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Overview of the
Governor’'s Budget Recommendations
for 2004-06

The Governor’s budget recommendations for 2004-06 are intended to
address a projected budget shortfall for the next biennium. Although the budget
is based on an improved economic outlook for the next two fiscal years, general
fund revenues are expected to be insufficient to fully cover current appropriation
levels and the increased costs of high priority commitments such as Medicaid
and the state share of the Standards of Quality in public education.

To address the budget shortfall and to fund selected contingent
appropriations, the Governor proposes a tax package that generates $1,184.4
million in additional revenue over the next biennium. The budget also includes
budget savings of about $702.5 million.

The proposed budget includes general fund appropriations of $27,026.2
million for the biennium, an increase of 9.6 percent above the adjusted base
budget, driven largely by an average annual increase of 7.9 percent for Medicaid
and a 9 percent biennial increase in direct aid to public education. Additional
general fund spending totals $3,065.8 million, offset in part with savings of about
$702.5 million, resulting in net new GF spending of $2,363.3 million.

About $883.9 million of the additional $2,363.3 million in net spending is
identified as contingent upon passage of the Governor’s tax proposal. Another
$292.3 million in revenue from a proposed cigarette tax increase is included as
special funds in the proposed Virginia Health Care Fund to address inflation and
utilization in Medicaid, an amount that otherwise would have been required
from general funds.

Revenues

The Governor’s proposed 2004-06 budget includes $27.0 billion in general
fund resources available for appropriation, based on growth rates of 6.9 percent
for FY 2005 and 6.8 percent for FY 2006. These growth rates assume passage of
the Governor’s tax proposal.



General Fund Resources Available for
Appropriation
(2004-06 biennium, $ in millions)

Beginning Balance $358.4
Adjustments to Balance (1.0)
Revenue Estimate* 25,6319
Lottery Proceeds 797.0
Transfers 249.5
Total GF Resources $27,035.8

*Assumes passage of Governor’s tax proposal.

HB/SB 30 includes $358.4 million as a projected unspent balance at the
end of the 2002-04 biennium. This balance results primarily from the ripple
effect of a $55.2 million revenue surplus in FY 2003; continued strengthening of
the economy in FY 2004; Tax Amnesty collections of $44.7 million above the
estimate; and $240.7 million in flexible grants that Virginia received under the
Federal Jobs and Growth Tax Relief Act of 2003.

The underlying economic forecast, without the Governor’s tax proposal,
assumes general fund tax revenues will grow 5.3 percent in FY 2005 and 5.1
percent in FY 2006. The forecast assumes that major economic variables affecting
the forecast -- jobs, personal income, and wage/salary growth -- will return to
trend levels achieved prior to the technology-driven stock market bubble and
will meet or slightly exceed projected national growth rates.

As a result of the inclusion of the Governor’s tax proposal, the 2004-06
budget reflects general fund tax revenue growth of 6.9 percent in FY 2005 and 6.8
percent in FY 2006. In total, general fund tax revenues of $25,631.9 million are
assumed. These amounts do not include approximately $587.0 million that the
Governor proposes to direct to a new Virginia Health Care Fund. The fund
would be comprised of revenues from the proposed increase in the cigarette tax
of $292.3 million, as well as revenues of $162.9 million from Medicaid recoveries,
$101.6 million representing the state 40 percent share of the Tobacco Master
Settlement Agreement, and $30.2 million in current cigarette tax revenues.

As noted, revenues included in HB/SB 30 assume the passage of the
Governor’s tax proposal. The package includes policy changes for the sales tax,



individual income tax, estate tax, and cigarette taxes. The revenue generated by
the package is estimated to be $1.2 billion for the 2004-06 biennium. Details of
the tax proposal are provided in the Resources section of this document.

The general fund revenue estimate also includes the collection of $52.6
million each year resulting from the end of the current Tax Public/Private
Partnership contract with American Management Systems (AMS).

Finally, the general fund forecast contains approximately $1.0 billion in
transfers. Of this amount, $797.0 million represents the transfer of lottery profits
estimated at $395.0 million in FY 2005 and $402.0 million in FY 2006. Other
customary transfers include ABC profits of $24.9 million for the biennium, with
an additional $48.2 million per year of ABC profits and $9.9 million per year of
wine tax profits going to the Department of Mental Health, Mental Retardation
and Substance Abuse Services for substance abuse programs.

The majority of NGF transfers required in the 2002-04 budget to help
offset the revenue shortfall has been discontinued in HB/SB 30. A targeted NGF
reduction of $30.0 million for the biennium, derived from a number of agencies,
is included in transfer actions, with contingent language indicating that the
amount will be increased to $52.0 million if the Governor’s tax proposal is not
enacted.

Proposed Spending Increases

The budget as introduced proposes net new spending of $2,363.3 million GF
above the adjusted base budget for the next biennium. Of this amount, about
$883.9 million in general fund spending is contingent upon passage of the
Governor’s proposed tax package. Additional spending of $292.3 million will be
offset by a proposed increase in cigarette tax revenue that will be deposited into
the Virginia Health Care Fund, a fund dedicated solely for health care costs.

Proposed spending items include:

. Net spending of $728.9 million GF for the cost of the state share of the
Standards of Quality for public schools, including adjusted benefit
contribution rates, updates to related categorical and incentive programs,
updates to the composite index, deduction of locally-generated and

federal revenues from SOQ costs, and deduction of technology costs from
the SOQ.

) $707.8 million to fund the increased cost of Medicaid utilization and
inflation, paid for with $120.8 million in additional general funds and
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$587.0 million in special funds from the proposed Virginia Health Care
Fund.

$105.3 million GF for a proposed three percent salary increase for state
employees, teachers, faculty, and state-supported local employees
effective late 2005. State classified employees who attain a rating of
“extraordinary contributor” will receive an additional one percent base
adjustment.

$103.4 million GF to maintain car tax relief at 70 percent, plus $156.6
million GF, contingent on the passage of the Governor’s tax proposal, to
increase reimbursements to localities for car tax relief to 77.5 percent in CY
2005 and to 85 percent in CY 2006.

$87.0 million GF for deposit to the Rainy Day Fund in FY 2006.

$82.6 million GF for debt service on previously authorized capital projects,
for proposed new projects, and for the acquisition of equipment.

$66.0 million GF to fund increased health insurance premiums for state
employees.

$62.8 million GF to fund deferred maintenance and critical emergency
projects at state facilities.

$46.8 million GF to fund the increased cost of serving special needs
children under the Comprehensive Services Act.



Spending Increases

Proposed in HB/SB 30, as Introduced
(Biennial GF, $ in millions)

Public Education

Direct Aid
Changes to SOQ Funding - Technical
Update benefit contribution rates for SOQ related positions - Technical
Adjust sales tax revenues for public education - Technical
Update for a change in the composite index - Technical
Update costs of incentive-based programs - Technical
Update costs of categorical programs - Technical
Board of Education revision to SOQ remediation program
Increase funding for English as a Second Language (Contingent)
Implement No Child Left Behind (NCLB) Act
Fund Northern Virginia cost of competing (Contingent)
Fund Project Graduation
Increase funding for the At-Risk Four-Year-Old program (Contingent)
Institute "no-loss" provision

Dept. of Education
Maintain current Standards of Learning (SOL) testing
Implement statewide student information system
Continue Standards of Learning (SOL) technology initiative
New positions to support implementation of NCLB
National Board Certification bonuses program

Human Resources

Dept. of Medical Assistance Services
Medicaid utilization and inflation (does not include $587.0 million
from the Virginia Health Care Fund)

Low-income children (FAMIS Plus) caseload growth
FAMIS caseload growth
Unrealized revenue maximization savings
Increase nursing facility reimbursement (Contingent)
Increase hospital inpatient reimbursement (Contingent)
Involuntary mental commitments (also see Judicial)
Dept. of Mental Health, Mental Retardation & Substance Abuse Services
MH facility revenue shortfall
MH discharge assistance funds (Contingent)
Add 160 MR waiver slots (Contingent)
Additional MH Assertive Community Treatment teams (Contingent)

$839.4
168.0
66.2
53.5
52.5
30.4
41.1
19.7
9.5
7.1
5.6
45
3.7

$6.3
44
3.7
2.0
1.5

$120.8
16.5
14.8
13.8
9.7

9.1

3.1

$29.6
9.0
6.7
4.6
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Spending Increases
Proposed in HB/SB 30, as Introduced

(Biennial GF, $ in millions)

Community MH services for non-mandated children & adolescents

(Contingent) $4.0
Increase purchase of inpatient treatment beds in community hospitals
(Contingent) 2.0
Dept. of Social Services
Restore general funds for TANF maintenance of effort $20.7
Mandatory adoption subsidy payments 14.1
Mandatory IV-E foster care payments 114
Expand child care services for low-income families 6.6
EBT cost increase for food stamps 1.8
Comprehensive Services Act (CSA)
Increased cost of mandatory services $46.8
Center for Behavioral Rehabilitation
Staffing at Virginia Center for Behavioral Rehabilitation $9.1

Higher Education/Other Education

SCHEV
Increase Tuition Assistance Grants (TAG) (Contingent) $4.5
Expand the Virtual Library of Virginia (VIVA) (Contingent) 29
Fund tuition waivers for military dependents (Contingent) 2.0

