnant Women 
clients into HTW. State agencies also are working to increase 
access to long-acting reversible contraception, the most 
e� ective method of reversible contraception.

PROVIDER AND CLIENT OUTREACH
When HTW and the restructured FPP were instituted, 
HHSC conducted client and provider outreach to increase 
awareness and enrollment. Client outreach activities included 
media advertising campaigns and a reformatted website. 
Since the program began, HTW has seen an increase in 
enrollment each month. During � scal year 2017, monthly 
enrollment grew 109.0 percent, from 105,406 clients to 
220,154 clients. During � scal year 2017, 132,542 enrolled 
HTW clients and 96,991 FPP clients accessed program 
services.

Provider outreach activities included training, contact 
through community partners and professional organizations, 
and outreach at professional or community-related events. 

FIGURE 4
WOMEN’S HEALTH PROGRAMS ELIGIBILITY, FISCAL YEAR 2017
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During � scal year 2017, 5,342 fee-for-service providers were 
enrolled in HTW to serve eligible program clients. � is 
enrollment is a 16.1 percent increase from � scal year 2015, 
the last full year that TWHP was in operation. During � scal 
year 2017, 2,896 fee-for-service providers billed for services 
provided to HTW clients. According to HHSC, this amount 
may undercount the actual number of providers serving 
clients in the program, because providers may not always � le 
claims through their personal identi� cation numbers. For 
the same year, HTW had 39 contracted providers with 201 
clinic sites. HHSC is recruiting new HTW providers to 
increase access and provide additional options to clients.

During � scal year 2017, FPP had 53 contracted providers 
with 258 clinic sites.

AUTOENROLLMENT INTO HEALTHY TEXAS WOMEN
Texas Medicaid for Pregnant Women clients ages 18 to 44 
automatically are enrolled in HTW upon conclusion of their 
Medicaid coverage. Automatic enrollment decreases the 
burden of reenrollment for clients and promotes continuity 
of care. Furthermore, access to family planning during the 
postpartum period can improve health outcomes for mothers 
and children. Coordination between HTW and Texas 
Medicaid has enabled many clients to keep the same providers 
as they transition between programs. During � scal year 
2017, 38,959 women were autoenrolled from Texas Medicaid 
for Pregnant Women into HTW.

Currently, women age 19 who no longer are eligible by age 
for CHIP or Children•s Medicaid coverage must apply for 
HTW coverage. HHSC has determined that if these women 
also were autoenrolled into HTW, a signi� cant number of 
unintended pregnancies would be averted. In addition, 
because most teen births occur from ages 18 to 19, 
autoenrolling previously eligible CHIP or Children•s 
Medicaid clients into HTW may decrease the state•s teen 
birth rate. According to HHSC, autoenrolling previously 
eligible CHIP or Children•s Medicaid clients into HTW 
would require updating the Texas Integrated Eligibility 
Redesign System, the state•s system of record for eligibility 
determinations for health and social programs.

LONG-ACTING REVERSIBLE CONTRACEPTION
Long-acting reversible contraception (LARC) refers to 
intrauterine and subdermal contraceptive devices. LARC is 
considered highly e� ective and easy to use, which decreases 
the likelihood that it will be used inconsistently or incorrectly 
compared to other contraceptive methods. In addition, 

LARC lasts for several years and often does not require 
follow-up visits with a physician. Despite these bene� ts, 
LARC is used by 8.0 percent of women of childbearing age 
nationally, according to data from the Centers for Disease 
Control and Prevention.

Texas state agencies are working to increase access to these 
devices because of their potential to avert unintended 
pregnancies and to improve birth outcomes through planning 
healthy pregnancy spacing. For example, HHSC has 
developed a toolkit for providers to support access to LARC. 
In addition, HHSC has changed certain policies to ensure 
that providers are reimbursed appropriately for providing 
LARC. HHSC anticipates that increasing access to LARC 
will save state resources through the aversion of unintended 
births. HTW, FPP, and Texas Medicaid cover LARC. During 
� scal year 2017, 10,203 HTW and 7,675 FPP unduplicated 
clients received LARC.
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FISCAL IMPACT OF HURRICANE HARVEY ON STATE AGENCIES

�  e 2017 hurricane season was one of the most active in U.S. 
history, causing widespread damage to both public and 
private property, livelihoods, and critical infrastructure. 
Hurricane Harvey made landfall on August 25, 2017, as a 
Category 4 hurricane near Rockport. As it stalled over parts 
of southern Texas, Harvey produced � ooding that temporarily 
closed ports, airports, and roads, preventing access to the 
disaster-stricken area. Twenty-four hospitals were evacuated, 
61 communities lost drinking water capability, 23 ports were 
closed, and more than 781 roads became impassible. Nearly 
780,000 Texans were evacuated from their homes.

�  e early aftermath of Hurricane Harvey left more than 18 
inches of standing � oodwater in nearly 80,000 homes, with 
more than � ve feet of � oodwater in almost 30.0 percent of 
those homes. Eighty percent of households a� ected by 
Hurricane Harvey did not have � ood insurance. Initial 
estimates projected that approximately 32,500 households 
would need direct housing assistance. At the storm•s peak, 
community partners in Texas sheltered approximately 42,400 
survivors, and approximately 1,400 survivors remained in 
shelters 30 days after Harvey made landfall.

�  e cost of Hurricane Harvey likely will play a signi� cant 
role in budget and policy decisions during the Eighty-sixth 
Legislature, 2019. � e National Centers for Environmental 
Information estimated Hurricane Harvey•s total cost at 
$125.0 billion in damages, second only to Hurricane Katrina 
in 2005.

�  is overview examines Hurricane Harvey•s � scal impact on 
state agencies.

FACTS AND FINDINGS
 �• More than 70 state agencies and institutions of 
higher education responded to Hurricane Harvey 
by providing � nancial assistance, goods, and services 
including evacuation assistance, debris removal, 
shelter, food, and clothing.

 �• �  e � scal impact to state agencies has reached an 
estimated $3.3 billion in All Funds, including $377.5 
million in General Revenue Funds, $5.3 million in 
General Revenue…Dedicated Funds, $246.9 million 
in Other Funds, and $2.7 billion in Federal Funds.

 �• Federal Funds received by state agencies total $2.3 
billion as revenues.

 �• Of the $3.3 billion in All Funds, a reported $1.7 
billion was passed through to local entities and 
individuals through various federal programs for 
Public Assistance, Direct Housing, Other Needs 
Assistance, Disaster Supplemental Nutrition 
Assistance, and Dislocated Worker grants.

 �• Institutions of higher education reported $96.8 
million in actual expenditures including $86.9 
million in Other Funds, such as institutional funds.

 �• �  e U.S. Department of Housing and Urban 
Development awarded an estimated $5.0 billion in 
Community Development Block Grant…Disaster 
Recovery grants to Texas in November 2017, which 
will help pay for housing infrastructure, public 
facilities, and business needs in areas a� ected by 
Hurricane Harvey.

