
 
 
Tennessee’s Budget  
 
Issue 
The COVID-19 pandemic has brought much of the world’s economy to a standstill. State revenues were 
significantly impacted and the primary focus during the legislative session of the General Assembly and the 
governor’s administration was to respond to the COVID-19 pandemic and time-sensitive and budget related 
items. Looking forward, the General Assembly and the governor’s administration have expressed the plan will 
take many years for the state’s budget to fully recover from the COVID-19 pandemic and resulting economic 
turmoil.  
 
Background 
This year began with the state’s economy in a major growth period. At that time, projections for the state 
budget showed a significant surplus for Fiscal Year 2019-2020 (FY19-20) and a projected 3.7% growth in the 
governor’s proposed budget for Fiscal Year 2020-2021 (FY20-21).  This followed eight out of nine years of 
state budget surpluses. A surplus occurs when Tennessee has either collected more or spent less money at 
the end of a fiscal year than lawmakers approved in the budget based off projections. The recent surpluses 
represent the conservative budgeting process the state has used going back multiple governor’s 
administrations and partisan makeup of the General Assembly.  
 
Everything changed on March 5 when the first case of COVID-19 was reported in Tennessee. At that point, the 
General Assembly was at the apex of the session as most committees were working through their final 
calendars. By the end of the following week, the legislature announced the public could not join their 
proceedings in person. They planned to recess to allow time to better understand the implications of the 
pandemic and all legislative focus would be spent on passing a budget in the event the legislature could not 
come back before the end of the fiscal year (June 30). Between March 16 and 19, the General Assembly 
worked in coordination with the governor’s administration to revisit the current budget (FY19-20) and pass a 
budget for next year (FY20-21). The General Assembly recessed on March 19 and set a date to return on June 
1. During that time, the COVID-19 pandemic brought much of the world’s economy to a standstill. After working 
on several issues and passing a revised budget for FY20-21, the 111th General Assembly adjourned sine die 
on June 19. 
 
The $39.5 billion budget for FY20-21 is about $1 billion less than Governor Lee’s proposed budget in February. 
The administration is expecting a $500 million revenue shortfall in the current fiscal year (FY19-20) and a loss 
of $1 billion in FY 20-21. During budget presentations, Finance and Administration Commissioner Butch Eley 
discussed how the administration planned to take a long-term approach to the current fiscal crisis by resolving 
the budgetary issues over a three-year period. The administration has asked every state department to 
prepare a plan to cut 12% of their budget for Fiscal Year 2021-2022 (FY21-22), which will be discussed in the 
112th General Assembly in 2021.  
 
The $500 million shortfall expected for FY19-20 is being offset by a mix of non-recurring revenues and 
program savings. Non-recurring revenues include $600 million in reserves and $151 million in other non-tax 
revenues mainly from interest earned on the state’s various invested dollars. The administration also expects 
to spend about $250 million less in FY19-20 than previously projected by recent measures including a hiring 
freeze, no state travel, and limited equipment purchases.  
 
Items typically of interest for Farm Bureau are funding for the Department of Agriculture (TDA) and the 
University of Tennessee Institute of Agriculture (UTIA). Neither of these had any drop in recurring expenses for 



FY20-21, though both had items cut from the non-recurring expenses and on capital maintenance projects. 
The employees for these departments will not have a salary increase. The budget does not increase state 
funds for pay raises for teachers, state employees, or legislators. Agriculture Enhancement is fully funded at 
$21 million for FY20-21. However, a provision in the budget bill may allow the funds to be allocated for other 
items if deemed necessary.  Farm Bureau will be in communication with TDA and UTIA as they develop a 
strategy to cut 12% from their budget in FY21-22.  
 
The General Assembly also passed legislation requiring all online retailers and marketplace facilitators with 
sales of $100,000 or more in Tennessee to collect and remit sales tax. The legislature chose to continue with 
the plan to eliminate the Hall Income Tax. The budget cuts $15 million in base funding cuts for new economic 
development grants, including the Broadband Accessibility program, leaving $15 million for the program in 
FY20-21. The budget also cuts $42 million associated with education savings accounts (ESA) for the year in 
response to recent court decisions that effectively delay implementation of the program for at least one year. 
The budget creates a $50 million state employee buyout program which is expected to eventually result in $65 
million in savings. Additionally, the budget eliminates vacant state positions which is expected to save $20 
million. 
 
An initiative from members of the House was to add additional dollars for sales tax-free weekends bringing the 
total set aside for the event up to $25 million. The budget adds $15 million, from the current $10 million, for two 
tax-free weekends (adding a weekend) to be the final weekend of July and first weekend of August. The sales 
tax-free weekends historically include clothing and items associated with children’s needs for the return to 
school but will also now provide a sales tax break on food and drinks from restaurants. 
 