Colleges & Universities
Provide base adequacy funding (Contingent) $35.5
Fund enrollment growth (Contingent) 35.1
Instruction/research supplement (Contingent) 11.5
Provide additional student financial aid 9.1
Fund operations of Northern Va. CC-Medical Education Campus 7.0
Fund operation & maintenance of new facilities 4.6
Fund Institute for Advanced Learning and Research (Contingent) 3.0
Fund program enhancements at NSU and VSU 2.7
Fund advanced communications network (Contingent) 24
Fund high-value crops initiatives (Contingent) 14
Support VSU Extension 14
UVA health insurance premiums 1.2

Jamestown-Yorktown Foundation
Operation and maintenance of new facilities $2.2

General Government
Car Tax
Continue personal property tax relief at 70 percent $103.4




Spending Increases
Proposed in HB/SB 30, as Introduced

(Biennial GF, $ in millions)

Provide additional personal property tax relief (Contingent)
Rainy Day Fund
FY 2006 deposit to the Revenue Stabilization Fund
Employee Compensation
Fund Dec. 1, 2005 salary increase for public school teachers (Contingent)
Fund Nov. 25, 2005 salary increase for state employees (Contingent)
Fund Dec. 1, 2005 salary increase for state-supported local employees
(Contingent)
Fund Nov. 25, 2005 salary increase for higher education faculty
(Contingent)
Fund increased health benefit premiums for state employees
Provide funding for state employee sickness and disability program
contributions
Net cost to provide for a pooled retirement contribution rate for state
employees and public school teachers (Contingent):
Increased cost for state employees - $58.2 million
Savings to SOQ - $52.4 million
Other
Provide funding for semiconductor manufacturing performance
grant programs
Increase Governor's Development Opportunity Fund
Taxation
Fund partnership project continuation costs
Implement Governor’s tax proposal
Debt Service
Adjust funding for debt service
Provide debt service for STARS communications system (Contingent)
Provide debt service funding for new projects
Provide debt service funding for higher education equipment
Virginia Information Technologies Agency (VITA)
Support start-up costs for VITA consolidation
Eliminate duplication of electronic mail systems
Add VITA start-up equipment out-year costs
General Services
Fund increases in state agency rent plan
Board of Elections
Rebase compensation for general registrars and local electoral board
members salaries
Compensation Board
Provide funding for per diem payments to local and regional jails

156.6

$87.0

$50.9
$30.0

12.4

12.0
66.0

17.3

5.8

$13.4
3.0

$22.3
5.3

$50.5
11.6
9.1
11.4
$4.8
1.9
1.0

$1.9

$2.0

$15.1
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Spending Increases
Proposed in HB/SB 30, as Introduced

(Biennial GF, $ in millions)

Provide funding to jails to support additional deputy positions needed
due to jail overcrowding

Expand the jail contract bed program

Fund shortfall in annualization cost of December 2003 salary regrade

Provide one law enforcement deputy per 1,500 in local population
Department of Accounts

Adjust appropriation for aid to localities program

Provide funding for Line of Duty Act payments

Provide funding for school system efficiency reviews

Judicial
Increase funds for criminal indigent defense (also see DMAS)

Public Safety
Dept. of Corrections
Replace out-of-state inmate revenue
Increase funding for inmate medical costs
Re-open Nottoway Work Center
Expand use of temporary prison beds
Community Corrections
Expand transitional substance abuse treatment program
Replace grant funding for transitional treatment program
Replace federal grant funding for substance abuse services
Criminal Justice Services
Increase funding for the H.B. 599 program (Contingent)
Juvenile Justice
Increase funding to support the increase in direct costs per ward
Fund state share of Va. Beach detention center operating costs
Provide additional funding for security positions for juvenile
correctional centers (Contingent)
State Police

Additional funding for the sworn officers retention pay plan (Contingent)

Fund sworn officers retention pay plan
Continue the Statewide Agencies Radio System (STARS) project
(Contingent)
Dept. of Fire Programs
Provide general fund match for federally funded Staffing for Adequate
Firefighters and Emergency Response (SAFER) grant program

10.3

3.8
3.3
23
1.5

$6.0
5.6
5.7

$14.8

$35.0
18.0
6.1
2.6

$2.8
24
1.9
$35.6

$4.3
4.0

2.7

$2.9
2.1

5.0

$1.3




Spending Increases
Proposed in HB/SB 30, as Introduced
(Biennial GF, $ in millions)

Economic Development

Economic Development Partnership

Provide funding to market distressed areas (Contingent)

Provide funding for the Virginia Commission on Military Bases
Mines & Energy

Fund Solar Photovoltaic Manufacturing Incentive Grant Program
Virginia Tourism Authority

Provide funds to promote Jamestown 2007 (Contingent)

Natural Resources

Environmental Quality
Provide funding for the Water Quality Improvement Fund deposit
Provide additional funding for water supply planning

Game & Inland Fisheries
Provide funding for agency operations (Contingent)

Conservation & Recreation
Provide funding for the Water Quality Improvement Fund

Transportation
Va. Dept. of Transportation
Provide funding from the insurance license tax (Contingent)
Provide general fund moneys for FRAN debt service

Other Operating
Subtotal, Operating
Capital Outlay
Maintenance Reserve for state agency facilities
Critical Repairs/Improvements
VSU Maintenance Reserve
NSU Maintenance Reserve

Subtotal, Capital

Total, General Fund Spending

$2.0
1.0

$1.9

$2.0

$5.8
1.0

$1.5

$1.9

$272.0
9.0

$30.3

$3,003.0

$50.0
7.5
24
29

$62.8

$3,065.8




Proposed Budget Savings

The introduced budget includes about $702.5 million in proposed general
fund budget savings.. The proposed savings are detailed below.

Savings Proposed in
HB/SB 30, as Introduced
(Biennial GF, $ in millions)

Public Education

Direct Aid
Adjust SOQ funding for alternative sources of revenue ($418.2)
Deduct technology from SOQ costs (109.7)
Use additional Literary Fund to support teacher retirement (30.8)
Revise funding formula for K-3 class size (11.9)

General Government
Central Accounts

Adjust funding for state employee retirement contributions ($27.3)

Continue the premium holiday on state employee group life (26.8)

Reduce appropriation for technology reform (5.8)
Taxation

Adjust funding for the federal debt set-off program ($1.2)
VITA

Produce operations efficiency savings ($5.0)

Implement VITA savings strategy (2.7)

Public Safety

Dept. of Corrections
Supplant general fund appropriations with Correctional Enterprise funds ($2.0)

Consolidate prison warehouse operations (1.2)
State Police
Supplant funding for med-flight operations with EMS $4-for-Life (%2.1)

Human Resources

Department of Health
Eliminate general fund support for emergency medical services ($6.4)
Supplant Office of Vital Records and Health Statistics operating
support with Vital Statistics Automation Fee (1.9)

Department of Medical Assistance
Adjust indigent health care payments to teaching hospitals ($28.0)
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Savings Proposed in
HB/SB 30, as Introduced

(Biennial GF, $ in millions)

Implement a state maximum allowable cost program for generic

prescription drugs (10.3)
Move AIDS Waiver patients into the Elderly and Disabled Waiver (2.3)
Implement a limited disease state management program (2.0)
Reduce administrative funding for a disease management contract (1.4)

Other Savings (5.3)
Total, General Fund Savings ($702.5)

A summary of significant general fund spending increases and savings
actions proposed in each major area follows.

Public Education. The proposed budget for Direct Aid to Public
Education contains a net increase of $728.9 million GF and $47.3 million NGF for
the biennium when compared to the adjusted base budget. This total reflects
new spending of $1.3 billion GF, offset by $572.4 million GF in reductions. The
total does not reflect an increase of $50.9 million GF for a three percent teacher
salary increase in the second year and a savings of $52.4 million GF by using the
“pooled” retirement rate of 6.56 percent. These items are located in the Central
Appropriations section of the budget, and are contingent upon passage of the
Governor’s tax proposal.

Recommended biennial increases for Direct Aid to Public Education
include formula-driven and technical increases of $1.2 billion GF to update the
Standards of Quality (SOQ), Incentive, and Categorical accounts for increased
enrollment, prevailing costs of education, sales tax revenues, and updated
composite index calculations; $41.1 million in additional lottery proceeds to
support the State Board of Education’s recommendation to revise the SOQ
remediation methodology; $16.6 million NGF (Literary Fund) for debt service on
technology equipment note issuances; $9.5 million GF to help school divisions
meet the requirements of the federal No Child Left Behind Act; $5.6 million GF
for programs to help high school seniors pass the Standards of Learning (SOL)
graduation requirements; and $3.7 million GF to ensure no school division
receives less funding than it received for FY 2004 in HB 29/SB 29.
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In addition, the following increases are contingent upon passage of the
Governor’s tax proposal: $19.7 million GF to enhance funding for English as a
Second Language; $7.1 million GF to fully fund the cost of competing adjustment
for Planning District 8; and $4.5 million GF to reduce the deduction of Title I
students from the funding calculation for the at-risk four-year-olds program.