DISCUSSION
State and federal agencies performed approximately 122,331 
rescues and evacuations throughout Texas in the days after 
Hurricane Harvey•s landfall. Another 5,249 rescues targeted 
pets and animals. State agencies spent more than $321.5 
million for Harvey relief. On February 13, 2018, the 
Governor announced that Texas would receive $1.0 billion 
in hazard mitigation funding from the Federal Emergency 
Management Agency (FEMA) for Texas cities and counties 
a� ected by the hurricane. � is amount was in addition to 
Texas• share of the $90.0 billion relief package that the U.S. 
Congress approved for states hit by hurricanes, wild� res, and 
other disasters.

More than 300 voluntary organizations worked to support 
Hurricane Harvey survivors, including Texas and national 
Voluntary Organizations Active in Disasters and locally 
based groups. Volunteers removed debris from homes, 
supported shelters, provided food, distributed supplies, 
provided emotional and spiritual support, repaired and 
rebuilt housing, and provided crisis support. � e Salvation 
Army deployed 4,457 volunteers who worked more than 
40,714 hours providing food, donations, and shelter services.
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STATE RESPONSE
�  e Governor has the responsibility to declare a state 
emergency or disaster. However, multiple state agencies 
coordinate disaster preparation, response, and recovery. � e 
Trusteed Programs within the O�  ce of the Governor 
provided � nancial disaster assistance to state agencies and 
local governments. � ese awards were generally treated as 
short-term repayable grants.

�  e Department of Public Safety (DPS), Texas Division of 
Emergency Management (TDEM), is responsible for 
coordinating the state•s emergency management program, 
which is intended to ensure that state and local government 
entities implement plans and programs to help prevent or 
lessen the e� ects of emergencies and disasters. TDEM also 
coordinates the e� orts of state agencies, local governments, 
schools, hospitals, and other entities through DPS• State 
Operations Center located in Austin. Supported by the U.S. 
Department of Energy (DOE), TDEM helped coordinate 
the restoration of power to more than 300,000 customers. In 
a coordinated response, utility companies activated their 
mutual support networks and assigned more than 10,000 
workers, including crews, line workers, and support 
personnel, from at least 21 sites for response and recovery 
e� orts. DOE coordinated with the U.S. Environmental 
Protection Agency to issue waivers authorizing supply 
pipelines to carry more fuel. � e U.S. Secretary of Energy 
authorized the release of 5.3 million barrels of crude oil from 
the Strategic Petroleum Reserve as a resource. With DPS, 
TDEM coordinated the provision of more than 3,000 full-
time sta�  to assist with security, search and rescue, and other 
response-related activities. DPS reported approximately 
$958.4 million in hurricane-related expenditures, which 
includes $852.1 million in Federal Funds, and 946.3 million 
passed through to other state agencies, institutions of higher 
education, and local entities. 

�  e Health and Human Services Commission (HHSC) 
provided assistance to individuals before, during, and after 
Hurricane Harvey. HHSC processed and approved more 
than 280,000 applications for FEMA Other Needs Assistance 
totaling approximately $300.0 million. FEMA provided 
75.0 percent of the funding.

�  e Department of State Health Services (DSHS) provided 
emergency medical service personnel and ambulances to 
evacuate hospital and nursing home patients. DSHS• medical 
response functions included assessing public health and 
medical needs, conducting health surveillance, coordinating 
the provision of patient care, and providing medical 

personnel, and medical and veterinary equipment and 
supplies. � e agency also worked to ensure the safety and 
security of food, drugs, and medical supplies. DSHS assessed 
the health and medical infrastructure of a� ected areas and 
provided resources necessary to expedite recovery, including 
sta� , supplies, and equipment. Following the hurricane•s 
aftermath, the agency spent approximately $13.0 million, 
most of which is expected to be reimbursed by the federal 
government.

�  e Texas Department of Criminal Justice (TDCJ) provided 
approximately 3,000 sta�  to assist with response and recovery 
operations. TDCJ  evacuated more than 5,000 o� enders and 
900 parolees and probationers from facilities located in 
Beaumont, Houston, Richmond, and Rosharon.

�  e Texas Parks and Wildlife Department (TPWD) 
responded to the hurricane by providing approximately 500 
TPWD o�  cers and conducting water-related rescues. Strike 
teams from across the state shuttled equipment, cleared 
debris, gutted buildings, restored facilities, and preformed 
essential tasks. TPWD•s State Parks Division waived fees for 
more than 8,000 displaced individuals who stayed 
temporarily in numerous state parks. Of the estimated $53.0 
million in reported expenses and lost revenue, $32.0 million 
are attributed to state park infrastructure damages.

�  e Texas Military Department (TMD) deployed sta�  to 
perform search-and-rescue operations in areas a� ected by 
hurricanes and other natural disasters. TMD mobilized more 
than 17,000 Texas Air National Guard, Texas Army National 
Guard, and Texas State Guard Service members in 
coordination with Texas Task Force 1 to support evacuations 
in � ooded areas, conduct air and land search and rescue 
operations, and provide security in conjunction with TDEM.

�  e Texas Workforce Commission began accepting 
unemployment insurance claims from a� ected Texans the 
day that Hurricane Harvey made landfall. FEMA activated 
Disaster Unemployment Assistance (DUA) for Texans who 
lost their jobs due to the storm. � e agency processed more 
than 141,000 disaster unemployment insurance claims and 
distributed approximately $21.0 million in federal DUA 
bene� ts and an estimated $175.0 million in Unemployment 
Insurance bene� t payments.

�  e Texas Commission on Environmental Quality (TCEQ), 
as directed by the O�  ce of the Governor, transferred  $90.0 
million to TDEM to help local governments pay their 
required local matches for federal debris-removal assistance.
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FEDERAL SUPPORT
FEMA coordinates most of the federal government•s natural 
disaster assistance e� orts. � e Public Assistance (PA) program 
is the agency•s largest disaster assistance program, through 
which FEMA provides supplemental aid to communities and 
states to facilitate recovery e� orts. It provides assistance for 
debris removal, implementation of emergency protective 
measures, and permanent restoration of infrastructure. � e 
program is centered on a partnership among FEMA and 
state and local o�  cials. � e federal share of the program 
typically is 75.0 percent, and state and local agencies provide 
the remaining 25.0 percent. � is ratio is subject to change at 
the President•s discretion.

Before reimbursement, applicants must submit project work 
sheets to FEMA for review. � is review often requires 
additional information and documentation before � nal 
assistance is determined. After FEMA has approved all 
project worksheets, the agency processes state payments 
through TDEM. As a condition of the � nancial assistance, 
recipients must obtain and maintain insurance on a� ected 
properties. Figure 1 shows the types of eligible projects for 
public assistance grants and the state and federal shares for 
each type.

After a presidential disaster declaration, FEMA awards grants 
to state and local governments for long-term projects 
designed to prevent and mitigate future damages. � e Hazard 
Mitigation Grant Program is intended to decrease the loss of 
life and property due to natural disasters. Types of projects 
funded by the program include elevating � ood-prone 
structures and retro� tting property to decrease wind, � ood, 
and � re damage. Like most PA grants, FEMA may fund up 
to 75.0 percent of project grants.

On February 9, 2018, the President signed the federal 
Bipartisan Budget Act of 2018, which includes a provision 
amending the federal Sta� ord Act to codify the following 
changes to FEMA rules:

€ religious institutions that provide service to local 
communities can be eligible immediately for federal 
aid during a disaster;

€ private nonpro� t facilities that do not provide critical 
services must apply to the U.S. Small Business 
Administration for disaster loans and either be 
determined ineligible for such a loan or have obtained 
such a loan in the maximum amount for which the 
SBA determines the facility to be ineligible; and

€ new construction is prohibited in coastal high hazard 
areas.