An important item in the budget is a $210.5 million allocation to county and city governments based on 
populations. Most of this funding has been in the governor's budget proposal since early in session but was 
initially planned to be designated for specific projects; however, the final proposal allows local governments to 
use the money at their discretion including filling budget shortfalls caused by the COVID-19 pandemic. Farm 
Bureau believes this can allow local governments to weather the fiscal storm for the coming year and hopefully 
prevent a property tax increase. It is always important for county Farm Bureaus to be vigilant of county budget 
proposals.  
 
The state of Tennessee received $2.4 billion from the federal Coronavirus Relief Fund developed from the 
Coronavirus Aid, Relief, and Economic Security Act (CARES Act) passed by Congress. The state can only use 
these dollars for COVID-19 response. The governor plans to use $400 million from the Coronavirus Relief 
Fund in FY19-20 to backfill the state’s unemployment trust fund in considering historically high unemployment 
compensation claims. Another $200 million from the Coronavirus Relief Fund will be distributed to as many as 
28,000 small businesses who have seen a significant drop in sales. The administration is developing a plan to 
use the remaining $1.2 billion from the Coronavirus Relief Fund. 
 
The budget implementation bill gives the administration authority to access certain reserve funds as needed. 
While developing the budget implementation bill in June, two line-items were of concern to Farm Bureau. 
These items were resolved in the process before final passage. A provision in an amendment to the bill would 
have allowed for the state to access the cotton boll weevil eradication fund and the beef promotion board’s 
reserve fund, along with numerous other state reserve funds. Farm Bureau believes that listing these two items 
was merely a mistake as the legislation was quickly drafted and the writers may not have understood these 
reserve dollars are farmer dollars and not tax dollars from the general fund.  Farm Bureau worked with leaders 
in the House, Senate, and the administration to ensure these dollars could not be used in the budget for any 
other purpose than the original intent.  
 
The state budget is divided into separate funds that go to pay different items and the revenue comes from 
different places. The General Fund, as aptly named, generally pays for the overall workings of the state and 
the taxes/fees that go into the General Fund are mostly sales and use tax (37.9% of the Fund), taxes on 



businesses including Franchise and Excise Tax (28.3%), Commerce and Insurance fees (10.9%), other fees 
applied by the different departments (12.6%), along with other taxes. The Education Fund’s revenue comes 
from a portion of the sales and use tax (94.9% of the Fund), the tobacco tax (4%), and mixed drink tax (1.1%). 
The Highway Fund’s revenue mostly comes from gasoline (45.9% of the Fund), diesel (19.6%), and vehicle 
registration (28.1%) taxes. The state also performs the duty of collecting some of the tax dollars due to local 
governments, such as the local portion of the sales and use tax and gasoline tax. In the state budget about half 
of the funding comes from state tax revenue while just under 40% comes from federal funds, the remaining is 
made up of revenue of current services for which the state performs and charges. 
 
As the world recovers from the COVID-19 pandemic, Farm Bureau will remain vigilant on actions taken by the 
local, state, and federal governments.  
 
Questions 
1. What should be Farm Bureau’s priorities in the coming years pertaining to the state’s budget? 
2. Should farmer dollars that go to the cotton boll weevil eradication fund and the beef promotion board’s 

reserve fund be completely separated from state’s budget process? 
3. What are issues of concern for farmers in your community pertaining to the state’s budget? 
 
TFBF Policy  
 
State and Local Taxes (Partial) 
The Tennessee Legislature has a responsibility to adequately fund education, law enforcement and other 
primary roles of state government. For these services, all citizens should be responsible for paying some direct 
taxes to support government. The tax system funding these programs should be structured to ensure it 
contributes to maximum efficiency and economy in government. 
 
More efficient government is often the result of lower spending capabilities during downturns in the economy. 
This situation forces government to prioritize spending. In turn, unnecessary programs and projects go by the 
wayside. 
 
True tax reform should be revenue neutral. Increased funding for state government should be a separate 
legislative action that clearly indicates the changing spending priorities. 
 
Historically, Tennessee has benefited from good financial management. It is crucial that revenue projections be 
based on realistic numbers that lead to sound decisions as to allow the bond ratings to remain at strong levels.  
 
The executive and legislative branches should assure the state is operating at top efficiency before any tax 
increases are implemented. The judicial branch should also be cognizant of cost. 
 
A major challenge for state government is finding budget balancing strategies without allowing state 
expenditures, especially healthcare and education, to consume all new revenue growth. While taxpayers are 
more likely to favor reductions in expenditures, caution should be exercised not to damage any essential state 
programs. 
 
(continued)  
 
Since we cannot foresee all of the various combinations of taxes in an effort to reform our tax structure, the 
Tennessee Farm Bureau Federation’s Board of Directors should analyze the economic impact to Tennessee 
farmers of any proposal. The Board should adopt the position with the best long-term economic interest of 
Tennessee farmers. 
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