In addition to the transfer of an additional $30.8 million from the Literary
Fund to cover a portion of retirement costs, the following reductions are
proposed to offset cost increases: $418.2 million GF from deducting certain
federal and locally generated revenue sources from SOQ costs; $109.7 million GF
from deducting non-personal technology costs from the SOQ; and $11.9 million
GF by changing the K-3 class size reduction calculation.

Higher Education. The introduced budget provides a net increase of
$125.9 million GF, or 4.8 percent, for higher education compared to the adjusted
base budget. The net change reflects an increase of $130.1 million GF to support
the Governor’s initiatives offset by a decrease of $4.2 million GF identified
primarily for technical adjustments.

About three-fourths of the increases earmarked for higher education in the
introduced budget are contingent upon the passage of the Governor’s tax
proposal, with the largest initiative focused on increasing institutions’ base
operating needs. The proposed budget includes $82.1 million GF over the
biennium to support three components of this initiative: 1) improving the
adequacy of base funding for institutions’ educational and general (E&G)
programs, 2) providing support for recent enrollment growth, and 3) enhancing
targeted academic and research programs at selected institutions.

Other proposed increases include: $9.1 million GF for student financial
aid; $7.0 million GF for the operation of the medical education campus of
Northern Virginia Community College; $4.5 million to increase Tuition
Assistance Grants (TAG) for in-state students attending a private college or
university in Virginia; $4.6 million GF for the operation of new facilities coming
on-line; $3.0 million GF for the Institute for Advanced Learning and Research in
Danville; $2.7 million GF for program enhancements at Virginia’s two
historically-black institutions; $2.4 million GF to provide Virginia’s research
institutions with access to advanced communications networks; $2.0 million GF
to offset the cost of tuition waivers for military dependents residing in Virginia;
and $1.2 million GF for the state share of health insurance premium increases at
the University of Virginia.

In addition, the proposed budget includes $12.0 million GF for the state
share of a three percent salary increase for faculty in FY 2006 and $11.4 million to
support the biennial debt service on $104.4 million of equipment purchases
through the Higher Education Equipment Trust Fund.
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Other Education. The proposed budget provides a net increase of $3.1
million GF for state museums and other educational entities. This net increase is
the result of $3.8 million in GF increases offset by $686,000 in GF reductions.
Although most of the proposed changes are technical in nature, the budget
includes $2.2 million GF to support the operation of new facilities at Jamestown
and $640,000 GF for grants for the arts through the Virginia Commission for the
Arts. The funding for the Commission is contingent upon the passage of the
Governor’s tax proposal.

Health and Human Resources. The proposed budget for Health and
Human Resources results in a net increase of $320.1 million GF and $1.6 billion
NGF for the biennium when compared to the adjusted base budget. About 79
percent of the funding is required to meet caseload and cost increases, comply
with federal and state mandates, and offset nongeneral fund revenue losses. In
addition, a $27.4 million GF initiative is included to address the U.S. Supreme
Court’s Olmstead decision by increasing community-based services for mentally
disabled persons.

A portion of the proposed funding for Health and Human Resources
totaling $46.2 million GF, $27.6 million NGF for Emergency Medical Services,
and $292.3 million from the Virginia Health Care Fund (representing the
proposed increase in the cigarette tax) is contingent upon revenues assumed by
the passage of the Governor’s tax proposal. Most of this contingent funding
affects the Medicaid program and the proposed initiative to address the
Olmstead decision.

Most of the added spending is for growth in mandatory Medicaid
expenses, which require the addition of $707.8 million in state funding for the
biennium. Funding to address the state’s share of projected Medicaid growth
comes largely from the Governor’s proposed Virginia Health Care Fund. The
fund would be used solely for health care services and is comprised of revenues
from the current cigarette tax, the undesignated 40 percent general fund share of
the Tobacco Master Settlement Agreement, and all prior-year Medicaid
recoveries. The introduced budget also proposes language to increase the state
cigarette tax from 2.5 cents per pack to 25 cents per pack. The $292.3 million in
increased cigarette tax revenue over the biennium would also be deposited into
the Virginia Health Care Fund. With this increased revenue, the fund is
estimated to provide $587.0 million in 2004-06 for the Medicaid program. To
fully fund the forecast need for Medicaid in 2004-06, an appropriation of $120.8
million GF is proposed in addition to revenues from the Virginia Health Care
Fund.

O-13



Caseload and cost increases in other programs account for $106.7 million
GF of the additional funding for health and human resource agencies: $46.8
million GF for at-risk youth entitled to care under the Comprehensive Services
Act (CSA); $31.3 million GF for growth in the number of low-income children
eligible for FAMIS and FAMIS-Plus, the state’s children’s health insurance
program; $25.5 million GF for children entitled to foster care and subsidized
adoptions; and $3.1 million GF for increases in the cost of involuntary mental
commitments.

The proposed budget also includes $12.3 million GF to address other
federal and state mandates: $9.1 million for the civil commitment and treatment
of violent sexual predators in a state facility; $859,000 to monitor and treat sex
offenders conditionally released by the courts into the community; $506,250 to
support workload increases in determining eligibility for Medicaid disability
services in the Department of Rehabilitative Services; and $1.8 million for
contractual costs to administer the federally mandated Electronic Benefits
Transfer System for food stamps.

The proposed $27.4 million GF Olmstead initiative includes: $9.0 million
to discharge 77 long-term mentally disabled patients from state facilities and
treat with specialized services; $6.7 million for 160 new mental retardation
waiver slots; $4.6 million to add three programs of assertive community
treatment for mentally ill adults (PACT); $4.0 million to increase community
mental health services for children with serious emotional and behavioral
disorders; $2.0 million to expand the purchase of short-term inpatient mental
health treatment beds at local community hospitals; $804,431 to add 25 slots for
the developmentally disabled waiver program; and $360,000 to add five new
Public Guardian and Conservator Programs to serve disabled adults.

About 80 percent of the budget savings in health and human resources
results from $44.5 million GF in Medicaid cost avoidance and cost containment
actions including efforts to reduce teaching hospital reliance on general funds for
indigent care ($28.0 million); implementation of a new payment system for
generic drugs ($10.3 million); and other actions.

Public Safety. The proposed budget includes a net increase of $122.3
million GF for the biennium for public safety agencies, an increase of 4.4 percent
compared to the adjusted base budget. This includes total increases of $129.3
million GF offset by total reductions of $7.0 million GF. The proposed budget
includes $35.6 million for state aid to localities with police departments
(pursuant to House Bill 599 passed in 1979). Language indicates the HB599
spending is contingent upon passage of the Governor’s tax proposal.
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The proposed budget also provides funding for the Statewide Agencies
Radio System (STARS) project, including $5.0 million GF for attorney and
consultant fees, and $11.6 million GF for debt service. A separate bill has been
proposed to provide VPBA bond financing of $159.3 million for the first phase of
the STARS project. Language indicates the spending is contingent upon passage
of the Governor’s tax proposal.

Also included for adult corrections is $34.9 million GF to terminate the
remaining contracts for housing out-of-state inmates in state correctional
facilities in order to free-up prison bed space for the growing number of state-
responsible offenders in Virginia. Other recommendations include $18.0 million
GF for inmate medical costs, $6.1 million GF to reopen Nottoway Work Center,
$2.6 million GF to add 479 additional temporary emergency beds, and $7.1
million GF for substance abuse treatment and transitional services.

For juvenile corrections, the budget includes $4.2 million GF for facility
medical costs, $4.0 million GF for the state share of start-up and operating costs
for the Virginia Beach detention center, and $2.7 million GF (contingent upon
passage of the Governor’s tax proposal) to fill vacant juvenile correctional officer
positions.

In addition, $69.0 million NGF is proposed for the Department of
Alcoholic Beverage Control to expand the number of ABC retail stores, increase
the stock of merchandise for sale, and meet other costs of doing business. Net
transfers of ABC profits are projected to increase by $7.0 million over the current
biennium.

General Government. Proposed changes to the budget for administration
agencies include: $15.1 million GF to support per diem payments to local and
regional jails; $3.8 million GF for additional staff at overcrowded local and
regional jails; $10.3 million GF for additional staff at three new or expanded local
and regional jails; $3.3 million GF to expand the Department of Corrections’
contract bed program with the local and regional jails; $2.3 million GF to offset a
shortfall in the annualization costs of the December, 2003 salary regrade for
regional jails and sheriffs” and Commonwealth’s Attorneys’ offices; and $1.5
million GF to maintain one law enforcement deputy per 1,500 local residents.
There are no significant general fund reductions.

Central Appropriations serves as a holding account for contingent funds,
unallocated cost increases and decreases, and for the car tax relief appropriation.
A total of $2.3 billion GF and $152.4 million NGF are recommended for
appropriation to Central Appropriations in the 2004-06 biennium. Major funding
items include: $105.3 GF million for three percent employee salary increases;
$66.1 million GF for the increased cost of state employee health insurance; $3.0
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million GF for the Governor’s discretionary economic development “Deal
Closing Fund”; $17.3 million GF for the increased cost of the VRS Sickness and
Disability Program; $13.4 million GF for two semiconductor performance grant
programs; and $5.4 million GF for the Statewide Agency (STARS) and forestry
radio systems.