�  e U.S. Department of Housing and Urban Development 
(HUD) distributes and manages the Community 
Development Block Grants…Disaster Recovery (CDBG…
DR) grants to state and local governments. � e General 
Land O�  ce (GLO) is the designated state agency in Texas 
that manages CDBG…DR grant funding to rebuild 
infrastructure and housing in a� ected areas. CDBG…DR 
grants are based on a formula that accounts for recovery 
needs not met by other types of federal assistance. � ese 
grants are intended primarily to assist low-income residents 
in presidentially declared disaster areas. Activities funded 
with CDBG…DR grants include relocating residents; 
conducting transportation, water, and sewage improvement 
projects; developing jobs; and purchasing � ood-prone 
property.

In response to Hurricane Harvey, HUD allocated $57.8 
million in CDBG…DR funds to Texas in December 2017. 
GLO•s State Action Plan allocates 80.0 percent of the award 
to address unmet needs, with the remaining 20.0 percent 
allocated to the 33 CDBG…DR-eligible counties.

Texas was awarded $5,035.2 million in CDBG…DR funds in 
April 2018 for disasters that occurred during � scal years 
2015 to 2017. � ese funds are in addition to the $57.8 
million and $5,024.2 million in CDBG…DR funds 
previously awarded to the state. HUD•s most recent award of 
CDBG…DR funds serves two purposes: $652.2 million to 
help rebuild severely damaged homes, businesses, and critical 

FIGURE 1
FEDERAL EMERGENCY MANAGEMENT AGENCY PUBLIC 
ASSISTANCE GRANTS CALENDAR YEAR 2017
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infrastructure; and $4,297.2 million to support mitigation 
activities, including elevating homes, buying out property, 
and hardening structures against wind and water.

GLO developed a State Action Plan for the $57.8 million 
allocation, which received HUD approved in June 2018. � e 
plan details the proposed use of all funds, including criteria 
for eligibility and how funds will address long-term recovery 
and restoration of infrastructure, housing, and economic 
revitalization in the most distressed areas that GLO identi� ed. 
�  e allocation is limited to unmet recovery needs from 
Hurricane Harvey. HUD identi� ed Aransas, Brazoria, 
Chambers, Ford Bend, Galveston, Hardin, Harris, Je� erson, 
Liberty, Montgomery, Nueces, Orange, San Jacinto, San 
Patricio, Victoria, and Wharton counties as the most 
distressed areas. Figure 2 shows the counties most a� ected by 
Hurricane Harvey.

�  e U.S. Small Business Administration (SBA) coordinated 
with the Texas Gulf Coast Small Business Development 
Center to open � ve business recovery centers for businesses 
a� ected by the hurricane. SBA extended the � rst payment 
deferment for loans from the standard � ve months to 11 
months. SBA also provided an automatic 12-month 
deferment of principal and interest payments for eligible 
business and disaster loans.

DISASTER-RELATED FUNDING SOURCES
Texas agencies utilized various federal resources in response 
to the state•s hurricane needs. � e major sources of Federal 
Funds totaling $2.3 billion that Texas agencies allocated 
included the following sources:

€ FEMA … Public Assistance Grants, Hazard Mitigation 
Grants, Fire Management Assistance Grants, 
Individual and Housing Program (including Other 
Needs Assistance), and Disaster Unemployment 
Assistance;

€ HUD …CDBG Disaster Recovery;

€ U.S. Department of Health and Human Services … 
Medicaid, Children•s Health Insurance Program, and 
Temporary Assistance for Needy Families;

€ U.S. Department of Agriculture … Supplemental 
Nutrition Assistance Program and Disaster 
Supplemental Nutrition Assistance Program;

€ U.S. Department of Education … Disaster Assistance 
for Students;

€ U.S. Department of Labor … National Dislocated 
Workers Grants;

€ Resources and Ecosystems Sustainability, Tourist 
Opportunities, and Revived Economies Act, Gulf 
Coast Ecosystem Restoration Council funds; and

€ other federal funding sources, such as Federal 
Highway Administration, Emergency Relief Program 
funds.

Other federal funding sources include the Federal Highway 
Administration, the Emergency Relief Program, the U.S. 
Army Corps of Engineers (USACE). In July 2018, USACE 
announced nearly $5.0 billion in funding for critical � ood-
mitigation projects, including high-priority projects 

FIGURE 2
TEXAS COUNTIES MOST AFFECTED BY HURRICANE 
HARVEY, FISCAL YEAR 2018
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identi� ed by the O�  ce of the Governor. In addition, $16.0 
million will fund studies for projects to help make the state 
more resilient following storms.

In July 2018, TCEQ submitted the Texas State Expenditure 
Plan (SEP) to the Resources and Ecosystems Sustainability, 
Tourist Opportunities, and Revived Economies of the Gulf 
Coast States• (RESTORE) Gulf Coast Ecosystem Restoration 
Council. � e council must approve the SEP to secure 
RESTORE grant funds in accordance with the RESTORE 
Act•s Spill Impact Component. Approximately $31.0 million 
is available to fund activities in an approved Texas SEP. Due 
to the devastating and long-range e� ects of Hurricane 
Harvey, the Governor and the TCEQ Commissioner 
determined that Texas• SEP will focus on hurricane recovery 
e� orts, ecological improvements, and economic programs 
for the area. Speci� c projects will be selected following the 
council•s approval of the SEP.

PUBLIC EDUCATION AND FOUNDATION SCHOOL 
PROGRAM
Hurricane Harvey•s e� ect on area school districts include 
displaced students, damaged facilities, and  loss of local 
property tax revenue. Certain disaster-related costs are 
statutorily required through the Foundation School Program 
(FSP), which is the principal vehicle for distributing state aid 
to school districts to provide educational services, while 
other disaster-related FSP costs are subject to the discretion 
of the Legislature. 

Preliminary estimates  of statutorily required state costs to 
the FSP total $685.4 million in the 2018-19 biennium, and 
$715.1 million in the 2020-21 biennium. Estimates of 
discretionary costs total $1,114.3 million. TEA continues to 
collect and analyze data to provide options for school district 
relief through the state•s school � nance system. 

�  e following statutorily required state costs of $685.4 
million for the 2018…19 biennium includes:

€ $421.9 million in increased state aid for � scal year 
2019 for 12 school districts that voted to reappraise 
2017 taxable values to account for property damaged 
by the hurricane. � e Texas Tax Code, Section 23.02, 
authorizes school districts to reappraise properties 
a� ected by an o�  cially declared disaster;

€ $147.0 million in additional funding through the 
compensatory education allotment, which provides 
additional weighted FSP funding for economically 
disadvantaged students. Compensatory education 

funding is based on a school district•s highest six 
months of participation in the National School 
Lunch Program during the previous federal � scal 
year. � e number of students eligible for the lunch 
program and, thus, compensatory education 
funding increased after school districts a� ected 
by the hurricane received a waiver from the Texas 
Department of Agriculture to provide free lunch 
to all students from August to October 2017. TEA 
estimates the increased compensatory education costs 
to the FSP to be $103.0 million for � scal year 2018 
and $44.0 million for � scal year 2019;

€ $86.5 million for a onetime average daily attendance 
adjustment during school year 2017…18 to hold 
school districts harmless for hurricane-related 
decreases in student attendance; and

€ $30.0 million in decreased recapture payments 
from school districts not subject to recapture whose 
facilities were damaged by the storm. � e Texas 
Education Code, Section 41.0931, authorizes these 
districts to decrease their recapture payments by the 
amount of their unreimbursed disaster remediation 
costs for two years following the disaster.