The proposed employee salary increases include: $28.4 million GF for a
three percent salary increase for state employees on November 25, 2005; $1.7
million GF for a one percent performance increase on November 25, 2005 for
state employees rated as “Extraordinary Contributors”; $12.0 million GF for a
salary increase averaging three percent for faculty on November 25, 2005; $12.4
million GF for a three percent salary increase for state-supported local employees
on December 1, 2005; and $50.9 million GF for a three percent salary increase for
teachers on December 1, 2005. The salary increases are contingent upon passage
of the Governor’s tax proposals.

The amount recommended for the car tax relief program includes an
additional $103.4 million GF for the increased cost of continuing the
reimbursements at 70 percent. Another $156.6 million GF is recommended for
the cost of increasing the reimbursements to 77.5 percent in FY 2005 and 85
percent in FY 2006. Proposed reimbursements above 70 percent are contingent
upon passage of the Governor’s tax proposals.

Other Central Appropriations items contingent upon passage of the
Governor’s tax proposals include the pooled state employee and teacher
retirement rates, and continued development of the Statewide Agencies Radio
System (STARS).

Proposed increases for finance agencies include $87.0 million GF for
deposit into the Revenue Stabilization Fund; $82.6 million GF in additional debt
service for bonds issued by the Commonwealth; $22.3 million GF to continue
computer equipment leases needed by the Department of Taxation; $5.3 million
GF to implement the Governor’s proposed tax policy changes; $6.0 million GF in
additional transfers to local governments; $5.8 million GF in funding for school
system efficiency reviews; and $5.6 million GF in funding for Line of Duty Act
payments.

Judicial. In the Judicial branch, the introduced budget includes $14.8
million GF to cover projected expenditures through the Criminal Fund and
Involuntary Mental Commitment Fund. Another $3.1 million is included in the
Department of Medical Assistance Services for hospitalization costs associated
with involuntary mental commitments.
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Technology. The proposed biennial appropriation for Technology
agencies provides $21.7 million GF and $66.2 million NGF. The appropriation
for the Innovative Technology Authority reflects a reduction of $1.9 million GF
the first year and $3.8 million GF the second year to implement the phase-out of
general fund support for the Center for Innovative Technology by FY 2008. A
number of appropriation increases totaling $7.8 million GF are proposed for the
Virginia Information Technologies Agency (VITA) to fund additional start-up
costs. These funds would be in addition to revenue generated by the recently
approved internal service fund charges paid by agencies receiving VITA services.
No agency operational savings from the technology consolidation are anticipated
until FY 2006, at which time administration estimates project that VITA
initiatives will reduce GF and NGF costs by a total of $5.0 million.

Commerce and Trade. The proposed 2004-06 appropriation for Commerce
and Trade includes an increase of $7.7 million GF and $213.0 million NGF above
the adjusted base budget.

New funding of $1.9 million GF in FY 2005 is proposed to carry out the
commitments made under the Solar Photovoltaic Manufacturing Incentive Grant
Program. In Central Appropriations, the introduced budget includes $13.4
million GF to honor commitments made under the Semiconductor
Manufacturing Performance Grant Program. Central Appropriations also
includes $23.0 million GF for the Governor’s Development Opportunity Fund.

Proposals for the Virginia Economic Development Partnership and the
Virginia Tourism Authority address possible closings of military bases ($1.0
million GF); economic development marketing for distressed communities ($2.0
million GF); and special marketing efforts for the Jamestown 2007
commemoration ($2.0 million GF). The two marketing initiatives are contingent
upon passage of the Governor’s tax proposal.

Natural Resources. The proposed budget for natural resources provides
$584.7 million in total appropriations, increasing general funds by $15.4 million
for the biennium, or ten percent. The largest general fund increase is $7.7 million
in FY 2005 for the Water Quality Improvement Fund (WQIF). Other general
fund items include: restoration of $3.0 million for in-house technology initiatives
at various agencies; $1.5 million for game protection enforcement at the
Department of Game and Inland Fisheries (contingent upon passage of the
Governor’s tax proposal); $515,659 for dam safety inspections and repairs in the
Department of Conservation and Recreation; and $1.0 million GF for water
supply planning at the Department of Environmental Quality (DEQ).

The largest increase for the secretarial area — a $30.2 million biennial NGF
appropriation - falls under DEQ. These funds, for a new Virginia Natural and
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Historic Resources Fund, come from an existing $10 fee on recordation
transactions that are currently deposited into the general fund. The transfer of
these general funds to the new special fund is contingent upon passage of the
Governor’s tax proposal. Finally, the introduced budget includes $5.2 million
NGF to fund waste and water pollution regulatory activities. Funding for these
activities is contingent upon passage of separate legislation to increase fees.

Transportation. The proposed budget for transportation agencies
includes $427.0 million GF and $6,871.9 million NGF. Included in the
recommended GF appropriation is $130.4 million in the first year and $141.6
million in the second year, representing one-third of the projected insurance
premium tax revenues, as provided for by the Virginia Transportation Act of
2000. Accompanying language stipulates that the appropriation of the insurance
premium tax is contingent upon passage of the Governor’s tax proposal.

Also included in the proposed appropriation for the Virginia Department
of Transportation (VDOT) is $74.9 million GF for the biennium, an increase of
over $9.0 million in the current biennium. The funds will be used to continue
general fund support for the debt service costs of the Federal Revenue
Anticipation Notes (FRANs) issued to replace the $317.0 million of
transportation revenues transferred to the general fund in FY 2003.

VDOT’s proposed program-level appropriations reflect a significant
restructuring of its budgetary programs which is intended to more accurately
reflect the activities for which funding is used. There is no net change to the
department’s budget as a result of these changes.

The introduced budget also adjusts the appropriations for all
transportation agencies to reflect historic expenditure levels and revised revenue
forecasts. Substantial changes in the VDOT and DRPT revenue forecasts
reflected in the appropriations are the result of the elimination of future federal
funding for the Woodrow Wilson Bridge and the addition of appropriations to
DRPT to reflect anticipated apportionments for the Dulles Corridor Rapid
Transit project.

Independent Agencies. The proposed budget provides a net increase of
$6.9 million NGF for the biennium for independent agencies. The new spending
includes $2.6 million to support increases in the workload of the Virginia
Retirement System; $1.5 million to support the Virginia Retirement System’s
investment department’s compensation plan and to cover other increased costs
for publications, organizational memberships, and attorneys’ fees; and $569,760
to reflect the Virginia Retirement System’s continuation costs for the 2.25 percent
salary increase granted in November 2003.

O-18



funds, largely for the Maintenance Reserve program. Other capital projects
totaling $347.3 million are recommended at a variety of state agencies, to be
funded with bonds issued by the Virginia Public Building Authority (VPBA) and
the Virginia College Building Authority (VCBA). The budget also includes
bonding authority for revenue generating projects totaling $392.2 million.
Finally, the budget includes $60.0 million in Virginia Port Authority bonds for
improvements at the Norfolk International Terminal.

The Governor also proposes, through separate legislation, $273.3 million
in VPBA/VCBA bonds for higher education institutions and state agencies. In
addition, another $159.3 million in VPBA debt is proposed for the development
of the Statewide Agencies Radio System (STARS). Both of the bills are
contingent upon the passage of the Governor’s tax proposal.
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Resources

The Governor’s proposed 2004-06 budget includes $27.0 billion in general
fund resources available for appropriation. Included in the HB/SB 30 revenues
of $25,631.9 million is increased revenue from the Governor’s tax proposal and
reductions related to the proposed transfer of existing general funds to new
Health Care and Natural Resources special funds. Absent these proposed tax
features, biennial general fund revenues would total $25,056.2 million.

General Fund Resources
Available for Appropriation

(2004-06 biennium, $ in millions)

Beginning Balance $358.4
Adjustments to the Balance (1.0)
Official GF Revenue Estimate 25,631.9
Transfers 1,046.5

Additional GF Resources Available for Appropriation  $27,035.8

Available Balance

HB/SB 30 includes $358.4 million as a projected unspent balance at the
end of the 2004-06 biennium. This balance results primarily from: (1) the ripple
effect of a $55.2 million revenue surplus in FY 2003 and continued strengthening
of the economy in FY 2004; (2) Tax Amnesty collections of $44.7 million above the
estimate; and (3) the flexible grant that Virginia received under the Federal Jobs
and Growth Tax Relief Act of 2003.

Economic Projections

The underlying 2004-06 general fund revenue forecast, without the
Governor’s tax proposal, assumes economic growth rates of 5.3 percent for FY
2005 and 5.1 percent for FY 2006, resulting in projected collections of $25,056.2
million.  The forecast assumes that major economic variables affecting the
forecast -- jobs, personal income, and wage/salary growth -- will reach trend



levels achieved prior to the technology-driven stock market bubble and will meet
or slightly exceed projected national growth rates.

Economic Variables Assumed In Forecast

Percent Growth Over Prior Year
(December Forecast)

FY 2005 FY 2006
VA U.S. VA U.S.
Employment 2.4% 2.2% 2.2% 2.0%
Personal Income 5.7% 5.5% 5.7% 5.7%
Wages & Salaries 5.9% 6.0% 5.7% 5.8%

Economic Forecast of General Fund Revenues

Actual Projected Growth, No Assumption Regarding Tax Increases
(2004-06 biennium, $ in millions)

FY 2005 % Growth FY 2006 % Growth
Net Individual $7,728.1 6.8% $8,201.3 6.1%
Corporate 419.9 (1.8%) 429.6 2.3%
Sales 2597.0 5.7% 2,719.5 4.7%
Insurance 391.2 9.3% 4249 8.6%
Public Service 86.3 2.3% 89.1 3.2%
All Other 993.2 (4.5%) 976.1 (1.7%)
Total Revenues $12,215.7 5.3% $12,840.5 5.1%

Adjusted Revenue Forecast

As a result of including the Governor’s tax proposal, the 2004-06
introduced budget reflects general fund tax revenue growth of 6.9 percent in FY
2005 and 6.8 percent in FY 2006, resulting in projected revenues of $25,631.9
million. This figure is net of proposed transfers of existing revenue to the



Virginia Health Care Fund and the Natural Resources Fund, and the figure does
not include the proposed increase in the cigarette tax of $292.3 million.

Governor’s Tax Proposal

The Governor’s proposed 2004-06 budget includes assumed revenues of
$1,184.4 million that would be derived from enactment of the tax policy changes
included in the proposed tax proposal. The impact of each proposed revenue
action is detailed in the table below. All changes in tax policy are effective
January 1, 2005, unless otherwise noted.

FY 2005 FY 2006
Revenue Revenue
Governor’s Tax Proposal Impact Impact

Individual Income Tax:

Increase personal exemption from $800 to $1,000. (29.3) (56.2)

Increase standard deduction from $3,000 single and $5,000 (54.2) (104.5)
married to $4,000/$8,000.

Reduce tax rate for all filers from 5% to 3% on $2,000 of income (89.0) (171.2)
and from 5.75% to 5.0% on $3,000 of income.

Add a top bracket - increase tax rate from 5.75% to 6.25% for 96.6 195.9
taxable income over $100,000.

Raise filing threshold for filing tax returns from $5,000 single (2.3) (4.5)
and $8,000 married to $7,000/$14,000.

Conform to federal Military Family Tax Relief Act which allows (2.4) (2.0
benefits such as deduction of some travel expenses for National

Guardsmen and a capital gain exclusion for military personnel

who sell a home owned less than two years.

Means test $12,000 age deduction for persons turning 65 after

January 1, 2005; eliminate $6,000 deduction for persons aged 62- 9.2 35.0
64, for those who become 62 after January 1, 2005. (When

applying means test, reduce benefit $1 for every $2 of income

over $50,000 for single filers and $75,000 for married filers.)




FY 2005 FY 2006
Revenue Revenue
Governor’s Tax Proposal Impact Impact
Lower sales tax on food by one percent on July 1, 2004; lower by (101.2) (165.1)
additional one-half percent on July 1, 2005.
Increase sales tax on non-food items by one percent on July 1, 727.1 832.6
2004.
Eliminate requirement that vendors accelerate the remittance of (181.0)
sales tax in the month of June, effective June 2005. (One-time)
Adopt streamlined sales tax statute, without the sourcing rules
that would change where the tax is allocated, effective July 1,
2006.
Corporate Tax
Eliminate three corporate tax loopholes:

Eliminate ability to lower tax liability through payments to 34.0 22.4

subsidiaries for “intangible assets”.

Eliminate “nowhere income,” ensuring that profits on good 10.6 7.3

shipped from Virginia are taxed in Virginia, unless they are
taxed

in another state (sales throwback provision).

Require “pass-through entities” to identify owners. 2.0 6.0
Conform to recent federal tax changes, allowing companies to (11.2) (5.6)
deduct up to $100,000 in equipment purchases as business
expenses.

Estate Tax
Eliminate estate tax on (1) working farms and closely held (50.9) (63.3)

businesses (if they comprise the majority of the estate), and (2)
estates valued up to $10 million.




FY 2005 FY 2006
Revenue Revenue

Governor’s Tax Proposal Impact Impact
Cigarette Tax
Increase state cigarette tax from 2.5 cents per pack to 25 cents 146.5 145.8

per pack; cap total state/local cigarette tax at 75 cents per pack
(Expand taxing authority to counties over 3 years, beginning July 1,
2004).

Phase car tax reimbursement from 70 percent to 77.5 percent in 25.8 130.8
CY 2005 and 85 percent in CY 2006.

Net Revenue/Expenditure Impact of Proposed Tax Reform $481.6 $546.2
(Includes impact of additional car tax relief)

Note: Individual actions do not add to the total because of the interactive effect of proposed
income tax changes.

In addition to proposed revenue changes and car tax relief, the Governor’s
tax proposal includes proposed transfers of existing general funds into new
dedicated special fund accounts as follows:

FY FY
2005 2006

Fund Shifts Included in Governor’s Tax Proposal
Impact Impact

Transfer GF Revenues into New Special Funds

Move current 2.5 cents per pack cigarette tax to new Virginia Health ~ (15.1) (15.1)
Care Fund.

Move current GF share of Tobacco MSA to new Virginia Health Care  (53.7) (54.6)
Fund.




FY 2005 FY 2006
Fund Shifts Included in Governor’s Tax Proposal Impact  Impact

Move Medicaid recoveries to new Virginia Health Care Fund. (also,  (45.0) (45.0)
deposit anticipated $49.2 million from hospital overpayments for
Medicare Crossover re-pricing to Virginia Health Care Fund).

Move collections from existing $10 Deed Recording Fee from GF to (2.8) (2.8)
new Virginia Natural and Historic Resources Fund

Virginia Health Care Fund (Special Fund)

Cigarette tax (including increase of $292.3 million), Tobacco Master ~ 310.7 276.3
Settlement Agreement (40% share) and projected Medicaid

recoveries (including reimbursement for hospital overpayments for

Medicare crossover pricing).

Va. Natural Resources and Historic Resources Fund (Special Fund)

Move collections from existing $10 Deed Recording Fee from GF to 2.8 2.8
new Virginia Natural and Historic Resources Fund.

Clarify that $10 Deed Recording Fee is to apply to mortgage 12.3 12.3
refinancings as well as new recordings.

Other Changes to Revenue Estimates

Beyond the improved economics and inclusion of proposed tax policy
changes, revenue growth is buoyed somewhat by the receipt of $52.6 million
each year from the end of the current Tax Public/Private Partnership contract
with American Management Systems (AMS). Under the Partnership agreement,
which began in 1998, most of the enhanced compliance collections that were
specifically tied to Partnership efforts were used to pay the contractor for
expertise and equipment that were used to enhance collections. When the
existing contract obligation ends on June 30, 2004, enhanced collections will be
deposited to the general fund.

The revenue forecast is decreased by $2.3 million per year for reduced
payments by the Immigration & Naturalization Service for incarceration of




illegal aliens. Finally, revenues are increased by $1.9 million per year to reflect
increased debt collections by the Attorney General’s office.

Official General Fund Forecast Reflects All Assumed Changes

The official revenue forecast includes the revised economic forecast, as
well as the tax policy changes outlined above, with the exception of the cigarette
tax increase which would be deposited to a new health care fund. In
combination, these changes would result in total general fund growth rates of 6.9
percent in FY 2005 and 6.8 percent in FY 2006.

Forecast of General Fund Revenues

Including Revenues Derived From Governor’s Tax Proposal
(2004-06 biennium, $ in millions)

FY 2005 % Growth FY 2006 % Growth
Net Individual $7,661.6 5.9% $8,104.1 5.8%
Corporate 453.3 9.0% 453.7 0.1%
Sales 3,041.9 23.8% 3,387.0 11.3%
Insurance 391.2 9.3% 4249 8.6%
Public Service 86.3 (0.7%) 89.1 3.2%
All Other 763.0 (26.7%) 775.8 2.1%
Total Revenues $12,397.3 6.9 % $13,234.6 6.8%

Transfers

Proposed transfers to the general fund increase total available resources
by $1.0 billion. Of this amount, $797 million represents the transfer of lottery
profits estimated at $395 million in FY 2005 and $402 million in FY 2006.

Other customary transfers include ABC profits of $24.9 million for the
biennium, with an additional $48.2 million per year of ABC profits and $9.9
million per year of wine tax profits going to the Department of MHMRSAS for
substance abuse programs.




The majority of NGF transfers required in the 2002-04 budget to help
offset the revenue shortfall have been discontinued in the 2004-06 budget. A
targeted NGF reduction of $30.0 million for the biennium, derived from a
number of agencies, is included in HB/SB 30 transfer actions, with contingent
language indicating that the amount will be increased to $52.0 million, if the
Governor’s proposed tax package is not enacted.

An additional $2.6 million per year is included as a transfer from the ABC
Department related to on-going efficiencies in the department, and $21.2 million
is included as a transfer from NGF agencies related to a proposed group life
premium holiday. HB/SB 30 assumed the continued transfer of $10.0 million per
year from DMV VIPNet fees through the 2004-06 biennium.