�  e statutorily required state cost for the 2020…21 biennium 
totals $715.1 million in increased state aid due to decreased 
property values during tax year 2018. � is analysis does not 
attempt to quantify the e� ect of decreased property values 
that may persist during future tax years.

�  e following potential costs to the FSP are not statutorily 
required but are subject to potential actions of the 86th 
Legislature:

€ $1,054.3 million in additional state aid to o� set 
decreased maintenance and operations tax collections. 
Because state aid within the FSP is calculated based 
on lagged property values, a� ected school districts 
realized decreased property tax collections a year 
before the state aid was adjusted, potentially causing 
them � nancial hardship. 

€ $60.0 million in facilities damage remediation costs 
for school districts not subject to recapture, pursuant 
to the Texas Education Code, Chapter 42, after 
accounting for FEMA and insurance payments. 
�  e Eighty-sixth Legislature, 2019, could make 
an appropriation to provide remediation for these 
school districts, or to districts that already have o� set 
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their recapture payments fully, pursuant to the Texas 
Education Code, Chapter 41; and

€ $2.0 million for substantial costs that, according 
to the Texas Education Agency (TEA), Regional 
Education Service Centers have incurred as they help 
districts with hurricane-related technical assistance.

UNMET LOCAL AND STATE NEEDS
Current estimates for hurricane-related expenditures total 
approximately $3.2 billion. Agencies estimate o� setting 
revenues totaling $2.5 billion in Federal Funds. Based on 
current information, the total � scal impact to the state (i.e., 
actual and estimated) could reach $6.3 billion, not including 
education costs. � ese costs could be o� set by an estimated 
$5.5 billion in revenues, of which $5.3 billion is Federal 
Funds.

If these estimates are realized, unmet needs could be realized 
at $700.0 million, which is 11.0 percent of total hurricane-
related expenditures in the state.
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OVERVIEW OF TEXAS EXPORTS DURING CALENDAR YEAR 2017

Goods and services produced in Texas and sold in foreign 
countries represented 15.6 percent of the total Texas economy 
in calendar year 2017. Texas has ranked as the largest 
exporting state in the country in total dollar value of exports 
every year since 2002. Texas ranks second, behind only 
Louisiana, in having the largest percentage of a state economy 
based on exports. � is relatively large exposure to 
international markets presents the Texas economy with larger 
� uctuations from any overall increase or decrease in the 
demand for and relative competitiveness of U.S. exports.

FACTS AND FINDINGS
 �• Exports of goods and services from Texas totaled 
$264.1 billion in calendar year 2017, a 14.3 percent 
increase from the previous year. � is growth rate 
represented the highest value in Texas since calendar 
year 2011. However, total exports remain at less than 
the 2014 peak level of $285.6 billion.

 �• During calendar year 2017, Texas exporters were 
aided by two exogenous factors: the depreciating 
value of the U.S. dollar, and improving economic 
growth of several of the state•s largest trading partners.

 �• Recent events such as the repeal of an export ban will 
have important e� ects on the exports of natural gas 
and crude oil from Texas.

DISCUSSION
After two consecutive years of decreasing export growth, the 
total value of Texas goods and services sold internationally 
increased during calendar year 2017. � e total dollar value of 
all goods and services produced in Texas and sold in foreign 
countries was $264.1 billion during calendar year 2017, a 
14.3 percent increase from the $231.1 billion sold during 
calendar year 2016. In addition, Texas outperformed the 
U.S. as a whole for the year, with the total value of all U.S. 
exports increasing by 6.6 percent during 2017 to $1,546.7 
billion. Among the 50 states, Texas• 2017 performance 
ranked as the seventh highest in percentage change from the 
previous year. Depreciation of the U.S. dollar in 2017, shown 
in Figure 1, helped the competitiveness of Texas products in 
international markets. � e value of the U.S. dollar, as 
measured by the Federal Reserve Bank of St. Louis• Trade 
Weighted U.S. Dollar Index, decreased by 7.0 percent during 
calendar year 2017, the largest annual decrease since 2007. 

FIGURE 1
TRADE-WEIGHTED U.S. DOLLAR INDEX, CALENDAR YEAR 2017
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�  e weakening of U.S. currency makes Texas goods and 
services cheaper for foreign buyers and, thus, increases their 
demand for Texas products. As shown in Figure 2, the value 
of the U.S. dollar and the value of Texas exports typically 
have an inverse relationship. Aside from currency markets, a 
pickup in overall world economic growth also contributed to 
the relative strength of both U.S. and Texas exports in 2017. 
According to the International Monetary Fund, total world 
economic output, as measured by Real Gross Domestic 
Product (GDP), increased by 3.7 percent in 2017, an increase 
from the 3.2 percent growth recorded in 2016. It is worth 
noting that Texas• two largest trading partners, Mexico and 
Canada, who combine to purchase almost half of all Texas 
exports, both experienced GDP growth rates of less than the 
worldwide average, at 2.0 percent and 3.0 percent, 
respectively, during 2017. However, GDP for China, Texas• 
third-largest trading partner, grew by 6.9 percent, fueling a 
50.9 percent increase in its purchase of Texas goods and 
services in 2017.

EXPORTS BY INDUSTRY
Among the North American Industry Classi� cation System 
(NAICS) categories, Computer and Electronic Products 
remained the leading export industry in Texas for the third 
consecutive year, with a value of $47.0 billion in 2017, or 
17.8 percent of the Texas total. However, despite remaining 
the largest export industry, Computer and Electronic 

Products decreased slightly, by 0.4 percent, from the previous 
calendar year. � e next largest industries were Petroleum and 
Coal Products and Chemicals, exporting a total of $44.4 
billion and $40.0 billion, respectively, during calendar year 
2017. Collectively, these top three industries accounted for 
half of all Texas imports during the year. Of the 29 major 
NAICS industry groups with export data, 19 increased 
during 2017, and 10 decreased relative to their 2016 levels.

In growth rates, the top three performing industries in 2017 
were Oil and Gas, Petroleum and Coal Products, and 
Agriculture Products, which grew 132.1 percent, 25.3 
percent, and 24.7 percent, respectively. Conversely, the 
fastest contracting industries during the year were Fish and 
Other Marine Products, Furniture and Fixtures, and Printing, 
Publishing, and Similar Products, whose values decreased by 
40.7 percent, 13.1 percent, and 12.6 percent, respectively. 
Figure 3 shows export data for the largest exporting industries 
in Texas during 2017.