Proposed Transfers in HB/SB 30, As Introduced
Lottery Profits $797.0
ABC to Dept. MHMRSAS for Substance Abuse 116.2
ABC Profits 249
Unrefunded Marine Fuels Tax 14.8
Sales Tax Compliance & Indirect Cost Recoveries 32.6
Targeted NGF Reductions 30.0
NGEF Share of Group Life Premium Holiday 21.2
IDEA Funds 11.0
Uninsured Motorist Fees 10.0
Transfer Sales Tax to Game Protection Fund (26.7)
Transfer to Children’s Health Program (28.1)
Miscellaneous Other 23.5
Continue to Transfer DMV VIPNet Fees 20.0
Total $1,046.4




Legislative

The 2004-06 budget, as introduced, includes a total of $53.7 million GF
each year for the Legislative Department. This represents a net increase of
$19,196 (or 0.02 percent), when compared to the adjusted appropriation for
current operations.

The introduced budget includes a series of minor amendments which
adjust funding for risk management premiums, state employee workers’
compensation premiums, and rental charges for office space at the seat of
government. There are no other amendments for the Legislative Department.






Judicial

The 2004-06 budget, as introduced, includes a total of $301.8 million GF
the first year and $305.2 million GF the second year for the Judicial Department.
This represents a net increase of $16.0 million GF (or 2.7 percent) for the
biennium, when compared to the adjusted appropriation for current operations.

The introduced budget includes a series of small, technical amendments to
adjust funding for risk management premiums, state employee workers’
compensation premiums, and rental charges for office space at the seat of
government; and, to capture savings associated with the Virginia Information
Technologies Agency (VITA). Also, there is a series of technical amendments to
pay the increase in Social Security taxes on salaries for justices and judges,
resulting from the increase in the federal FICA salary tax cap.

There is a series of technical amendments to realign positions within the
court system to reflect more accurately the actual work assignments for those
positions in the General District Courts, Juvenile and Domestic Relations District
Courts, Combined District Courts, and the Magistrate System.

There is a technical adjustment to distribute the base budget amounts for
the Criminal Fund to the respective courts in which those funds are actually
spent. However, the new funds proposed for the Criminal Fund are budgeted to
the Circuit Courts, and have not yet been distributed to the other parts of the
judicial system.

) Circuit Courts

- Criminal Fund. Includes $5.0 million GF the first year and $8.1
million GF the second year for the cost of providing court-
appointed counsel for an increasing number of indigent defendants
in criminal cases, and other expenses in the Criminal Fund.

. Total expenditures for the Criminal Fund are expected to
increase from $74.1 million in FY 2004 to $77.7 million in FY
2005 and $80.8 million in FY 2006.

. General District Courts

- Involuntary Mental Commitment Fund. Includes $0.7 million GF
the first year and $0.9 million GF the second year for the cost of
providing hearings for determining whether persons are to be
committed involuntarily for mental health treatment.
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. Total (Judicial Department only) expenditures for the IMCF
are expected to increase from to $4.8 million in FY 2004 to
$4.9 million in 2005 and $5.1 million in 2006.

. Hospitalization costs associated with involuntary mental
commitment proceedings are included in the budget for the
Department of Medical Assistance Services (DMAS).

State Board of Bar Examiners

Conversion of Part-Time Position. Includes $71,106 GF the first
year and $67,106 GF the second year to convert the position of
Secretary-Treasurer from part-time to full-time status.

Public Defender Commission

Rent Increase. Provides $280,659 GF the first year and $297,573 GF
the second year for rent increases for 27 public defender offices
throughout the Commonwealth.

Salary Increase for New Positions. Includes a technical adjustment
of $47,292 GF each year to fund the 2.5 percent pay increase as of
December 1, 2003, for positions in the newly-created Norfolk Public
Defenders Office.

Virginia State Bar

Base Budget Adjustment. Provides $130,000 NGF each year to
reflect current personal services costs.

Compensation Plan. Includes $108,000 NGF the first year and
$144,000 NGF the second year to implement the compensation plan
for employees of the Virginia State Bar.

Increased Regulatory Staff. Provides $203,950 NGF the first year
and $191,450 NGF the second year and 3.5 FTE positions each year
for regulation of the legal profession. These additional attorney
positions are intended to eliminate case backlogs and thereby
ensure prompt resolution of disciplinary complaints.

Electronic Files for Disciplinary Orders. Includes $20,000 NGF the
first year only for conversion of hard-copy disciplinary orders into
a web-based, searchable electronic file.

11



Electronic Services. Provides $110,000 NGF the first year only to
implement a web-based information system to enhance public
access to services. The system is intended to enable bar members to
review and update information on file with the Virginia State Bar,
and to provide enhanced access to the general public.

Study of Existing Database. Includes $25,000 NGF each year for an
assessment of database replacement needs.
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Executive

The 2004-06 budget, as introduced, includes a total of $20.9 million GF the
first year and $21.0 million GF the second year for the Statewide Executive
Offices, including the Governor, the Lieutenant Governor, the Attorney General,
the Secretary of the Commonwealth, the Office for Substance Abuse Prevention,
the Virginia Liaison Office, and the Contributions for Interstate Organizations.
This represents a net increase of $61,484 (or 0.15 percent) for the biennium, when
compared to the adjusted appropriation for current operations.

A series of technical amendments provides additional funds for risk
management and state employee workers” compensation premiums, and adjusts
the funding for rental charges for office space at the seat of government. Other
technical amendments capture savings associated with the Virginia Information
Technologies Agency (VITA), and restore funds for certain in-house information
technology activities excluded from VITA.

J Office of the Attorney General

- Debt Collection. Provides $115,408 NGF the first year and $125,628
NGF the second year and two (2.0) FTE positions each year to
enable the Division of Debt Collection to increase the amount of
outstanding receivables collected on behalf of state agencies.

. Language is included which indicates the Division is
expected to deposit a total of over $3.4 million into the
general fund each year from these efforts.
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Administration

The Governor’s proposed 2004-06 budget for Administration results in a
net increase of $40.2 million GF for the biennium when compared to the adjusted
appropriation for current operations. This total reflects new spending of $40.3
million, offset by reductions of $160,352.

This new GF spending includes $18.9 million to support per diem
payments and additional staff at local and regional jails, $10.3 million for
additional staff at three new or expanded local and regional jails, $3.3 million to
expand the Department of Corrections’ contract bed program with the local and
regional jails, $2.3 million to offset a shortfall in salary dollars for certain local
constitutional officers and $1.5 million to maintain one law enforcement deputy
per 1,500 local residents.

J Compensation Board

Provide Funding for Per Diem Payments to Local and Regional
Jails. Provides $6.0 million GF the first year and $9.1 million GF
the second year to support additional reimbursements to localities
for housing inmates in local and regional jails. The proposed
amounts are based upon the official inmate population forecasts
and the per diem rates established in the Appropriation Act.

Support for Additional Deputy Positions Required to Address Jail
Overcrowding. Provides $1.3 million GF the first year and $2.6
million GF the second year to support the hiring of temporary
corrections officers at the most overcrowded local and regional
jails. This funding will support the addition of 48 positions in FY
2005 and 43 positions in FY 2006 to alleviate security and liability
issues in 12 local and regional jails that have had inmate
populations exceeding 100 percent of operational capacity for more
than six months.

Provide Staff for New or Expanding Local and Regional Jails.
Recommends $2.5 million GF the first year and $7.8 million GF the
second year to hire additional staff at new and expanding jails
expected to come on-line during this biennium. The facilities are
the Virginia Beach (expansion), Southwest Regional (new), and
Middle River Regional (new) jails.

Provide One Law Enforcement Deputy for 1,500 Local Residents.
Provides $698,908 GF the first year and $763,894 GF the second year
to ensure that sheriff’s offices with law enforcement responsibilities
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have sufficient deputies to meet the 1:1,500 standard required by
the Code of Virginia. The funding supports the hiring of an
additional 26 law enforcement deputies for the counties of
Cumberland, Fauquier, Frederick, Hanover, Loudoun, Orange,
Richmond, Rockingham, Spotsylvania, and Stafford.

Expand the Jail Contract Bed Program. Includes $1.3 million GF
the first year and $2.0 million GF the second year to expand the
Department of Corrections” contract bed program with local and
regional jails by 200 beds.

Fund Shortfall in Salary Regrade Annualization Costs.
Recommends $1.1 million GF the first year and $1.1 million GF the
second year to provide additional dollars for continuation costs of
the 2.25 percent salary increase approved for all local constitutional
officers during the 2003 Session.

Adjust Technology Trust Fund Appropriation. Recommends $1.3
million NGF the first year and $1.3 million NGF the second year to
more accurately reflect the historical expenditures in the Circuit
Court Clerks” Technology Trust Fund.

Convert Contractual Systems Support Position to Classified
Status. Proposes a reduction of $36,004 GF in the first year and
$42,604 GF in the second year by converting a contractual position
into a full-time classified position. The contractual position
currently provides application support for both of the
Compensation Board’s automated systems. The savings result
from eliminating the contract’s overhead costs.

Department of General Services

Adjust Rent Charges. Recommends an increase in the rental rates
that state agencies are charged for office space in state-owned
buildings at the seat of government. Provides an increase of $1.3
million NGF the first year and $1.7 million NGF the second year to
account for increases in the costs of contractual services, utilities,
payments in lieu of taxes, personal services, and the costs of
maintaining vacant space. Sixty-one percent of the department’s
total collections are derived from the general fund appropriations
of other state agencies.