EXPORTS BY STATE
Texas continues to be the largest exporter among U.S. states, a 
position it has had since 2002. State exports were 17.1 percent 
of the U.S. total during calendar year 2017, an increase from 
15.9 percent during calendar year 2016. Despite brief decreases 
during 2015 and 2016, largely caused by hydrocarbon-related 
sectors, the Texas share of U.S. total exports has been increasing 

FIGURE 2
TEXAS EXPORTS, CALENDAR YEARS 1997 TO 2017
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steadily during the last two decades. Texas• largest state 
competitors, in order, are California, Washington, New York, 
Illinois, and Michigan, which exported $171.9 billion, $77.0 
billion, $75.3 billion, $64.9 billion, and $59.8 billion, 
respectively, of goods and services during 2017. Nine states• 
exports decreased during 2017, and 41 states had varying 
levels of increases. � e top three fastest-growing states for 
exports during 2017 were West Virginia, Nevada, and New 
Hampshire; the slowest-growing states for exports were Idaho, 
Maine, and Vermont. At 14.3 percent, the 2017 export growth 

rate in Texas was more than double the 6.6 percent rate of 
growth in the U.S. as a whole. Texas ranked seventh among the 
50 states in export growth rate for 2017. Figure 4 shows 
export data for the 10 states that are the largest exporters in the 
U.S. for 2017.

EXPORTS BY COUNTRY
�  e two largest buyers of Texas goods, Mexico and Canada, 
purchase a signi� cant portion of the total amount of the 
state•s exported goods. In 2017, Texas exporters sold $97.2 

FIGURE 3
TEXAS EXPORTS BY INDUSTRY, CALENDAR YEARS 2016 AND 2017
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FIGURE 4
TOP TEN STATES WITH LARGEST EXPORTING VALUES, CALENDAR YEARS 2016 AND 2017
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billion (an increase of 6.0 percent from 2016) and $22.8 
billion (an increase of 14.1 percent from 2016) of goods and 
services in Mexico and Canada, respectively. � ese amounts 
constituted 45.5 percent of the total value of all exports 
during the year. Other top markets for Texas exporters 
included China, South Korea, and Brazil, which purchased 
$16.3 billion, $9.9 billion, and $9.8 billion, respectively, of 
the state•s exports in 2017. In percentage increases, the 
fastest-growing export markets among major trading partners 
(de� ned as purchasing more than $100.0 million in Texas 
exports during the year) in 2017 were the Cayman Islands, 
Togo, and the Bahamas, all of which more than doubled 
their purchases of Texas exports in 2017. Among the same 
group of major trading partners, the three worst performing 
countries were Qatar, Angola, and Gibraltar, which decreased 
69.9 percent, 52.9 percent, and 51.0 percent, respectively, 
from 2016 to 2017. Figure 5 shows export data for the 10 
largest Texas export markets worldwide.

LIQUEFIED NATURAL GAS EXPORTS
Texas natural gas production averaged 21.7 billion cubic feet 
per day (Bcf/d) during calendar year 2017, which was 23.9 
percent of total U.S. production. Total U.S. production 
represents a 37.2 percent increase since calendar year 2000. 
�  is increase is due in large part to drilling technological 
advances that have made large quantities of natural gas that 
are locked in shale and other rock formations commercially 
viable to produce. Such production previously was thought 
to be uneconomical. � e large production increases have 

been concentrated in the following states and formations: 
Pennsylvania … Marcellus; Ohio … Utica; Texas … Barnett, 
Eagle Ford, and Permian; and Louisiana … Haynesville. 
During the same period, growth of total U.S. commercial 
and residential consumption has increased 16.1 percent, 
leading to an excess of supply over demand. Most of that 
growth was due to natural gas displacing coal in power 
generation. � e resulting excess of natural gas supplies has 
led to several large companies making or planning capital 
expenditures intended to increase exports of U.S. natural gas.

In 2017, the U.S. exported 8.7 Bcf/d of natural gas, or 9.5 
percent of total production, which represented a record high 
total. Of this amount, 6.7 Bcf/d was exported via pipeline to 
Mexico and Canada and 1.9 Bcf/d was exported via vessel to 
25 di� erent countries. Of the total LNG exports in 2017, 
46.0 percent were to Asia, 29.0 percent were to Latin America 
and South America, 14.0 percent were to Europe, and 10.0 
percent were to the Middle East. To make natural gas 
exportable by vessel, it must be lique� ed by lowering the 
temperature of the gas to approximately -260 degrees 
Fahrenheit, which occurs in a liquefaction facility called a 
train. Liquefaction of the gas decreases the volume by 99.8 
percent, making it suitable for transport by ship, rail, or 
truck. �  e gas must then be shipped to a location with a 
regasi� cation (regas) terminal at the importing destination. 
Before the production boom during the last 10 years, the 
U.S. was predicted to consume more natural gas than was 
produced domestically. Subsequently, several regas facilities 

FIGURE 5
TOP 10 LARGEST TEXAS EXPORT MARKETS, CALENDAR YEARS 2016 AND 2017
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were constructed along the Atlantic and Gulf coasts. 
However, since the supply and demand balance has reversed, 
several of these facilities are adding liquefaction capabilities 
known as liquefaction trains to export the gas by ship to 
global markets. At the end of 2017 two facilities exported 
lique� ed natural gas (LNG) from the U.S., and four facilities 
are expected to commence exporting in the next one to two 
years, including the following facilities:

• Cheniere Energy … Sabine Pass LNG: Located in 
southwest Louisiana, across the Texas border from 
Port Arthur on the Sabine River. Sabine Pass shipped 
its � rst LNG cargo in February 2016. Four trains are 
fully commissioned (operational), and a � fth train 
is being constructed. When complete, Sabine Pass 
LNG will process and export more than 3.5 Bcf/d;

• Dominion Cove Point LNG … � e second operating 
LNG liquefaction terminal is Dominion Energy•s 
Cove Point LNG, located on the western shore of 
the Chesapeake Bay, approximately 70 miles south 
of Baltimore, Maryland. � e liquefaction facilities 
began exporting LNG in March 2018. Dominion 
Cove Point has a total export capacity of 0.8 Bcf/d;

• Cheniere Energy … Corpus Christi LNG: Located 
on the La Quinta Channel on the northeast side of 
Corpus Christi Bay, this is the � rst facility to operate 
in Texas. Of the six, this is the only facility that is a 
new, or green� eld project, and not an expansion of an 
existing regas facility. Construction on the � rst two 
trains began in May 2015, and began operation in 
November 2018. Cheniere•s total export capacity of 
the facility will be 1.3 Bcf/d;

• Freeport LNG … Located on Quintana Island, 
southeast of Freeport. Construction of the 
liquefaction facilities began in November 2014, 
and the � rst train is expected to be operational in 
late 2019. Two additional trains are expected to be 
completed in 2020. Freeport LNG will have a total 
export capacity of 2.1 Bcf/d;

• Cameron LNG … Located on the western shore of the 
Calcasieu Ship Channel, approximately 20.0 miles 
south of Lake Charles, Louisiana. Construction of 
the liquefaction facilities began in October 2014, and 
the � rst train is expected to be operational in early 
2019. Cameron LNG will have three trains with total 
export capacity of 2.0 Bcf/d; and

• Elba Liquefaction Project … Located on Elba Island, 
just east of Savannah, Georgia. Construction of 10 
mini trains began in 2016 and is expected to be 
completed in 2019. Elba will have a total export 
capacity of 0.4 Bcf/d.

�  ese facilities are the only six U.S. projects that have begun 
LNG export-related construction or operation. Several other 
liquefaction projects are seeking regulatory approval or � nal 
investment decisions, so export capacity could increase 
further. When operational in 2021, the combined export 
capacity of these six facilities will be 10.0 Bcf/d. For a sense 
of scale, that amount is nearly half of the total natural gas 
produced in Texas.

Global trade of LNG reached 37.8 Bcf/d in 2017. � is 
amount represented an increase of 3.7 Bcf/d, or 11.0 percent, 
from 2016 levels. Asian countries are the largest consumers 
of LNG, with Japan, China, and South Korea representing 
the top 3 importers of LNG in 2017. � e opening of the 
expanded Panama Canal in June 2016 has decreased LNG 
shipping costs from the U.S. Gulf Coast to Asian markets. 
�  ese decreased costs make Texas-sourced gas more cost-
competitive with its top LNG-producing rivals: Qatar, 
Australia, Malaysia, Nigeria, and Indonesia. � e canal 
decreases the distance the LNG needs to travel, and the 
number of ships available to ship LNG will be expanded. 
Before the canal•s expansion, less than 10.0 percent of the 
global LNG � eet could travel through it; however, more than 
90.0 percent will be able to pass through the completed 
expansion. Although the U.S. ranks as the sixth largest 
exporter of LNG, it is projected to become the second-largest 
exporter when all of the liquefaction projects are completed, 
exceeded by only Qatar.

Asian markets represent the bulk of potential export 
destinations. However, Europe and South America are 
expanding their uses of natural gas. European countries 
import more than half of the natural gas they consume, and 
approximately two-thirds of those imports arrive by pipeline 
from Russia. Recent actions by Russia have prompted other 
European countries to diversify their imported gas suppliers. 
European countries imported 6.2 Bcf/d of LNG in 2017, 
and demand is expected to increase, particularly because the 
continent already has a large amount of regasi� cation 
infrastructure built, much of which is unused. Several South 
American countries also are expected to increase their 
consumption of LNG, most notably Brazil and Argentina.
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Besides the expected new U.S. LNG supply coming online, 
several other large liquefaction facilities, primarily in 
Australia and Russia, have combined to result in a global 
supply excess. At the end of 2017, total worldwide LNG 
nameplate liquefaction capacity (i.e., the maximum amount 
of LNG production) exceeded global demand by 10.4 Bcf/d. 
When construction projects are completed by 2023, this 
surplus is expected to increase by 29.8 percent, to 13.5 Bcf/d. 
�  is excess has the potential to hinder Texas LNG export 
prospects by decreasing LNG prices.

In addition to the LNG supply excess, the collapse of crude 
oil prices that began in late 2014 also represents a setback for 
potential Texas LNG exports. It is helpful to understand 
that, internationally, the price of LNG typically is linked to 
the energy-equivalent price of crude oil. However, domestic 
producers receive a price that usually is tied to the price at 
Henry Hub in Louisiana and is independent of crude oil 
prices. Figure 6 shows the ratio of international crude oil 
prices to U.S. natural gas prices during the last 10 years. � e 
higher this ratio is, the more attractive it becomes for Texas 
producers to export their natural gas as LNG instead of 
selling the gas domestically. � e large spike in 2011 and 
2012 helped spur the development of the six projects 
mentioned previously. � ese types of projects typically enter 
into long-term purchase agreements that essentially lock in 
prices during a period of many years. � erefore, the U.S. 

liquefaction facilities in development should not be a� ected 
adversely by the subsequent decrease of the crude-to-gas ratio 
caused by recent crude oil price decreases. However, several 
liquefaction expansions previously announced by other 
companies could be delayed or cancelled because of these 
recent price movements and the excess LNG supply.

CRUDE OIL EXPORTS
Exports of unprocessed crude oil from the U.S. typically 
have been statutorily banned for the last four decades. � e 
original ban was made in response to the 1973 Organization 
of the Petroleum Exporting Countries (OPEC) oil embargo 
to the U.S. and the corresponding shortage of oil in the U.S. 
Despite the ensuing normalization of crude oil trade after the 
embargo ended, the ban has remained; however, market 
conditions made the ban largely irrelevant until recently. 
U.S. consumption of crude oil has remained greater than 
domestic production since the 1980s, making the country a 
large net importer of oil. In certain circumstances, producers 
have been granted an exception to the regulations and 
exported crude oil, almost all of which has gone to Canada. 
�  ese instances have been rare; exports have averaged only 
1.5 percent of domestic production since the ban took e� ect. 
�  e economic justi� cation is that, as long as domestic 
demand exceeds supply, U.S. producers have no incentive to 
export crude oil unless the price in international markets 
exceeds the cost of transport.

FIGURE 6
GLOBAL CRUDE TO DOMESTIC GAS PRICE RATIO, JANUARY 2008 TO DECEMBER 2017
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�  is price di� erential typically has been represented by the 
spread between the Brent crude price, which is approximately 
what producers could receive internationally, and the West 
Texas Intermediate (WTI) crude price, which is approximately 
what producers could receive domestically. Figure 7 shows 
this di� erential during the past three decades. As Figure 7 
shows, before 2010, the spread has been essentially zero, 
providing producers little incentive for the export of U.S. 
crude oil. However, the beginning of the U.S. shale oil boom 
in 2010 led to an oversupply of certain types of U.S. crude in 
some areas of the country and a corresponding spike in the 
Brent…WTI spread. � e spread reached a high of $27.3 per 
barrel in late 2011, substantially greater than the cost of 
shipping to foreign markets. Unsurprisingly, U.S. producers 
began to push for relief from the crude export restrictions 
that previously had garnered little attention.

Relief for exporters from the federal ban has come in two 
parts. First, in summer 2014, the Bureau of Industry (BIS) 
relaxed certain interpretations of what constituted processing, 
or re� ning crude oil. � e export ban only applies to crude, or 
unprocessed, oil; re� ned petroleum products have never 
been subject to the ban. � e BIS ruled that a certain type of 
ultra-light crude oil, known as condensate, would qualify as 
processed, making it not subject to the export ban, if the 
condensate passed through a stabilization unit at the 
wellhead. Almost all condensates are extracted from the 
crude oil stream using a stabilizer. � erefore, the ruling 

enabled the export of most produced condensates. Second, 
in December 2015, the U.S. repealed the crude oil export 
ban in its entirety. � is repeal has made the export of all types 
of crude oil legal to almost any international market. Figure 
8 shows total U.S. crude oil exports during the last decade.

Before the repeal of the export ban at the end of 2015, almost 
all of the U.S. exports have been to Canada, and most have 
been condensate. Crude oil produced in Canada is extremely 
heavy and often cannot � ow through pipelines without being 
diluted by a lighter-weighing oil. � e result is that Canada 
has instituted a strong need for U.S. condensates. After the 
BIS ruling in 2014, several small shipments of U.S. 
condensate also have shipped to re� neries in Europe and 
Asia. During calendar year 2016, the � rst year without the 
export ban, U.S. crude oil exports increased to 591.0 
thousand barrels per day (Mb/d), which represented 6.7 
percent of total U.S. crude oil production. In 2017, crude oil 
exports increased by 96.1 percent, to average 1,158.0 Mb/d, 
or 12.4 percent of total U.S. crude oil production. Of total 
U.S. exports in 2017, 923 Mb/d, or 79.7 percent of the total, 
came from either Louisiana or Texas. Figure 9 shows the 
largest buyers of U.S. crude oil in 2017. Canada and China 
were the largest purchasers of U.S. crude oil, accounting for 
half of all export purchases in 2017.