Enhance the Virginia Partnership Procurement Program. Provides
$327,603 NGF the first year and $349,557 NGF the second year to
support the continued expansion of the department’s Virginia
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Partners in Procurement spend management program. The
Virginia Partners in Procurement program seeks to leverage the
purchasing done by state agencies, public colleges and universities,
and local governments to seek the lowest possible prices from
vendors. This funding will permit the department to continue this
initiative using in-house staff rather than contractors. The
nongeneral fund revenue necessary to support the initiative will be
derived from rebates or surcharges associated with the contracts
established as part of the program.

Expand Procurement Account Executive Program to Local
Governments. Recommends $243,870 NGF in the first year and
$254,469 in the second year to provide for staff to market the
Commonwealth’s procurement services to local governments and
assist localities in the use of those services. The services that would
be made available to localities under this initiative include existing
statewide contracts, the establishment of new statewide or regional
cooperative procurement contracts, access to and training for the
use of the Commonwealth’s electronic procurement system, and
staff analysis.

Increase Consolidated Laboratory Appropriations to Account for
Existing Federal Grants. Provides $3.7 million NGF the first year
and $3.7 million NGF the second year to reflect additional grants
received from the federal government for chemical, bioterrorism,
epidemiology, and West Nile Virus testing services.

Increase Consolidated Laboratory Appropriations for Newborn
Screening Tests. Provides $534,101 NGF in the first year and
$669,762 NGF in the second year to reflect an increase in revenues
collected from hospitals, clinics, and physicians for performing
newborn screening tests. The cost of these screenings has increased
due to the inclusion of a new testing requirement by the General
Assembly. The new requirement tests for Medium Chain Acyl-
CoA Dehydrogenase Deficiency, a condition that is one cause of
Sudden Infant Death Syndrome (SIDS).

Adjust Electronic Procurement System Appropriation. Provides
$3.2 million NGF in the first year and $3.2 million in the second
year to account for revenues collected from vendor transaction fees.
These fees, capped at one percent of the cost of the goods ordered
or $500, are used to support the development and operation of the
Commonwealth'’s electronic procurement system.

16



Department of Human Resources Management

Adjust Workers’ Compensation Premiums. A series of
amendments to almost all state agencies provides for an overall
increase of $2.6 million (all funds) the first year and $3.9 million (all
funds) the second year to pay for the Commonwealth’s workers’
compensation liabilities. However, the overwhelming majority of
these additional funds will be paid by nongeneral fund agencies.
In FY 2005, the general fund’s share of these additional premiums
is only $14,963. In FY 2006, the general fund will actually save
$172,969. In large part, these general fund savings are due to the
introduction in FY 1999 of an experienced-based premium
structure.

Unlike private sector firms, the Commonwealth is not required to
reserve sufficient sums to pay for the actuarial cost of workers’
compensation claims. Instead, the Commonwealth relies upon a
much cheaper pay-as-you-go premium structure that ensures
sufficient cash is available to pay only the amounts necessary in a
given fiscal year.

Department of Veterans Services

Enhance Benefits Services to Veterans. Provides $137,659 GF and
four positions in the first year and $150,176 GF in the second year
to increase veterans’ access to claims assistance at the department’s
field offices in Big Stone Gap, Cedar Bluff, Wytheville, and
Charlottesville. Budget language makes the spending contingent
upon passage of the Governor’s tax restructuring program.

Staffing for New Veterans Cemetery. Includes $108,796 GF and
four positions and $66,300 NGF the first year and $102,533 GF and
$106,500 NGF the second year to provide oversight of the cemetery
and perform administrative, burial, janitorial, and groundskeeping
services. The source of the nongeneral fund revenues is the federal
Department of Veterans” Affairs, which provides a $300 burial
allowance for each veteran buried, and families of eligible
dependents, who will be charged a similar fee for burial within the
cemetery.

Transfer Education Unit from Department of Education. Transfers
$287,266 NGF and three positions the first year and $287,266 NGF
the second year from the Department of Education to support a
federally funded unit responsible for approving the educational
and vocational programs that veterans may attend when using the
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benefits associated with the Montgomery GI bill. A corresponding
amendment eliminates these positions and their associated funding
in the Department of Education.

- Account for Additional Federal Funds Available to Education Unit.
Provides for $185,928 NGF and two positions the first year and
$185,928 NGF the second year in additional federal funds for the
state veterans education program. The department will use these
additional federal dollars to inform veterans about their
educational benefits.

Human Rights Council

- Provide Additional Staff. Includes $32,577 GF and one position the
first year and $35,539 GF the second to ensure the agency satisfies
its federal contract requirements and to alleviate a backlog in its
discrimination investigations.

State Board of Elections

- Help America Vote Act (HAVA). Provides $45.5 million NGF the
first year and five positions and $15.0 million NGF the second year
to upgrade election equipment and implement a number of election
reforms. The Help America Vote Act was passed by Congress in
2002 and provided states with $3.65 billion in federal funds to
improve the manner in which Americans vote. Currently, $11.6
million in federal funds have already been received by the board.
The board expects to receive another $20.6 million in FY 2004, $11.6
million in FY 2005, and $15.0 million in FY 2006.

- Rebase Registrar and Local Electoral Board Salaries. Provides an
additional $1.0 million GF the first year and $1.0 million GF the
second year to fund the salary costs of general registrars and local
electoral boards. The salaries paid to general registrars and local
electoral boards are determined based primarily on population.
The amounts included represent the sums needed to comply with
the salary tables shown for general registrars and local electoral
boards in the Appropriation Act.
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Commerce and Trade

The Governor’s proposed 2004-2006 appropriation for Commerce and
Trade includes $235.8 million GF and $1,462.7 million NGF. This is $7.7 million
GF and $213.0 million NGF greater than the adjusted appropriation for current
operations.

Some $1.9 million GF is provided in the first year to honor state
commitments made under the solar photovoltaic manufacturing incentive grant
program. An additional $6.7 million GF each year is provided in Central
Appropriations to honor commitments made under the semiconductor
manufacturing performance grant program. In addition, the Governor proposes
general fund support for the Governor’s Development Opportunity Fund of
$23.0 million for the biennium.

For economic development in Southside and Southwest Virginia, the
Governor proposes $2.0 million GF for special marketing efforts to promote
distressed areas and $500,000 for a Virginia Motorsports Initiative over the
biennium.

To support economic opportunities for individuals and small businesses,
biennial general fund support of $630,705 and four positions are proposed to
expand the number of minority-owned businesses participating in state
procurement. Also, $1.0 million GF is provided in 2004-2006 to respond to the
latest round of military base closings, and $415,660 GF and five positions are
added in the biennium to increase by over 2,000 the number of apprentices
participating in state-recognized programs. However, the most significant
proposal for individuals is the $157.7 million NGF item to increase VEC’s
Unemployment Insurance Program over the biennium.

In tourism, the proposed budget includes $1.0 million GF each year to
promote the 400" anniversary of the Jamestown founding and $150,000 GF each
year to promote outdoor recreation and eco-tourism.

Some of the general fund spending proposals are contingent upon passage
of the Governor’s tax proposal. These include the Jamestown marketing
initiative and the economic development marketing initiative for distressed
communities. ~ The budget also includes several general fund reductions
affecting small business research ($300,000), forestry equipment ($318,000), and
the 21 planning district commissions ($429,856).
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Department of Agriculture and Consumer Services

Agriculture Education Specialists. Eliminates funding and budget
language designating $75,000 GF each year to support agricultural
education specialists. The “pass through” funding went to the
Agricultural Education Program at Virginia Tech.

Fee Authorization. Continues budget language from the 2002 and
2003 Sessions authorizing a registration fee for the weights and
measures program and an inspection fee for the food establishment
inspection program. Some 13.60 FTE positions assigned to these
regulatory programs will be supported by nongeneral funds.

Department of Business Assistance

Small Business Research. Reduces funding by $150,000 GF each
year and eliminates two general fund positions for small business
research.

Small Business Incubators. Curtails funding by $75,000 GF each
year for the statewide small business incubator program, leaving
$335,000 available annually for competitive grants.

Department of Forestry

Equipment Replacement. Reduces general fund support for new
equipment by $159,000 each year leaving $400,000 each year for
equipment purchases.

Two-Way Radio System. Proposes $123,599 GF the first year and
$244,359 GF the second year to replace the agency’s existing two-
way radio system. Budget language conditions the spending upon
the passage of the Governor’s tax proposal.

Department of Housing and Community Development

State Fire Marshal’s Office. Provides $166,000 GF and $166,000
NGF the first year and $160,500 GF and $160,500 NGF the second
year along with 2.50 general fund positions and 2.50 nongeneral
fund positions. The initiative targets an estimated 600 high risk
buildings (e.g., hospitals, private schools, private college
dormitories, and nightclubs) not currently inspected, primarily in
communities without local fire marshals. One-half of the costs are
to be recovered from a new fee charged to the buildings’ owners,
estimated to be $250.
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Planning District Commissions. Reduces general fund support by
$214,928 each year. The proposed action is equivalent to a 10
percent reduction in the amount of state support for the 21 regional
planning groups.

Department of Labor and Industry

Apprenticeship Program. Proposes $212,830 GF and $212,830 NGF
the first year and $202,830 GF and $202,830 NGF the second year
along with four GF positions. The four field representatives will
boost participation by 2,108 apprentices along with the 11,400
apprentices currently enrolled. In its 2002-2004 budget reduction
plan, the agency trimmed the Apprenticeship Program by seven
positions.