Unfortunately for U.S. producers, the timing of the crude oil 
export ban at the end of 2015 has coincided with a collapse 

FIGURE 7
BRENT–WEST TEXAS INTERMEDIATE CRUDE OIL PRICE SPREAD, MAY 1987 TO DECEMBER 2017
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of the Brent…WTI spread to less than $5 per barrel, greatly 
decreasing the incentive to ship crude oil abroad. However, a 
quirk of the U.S. re� nery complex has helped o� set this 
disincentive and spurred rapid growth of crude oil exports 
during the last two years. Crude oil quality can vary 
signi� cantly based on the underground formation from 
which the crude is extracted. Di� erent crudes are graded on 

factors such as weight relative to water, known as the 
American Petroleum Institute gravity measure, and the 
amount of sulfur contained in the oil, known as sweetness. 
U.S. crude oil re� neries, most of which were constructed 
before 1980, were set up to largely re� ne heavy sour crude 
grades imported from countries such as Mexico and Canada 
and from the Middle East. Much of the new crude oil 

FIGURE 9
U.S. CRUDE OIL EXPORT DESTINATIONS, CALENDAR YEAR 2017
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FIGURE 8
U.S. CRUDE OIL EXPORTS, JANUARY 2008 TO DECEMBER 2017
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produced in areas such as the Permian Basin and Eagle Ford 
is relatively much lighter and sweeter; therefore, U.S. 
re� neries are limited regarding how much of this new crude 
they can process. If not for re� neries in Europe, Asia, and 
Latin America that can process the light sweet crude grades, 
U.S. producers would have no domestic demand for a 
portion of their crude oil and therefore are incentivized to 
export, regardless of the Brent…WTI price spread.

Finally, lack of infrastructure presents a headwind that will 
constrain U.S. export growth for the short term. Because of 
depth and width constraints, no U.S. onshore ports can load 
the largest crude oil tankers known as very large crude carriers 
(VLCC). VLCCs are tankers with capacity of approximately 
2.0 million barrels. Economies of scale lower the per-barrel 
shipping cost as the capacity of a tanker increases, so exporters 
and importers would prefer shipping on a VLCC rather than 
smaller tanker classes such as the Aframax (750.0 thousand 
barrel capacity) or Suezmax (1.0 million barrel capacity). A 
temporary solution involves a process known as reverse 
lightering, wherein a VLCC is loaded partially at an onshore 
port, driven to deep water o� shore, and loaded fully with 
ship-to-ship transfers from smaller vessels. Although reverse 
lightering can fully load a VLCC, the process is not ideal 
because ship-to-ship transfers are more expensive than fully 
loading the ship at port. Long-term solutions to this 
infrastructure constraint include: (1) dredging waterways 
such as the Houston Ship Channel or the Corpus Christi 
Ship Channel to increase their depth; (2) modifying the lone 
U.S. o� shore deep-water crude oil import terminal, located 
18.0 miles o�  the coast of Port Fourchon, Louisiana, to send 
out exports; or (3) building new o� shore deep-water crude 
oil export terminals. � e pace at which one or more of these 
options are undertaken will have a great e� ect on the export 
of crude oil from Texas producers. 
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PROMOTE USE OF THE FEDERAL COMMUNITY ELIGIBILITY 
PROVISION FOR SCHOOL MEALS

during school year 2018…19. � ese districts include 
2,013 individually eligible schools with a total 
enrollment of approximately 1.1 million students. 
Approximately 29 of these school districts and 525 
of these schools could have served every meal free to 
all enrolled students and received the highest rate of 
federal reimbursement if they chose to participate in 
the program.

 �• By eliminating the collection of school meal 
applications, Community Eligibility Provision 
participation a� ects certain school district funding 
streams that traditionally are calculated using 
data from the applications, including the State 
Compensatory Education allotment. Greater 
participation in the program is expected to increase 
these allotments to participating school districts and, 
therefore, increase costs to the Foundation School 
Program.

CONCERNS
 �• Eligible school districts that have chosen not to 
participate in the Community Eligibility Provision 
program may not have enough information or may 
have inaccurate perceptions about the program 
requirements.

 �• Misconceptions about rami� cations of the 
Community Eligibility Provision, especially how 
participation may a� ect other state and federal 
funding streams to school districts, is a source of 
confusion and apprehension to some eligible school 
districts that are not participating in the program.

OPTION
 �• Option 1: Include a rider in the 2020…21 General 
Appropriations Bill to direct the regional Education 
Service Centers to conduct outreach to eligible 
school districts that are not participating in the 
Community Eligibility Provision program. Outreach 
could be targeted to school districts whose federal 
reimbursement would increase the most from 
participating in the program.

�  e National School Lunch Program and School Breakfast 
Program provide meals to students in participating public 
and nonpro� t private schools across the U.S. Meals are 
served to students free, at reduced cost, or at full cost, 
depending on the student•s eligibility status.

�  e Community Eligibility Provision is a federal program 
that authorizes certain schools to serve meals free to all 
enrolled students, regardless of their eligibility status. � e 
program o� ers a number of bene� ts for students and schools, 
including that it may increase students• access to school 
meals and improve student nutrition. In addition, the 
Community Eligibility Provision may increase federal 
reimbursement for school meal programs, conserve school 
resources, and eliminate unpaid meal charges.

Although many Texas school districts are implementing the 
Community Eligibility Provision at their eligible schools, 
others have not applied for the program. One of the reasons 
that eligible school districts, including charter schools, may 
not be participating is lack of awareness or confusion about 
the program. � e state•s 20 regional Education Service 
Centers provide services to school districts, including services 
related to food and nutrition. Requiring the Education 
Service Centers to conduct outreach to eligible school 
districts that are not participating in the Community 
Eligibility Provision program could increase participation. 
Outreach could be targeted to school districts whose federal 
reimbursement would increase the most from participating 
in the program.

FACTS AND FINDINGS
 �• According to data from the Texas Department of 
Agriculture, approximately 323 school districts are 
implementing the Community Eligibility Provision 
program at one or more schools during school year 
2018…19. � ese districts include 2,694 participating 
schools. Participating in the program authorizes these 
schools to serve school meals to the approximately 
1.6 million enrolled students at no cost to students 
for the school year.

 �• Approximately 493 school districts were eligible to 
elect the Community Eligibility Provision program 
for one or more schools but chose not to participate 
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DISCUSSION
Established in 1946 by the Richard B. Russell National 
School Lunch Act, the National School Lunch Program 
(NSLP) provides low-cost or free lunches to children in 
public and nonpro� t private schools and residential childcare 
institutions across the U.S. During 2016, 30.4 million 
children participated in the program. � e School Breakfast 
Program (SBP), which operates in a similar manner as NSLP, 
became a national program in 1975. In 2016, the program 
served 14.6 million children.

NSLP and SBP bene� t students by providing access to meals 
in school. Research shows that inadequate nutrition can 
negatively a� ect a student•s health and educational outcomes. 
NSLP and SBP have demonstrated success in decreasing 
food insecurity and improving diet quality and health status, 
including obesity reduction. In addition, participating in 
SBP has shown to have educational bene� ts for students such 
as improved attendance, behavior, academic performance, 
and academic achievement as well as decreased tardiness.

Schools that participate in NSLP and SBP o� er nutritious 
meals to all students free, at reduced cost, or at full cost, 
depending on the student•s eligibility status. Eligibility is 
determined through an application process or by using data 
from another means-tested program, known as direct 
certi� cation.

Students may receive meals for free if they participate in 
certain federal and state programs. � is quali� cation is 
known as categorical eligibility. Figure 1 shows the programs 
that meet this requirement.

Students also may receive free meals if they meet income 
eligibility requirements. Income eligibility for free meals is at 
or less than 130 percent of the Federal Poverty Level (FPL), 
which is $21,398 for a family of two in 2018. Students in 
families with income at or less than 185 percent of FPL 
($30,451 for a family of two in 2018) can purchase meals at 
a reduced cost, which amounts to no more than $0.40 for 
lunch and $0.30 for breakfast. Other students may purchase 
meals at the price established by the school district and in 
accordance with the paid lunch equity requirements in 
federal statute.

School districts, which include public school districts and 
charter schools, must track which students receive school 
meals and whether those students qualify for free, reduced-
cost, or full-cost meals to receive federal reimbursement by 
the U.S. Department of Agriculture (USDA). In Texas, 

USDA reimbursement funds are received by the Texas 
Education Agency (TEA) and disbursed to public school 
districts and charter schools. School districts are reimbursed 
di� erent amounts based on the number of meals served free, 
at reduced cost, or at full cost. Meals served free receive the 
highest reimbursement amount, known as the federal free 
rate, and meals served at full cost receive the lowest 
reimbursement amount, known as the federal paid rate. For 
instance, among lunches served in the contiguous states 
during school year 2018…19, the USDA reimbursed a 
maximum of $3.54 per lunch served free and a maximum of 
$0.45 per lunch served at full cost.

COMMUNITY ELIGIBILITY PROVISION
Authorized by the Healthy, Hunger-free Kids Act of 2010, 
the Community Eligibility Provision (CEP) is a federal 
program that authorizes schools located in high-poverty-level 
areas to serve breakfast and lunch free to all enrolled students, 
regardless of their eligibility status.

Schools participating in CEP do not collect school meal 
applications. Instead, every student may receive a free meal if 
they attend a school or district in which at least 40.0 percent 
of enrolled students are certi� ed for free school meals through 
direct certi� cation. � ese students are known as identi� ed 
students. A school or school district•s percentage of enrolled 
students that are certi� ed for free school meals is referred to 
as its identi� ed student percentage (ISP).

Each school is reimbursed using claiming percentages based 
on its ISP. � e ISP multiplied by a factor of 1.6 equals the 
percentage of total meals served that are reimbursed at the 
federal free rate, known as the Free Claiming Percentage. � e 
remaining percentage of total meals served is reimbursed at 

FIGURE 1
FEDERAL AND STATE PROGRAMS THAT QUALIFY 
PARTICIPATING STUDENTS FOR CATEGORICAL ELIGIBILITY
SCHOOL YEAR 2018–19
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the federal paid rate. A school or school district with an ISP 
of 62.5 percent or greater is reimbursed for all meals at the 
federal free rate. Although CEP claiming percentages can 
remain in e� ect for up to four years, schools and districts 
may reestablish claiming percentages annually if their ISP 
increases.

School districts decide whether to adopt CEP and, if so, for 
which eligible schools. Districts may implement CEP for an 
individual school, group of schools, or districtwide. A school 
that is not eligible to participate in CEP based on its ISP can 
become eligible after being grouped with one or more schools 
with higher ISPs within the same district. Di� erent grouping 
options may maximize CEP claiming percentages.

School districts that participate in CEP may withdraw 
participating schools from the program at any time.

BENEFITS OF THE COMMUNITY ELIGIBILITY PROVISION
Schools that adopt CEP can increase students• access to 
school meals. Research from USDA•s Food and Nutrition 
Service indicates that schools participating in CEP have 
increased participation in school meal programs. Considering 
that increased participation in school meal programs 
improves student nutrition, participation can a� ect a 
student•s health and educational outcomes positively.

CEP enables all students to receive meals at no cost, which 
may bene� t students who would prefer not to be identi� ed as 
someone in need of assistance. Some students who are not 
able to receive free meals may have di�  culty paying for them. 
�  is group includes those who are eligible for free or reduced-
price meals but are not certi� ed yet and those who pay the 
reduced price or full price of meals. When students do not 
have su�  cient funds to pay for a meal, schools may allow 
students to charge the meal or provide these students with 
alternative meals. Such students may experience feelings of 
embarrassment or stigmatization as peers and sta�  become 
aware of their di�  culty paying for meals.

Schools also bene� t from adopting CEP through receiving 
greater federal reimbursement for school meal programs. 
Factors that may increase federal reimbursement include the 
school or district•s ISP; whether the school quali� es for a 
higher reimbursement rate because of its percentage of meals 
served free or at reduced price or for meeting a performance 
benchmark; its level of student participation in the school 
meal programs; and anticipated participation increase due to 
adopting CEP.

Participation in CEP also may conserve school resources and 
enable more of them to be used for instruction and 
administrative functions. For instance, by eliminating the 
need for eligibility determinations for meals, CEP may result 
in cost savings for school administrators. Cost savings could 
include fewer sta�  hours required to determine student 
eligibility, lower printing costs, and a decrease in other costs 
associated with processing applications.

Moreover, school resources may be conserved because CEP 
simpli� es the meal counting process and may increase 
e�  ciency in the serving line. � is e�  ciency could decrease 
administrative burdens on cafeteria sta� , enabling them to 
focus on preparing and serving meals. In addition, as CEP 
increases participation in school meal programs, these 
programs may achieve economies of scale regarding food and 
labor costs.

Additionally, schools that participate in CEP do not incur 
unpaid meal charges because they do not collect funds from 
students for meals served. Schools commonly have a 
signi� cant amount of delinquent school meal debt, which 
they must absorb if they are unsuccessful in collecting it. � is 
amount varies across school districts based on factors such as 
student enrollment, the number of students who qualify for 
free meals, and a school district•s policy on students charging 
meals or providing students with alternative meals. 
Contacting families to request payment of unpaid charges or 
to encourage submission of an application for free or 
reduced-price meals is time-consuming and a� ects sta�  
ability to perform other duties.

ADOPTION OF THE COMMUNITY ELIGIBILITY 
PROVISION IN TEXAS
According to data from the Texas Department of Agriculture 
(TDA), 816 school districts were eligible to elect CEP for 
one or more schools for school year 2018…19. � ese 816 
school districts include 4,925 individual schools that were 
eligible to participate in CEP. An unknown additional 
number of schools also could be eligible if grouped with one 
or more other schools within the same district. Approximately 
648 school districts were eligible to implement CEP 
districtwide.

Figure 2 shows Texas public school districts that were eligible 
to elect CEP for one or more schools according to their 
districtwide ISPs. A school district participating in CEP with 
an ISP of 62.5 percent or greater is reimbursed for all meals 
served across the district at the federal free rate; in comparison, 
a school district with an ISP of less than 40.0 percent is not 


















































































































































































































































































































































































































































































































































