Department of Mines, Minerals and Energy

Solar Photovoltaic Manufacturing Incentive Grants. Adds $1.9
million GF the first year to complete the state’s commitment to B.P.
Solar under this incentive program.

Department of Minority Business Enterprise

Minority Procurement. Proposes $301,279 GF the first year and
$329,426 GF the second year and four GF positions to increase the
number and value of procurement contracts offered by the
Commonwealth to minority businesses.  Each Procurement
Advocate would counsel and provide procurement information to
some 100 minority-owned businesses.

Virginia Economic Development Partnership

Marketing Distressed Areas of Virginia. Proposes $1.0 million GF
each year to market distressed areas of the state. Budget language
makes the spending contingent upon passage of the Governor’s tax
proposal.

Virginia Commission on Military Bases. Provides $704,000 GF the
first year and $303,000 GF the second year for operating and staff
support for the Governor’s Commission and for establishing a
strategic planning grant program in response to the federal 2005
Base Realignment and Closure Commission.

Motor Sports Recruitment. Adds $250,000 GF each year to attract
motor sports-related businesses to Virginia. The spending proposal
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is part of the Governor’s Virginia Motorsports Initiative, which was
announced in August of 2003.

Virginia Commercial Space Flight Authority. Continues past
general fund support for the Authority at $100,000 each year.

Staff Reduction. Eliminates one vacant administrative position
saving $102,000 GF each year. The agency’s Deputy Director
assumed the duties of the human resources position.

Shell Building Program. Reduces general fund support for the
activity by $69,059 the first year and $200,000 the second year
leaving $45,000 in FY 2006 for three demonstration projects. The
projects would target resources on the preliminary work (i.e.,
design, utilities, construction schedule, permits, etc.) required
before construction on a custom-design building can begin.

Virginia Employment Commission

Unemployment Benefits. Increases nongeneral fund support by
$84.2 million the first year and by $73.5 million the second year for
unemployment insurance benefit payments. The proposed increase
will be funded by additional revenue from the Unemployment
Insurance Trust Fund.

Information Technology. Proposes additional nongeneral fund
spending of $17.9 million the first year and $3.0 million the second
year to replace outdated and unreliable equipment and to rewrite
or modify several of the agency’s major application systems. Most
of the effort will be directed towards redoing the Unemployment
Insurance Benefits System to improve efficiency in processing
claims, produce statistical reports, address legislative changes, and
provide real-time information.

Reed Act Allocations. Provides $4.5 million NGF each year to
administer the Job Service and Unemployment Insurance
Programs. Currently, these two programs are co-located in VEC's
statewide network of 40 full-service field offices. VEC intends to
move the Unemployment Insurance Program from these field
offices to Customer Contact Centers.

VEC Staffing. Adds nongeneral fund support of $2.5 million the
first year and $2.8 million the second year along with 67.50
positions to staff two Customer Contact Centers (36 FTEs), support
Workforce Investment activities at designated one-stop centers (7
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FTEs), provide special services for veterans (15.5 FTEs), resolve the
backlog of Unemployment Insurance decisions (8 FTEs), and
support information technology applications (1 FTE).

. Virginia Racing Commission

Breeders Fund. Increases the nongeneral fund appropriation by
$390,000 the first year and by $520,000 the second year to provide
financial support to owners and breeders of Virginia-bred
racehorses.

Promotion and Marketing Fund. Includes $250,000 NGF the first
year and $500,000 NGF the second year to promote and market the
horse industry in Virginia. Budget language restricts the
expenditure of funds for this purpose if revenue to be deposited to
the general fund from pari-mutuel wagering falls below specific
targets.

Additional Race Days. Proposes additional nongeneral fund
appropriations of $144,000 the first year and $176,000 the second
year for the agency’s operations. The number of race days will
increase by 18 days in FY 2005 and by another 4 days in FY 2006.

. Virginia Tourism Authority

Jamestown 2007 Commemoration. Proposes $1.0 million GF each
year for advertising and marketing the statewide commemorative
events of the 400" anniversary of the founding of Jamestown in
1607. Statewide events are being planned beginning in 2006 and
continuing through 2007. Budget language makes the spending
contingent upon passage of the Governor’s tax proposal.

Outdoor Resources Tourism. Adds $150,000 each year from the
general fund for a marketing program to leverage state money in
partnership with other public and private funds. The program’s
focus is outdoor recreation and eco-tourism.

Special Projects. Continues funding the Tredegar National Civil
War Center at $150,000 GF each year. Also, provides $150,000 GF
each year for the Virginia Foundation for the Humanities and
Public Policy to develop, promote and market the African-
American and other ethnic-American heritage trails in the state.
Funding for the “See Virginia First” campaign is eliminated.
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Public Education

The Governor’s proposed 2004-06 budget for Direct Aid to Public
Education contains a net increase of $728.9 million GF and $47.3 million NGF for
the biennium when compared to the adjusted base budget. This total reflects
new spending of $1.3 billion GF, offset by $572.4 million GF in reductions. This
total does not reflect an increase of $50.9 million GF for a three percent teacher
salary increase in the second year and a reduction of $52.4 million GF by using
the “pooled” retirement rate of 6.56 percent. These items are located in the
Central Appropriations section of the budget, and are contingent upon passage
of the Governor’s tax proposal. (Excluding an inter-agency transfer of $1.7
million GF and $16.6 million NGF for debt service on technology equipment
notes, this equates to an increase of $761.4 million for public education. At the
end of this section, a table details the adjustments to direct aid to public
instruction.)

Recommended biennial increases for direct aid to public education
include formula-driven and technical increases of $1.2 billion GF to update the
Standards of Quality, Incentive, and Categorical accounts for increased
enrollment, prevailing costs of education, sales tax revenues, and updated
composite index calculations; $41.1 million in additional lottery proceeds to
support the State Board of Education’s recommendation to revise the SOQ
Remediation methodology; $16.6 NGF (Literary Fund) for debt service on
technology equipment note issuance; $9.5 million GF to help school divisions
meet the requirements of the No Child Left Behind Act; $5.6 million GF for
programs to help high school seniors pass SOL graduation requirements; and
$3.7 million GF to ensure no school division receives less funding than they
received for FY 2004 in SB 29/HB 29.

In addition, the following increases are contingent upon passage of the
Governor’s tax proposal: $19.7 million GF to enhance funding for English as a
Second Language; $7.1 million GF to fully fund the cost of competing
adjustment for Planning District 8; and $4.5 million GF to reduce the deduction
of Title I students from the funding calculation for the at-risk four-year-olds
program.

In addition to the transfer of an additional $30.8 million from the Literary
Fund to cover a portion of retirement costs, the following reductions are
proposed to offset cost increases: $418.1 million GF from deducting certain
federal and locally generated revenue sources from SOQ costs; $109.8 million GF
from deducting non-personal technology costs from the SOQ; and $12.0 million
GF by changing the K-3 Class Size Reduction calculation.
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The Governor’s proposed budget includes a net increase of $19.1 million
GF for the Department of Education, primarily to continue the state’s SOL testing
programs and to develop a statewide, student information system needed to
meet the requirements of the federal No Child Left Behind Act.

J Secretary of Education

Create a Virginia Cancer Research Fund. Includes $50,000 GF the
first year and $50,000 NGF the second year for a new Virginia
Cancer Research Fund to support the cancer centers at UVA
Medical Center and VCU Medical Center. Funding in the second
year is assumed revenue from a newly created income tax form
check-off for the research fund.

J Department of Education

SOL Assessments: Testing Contract Costs. Adds $1.8 million GF
and $400,000 NGF the first year and $4.5 million GF and $400,000
NGF the second year to meet the contractual inflation adjustment,
increased enrollment costs, and costs of a transition year since the
existing vendor contract expires on June 30, 2006.

SOL Assessments: Continue On-line Testing Implementation.
Adds $1.5 million GF the first year and $2.1 million GF the second
year to meet annual contract renewal costs, increased enrollment
costs, and provide additional technical assistance to school
divisions.

National Board Certification Bonuses. Adds $627,500 GF the first
year and $849,00 GF the second year based on the following: (1) an
estimated 197 additional initial awards in FY 2005 and additional
238 initial awards in FY 2006, which would bring the total number
of teachers holding National Board Certification in Virginia to 874,
and (2) for teachers initially awarded certification on July 1, 2004
and after, funding is provided for initial awards of $3,000 rather
than $5,000 and annual awards of $1,000, rather than $2,500, for the
life of the certification.

No Child Left Behind: Statewide Student Information System.
Adds $798,948 GF and $2.7 million NGF, and four positions the
first year and $3.6 million GF the second year for a contract for
development of an “Education Information Management System”
that will improve the department’s data collection, analysis, and
reporting capability in order to meet the requirements of the federal
No Child Left Behind Act.
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No Child Left Behind: Five New Positions. Adds $1.0 million GF
and five positions the first year and $970,540 GF the second year to
meet requirements of the federal No Child Left Behind Act, such as
test development for grades 4, 6, and 7, annual improvement in
pass rates, increased technical assistance to improve graduation
rates, attendance rates, and school safety, and parental notification
of options.

SOL Remediation (Project Graduation). Adds $356,