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Good afternoon. I would like to welcome the Committee members, invited guests and
the general public to the Appropriations Committee’s fifth annual retreat.

The Appropriations Committee is fortunate to meet throughout the year and to
conduct regional trips that expose the members to issues faced throughout the
Commonwealth.

As I reflect on the previous 4 retreats, I am reminded of the value that they have
provided in preparing the Committee for the upcoming Session.

The retreat allows us the opportunity to explore a variety of emerging issues, many of
which we will be asked to deal with during the upcoming Session.

While having a lock on knowledge maybe good, I believe that the knowledge level
should expand beyond 24 members. It is for that reason that after our first retreat, I extended
the invitation to the members of the House Finance Committee.

I would like to also welcome the House Leadership — the Speaker, the Majority Leader
and the Republican Caucus Chairman. I also invited the Minority Leader and Democratic
Caucus Chairman, but unfortunately their schedules did not allow them to attend.

Over the next two days we will engage in several panel discussions in which the
Committee staff, along with outside experts, will discuss a variety of topics, from the state of
our economy, to the issues facing our mental health system, to the national discussion of
higher education and how the steps we have taken over the last several years in Virginia
compare to that dialogue.
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We will also hear about our prison forecast and potential steps the General Assembly
may wish consider in lieu of the need to build more and more prisons.

Finally, we will hear about the changing demographics and trends in Virginia’s
student population and how this growth will impact a handful of localities especially hard.

Today, we will hear from two experts about the impact that the housing sector and the
credit markets are having on the economy.

I pleased to have join us at this year’s retreat, Mr. Anthony “Tuck” Reed, Executive
Vice President of Capital Markets for Sun Trust Mortgage. Mr. Reed has over 15 years of
both investment and mortgage banking.

Joining him is Dr. Chris Chmura, President of Chmura Economics and Analytics.
Chris is a staple at our retreats and is also a long time member of the Governor’s Board of
Economists.

As we do every year, we will hear a presentation from staff on the revenue and budget
outlook for the upcoming 2008 Session.

Before we get underway, as a lame duck Chairman of this Committee, I would like to
share my thoughts regarding the upcoming Session and the uncertainty that we face.

Over the last several years, Virginia has been fortunate to have one of the nation’s
strongest economies. We have the lowest unemployment rate of among states with over 1
million in population, we have a diversified economy, an economy that includes many
Fortune 500 companies — in fact over the last several years Virginia has landed several new
corporate headquarters.

Finally, we have the good fortune of being adjacent to Washington DC. Make no
doubt about it; the federal government has a major impact on Virginia’s economic health.

The entire state benefits as a result of the strong military presence, both through the
various military bases we host, as well as the benefit we derive from the shipyard and the
many defense, technology and aerospace industries that call Virginia home.

In my region alone, the federal government accounts for 35 percent of the region’s
economy, an economy that has accounted for a disproportionate share of the state’s job

growth and income gains.

Despite our stunning success, I am mindful of the fact that the economy is like a roller
coaster, what goes up eventually comes down. During my 36 years as a member of the
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Appropriations Committee, I have seen four recessions. Generally they come in 10 year
cycles.

However, 6 years after the last recession, the national economy is at a crossroad. It
may be that the consumer, who as you know, accounts for two-thirds of the overall economic
activity, and who was the primary factor in keeping the 2001 recession mild, is under assault.

The hyped attention to the struggling housing market creates a fear among consumers
that the value of their greatest asset is about to implode.

Couple that with an ever tightening credit market, that is now bleeding over to other
forms of consumer credit, and add higher energy price that threaten to ignite inflation, and
you have a perfect storm in which the consumer is running for cover.

From my reading of the economy, we are still growing. The nation’s unemployment
rate is low and wage and salary growth remains healthy, but not inflationary.

Clearly, this economy is facing mixed signals. The question is will the consumer show
his continued resilience and remain confident. This is ultimately the central question that
lingers, and the next 2 quarters will be a challenge for policy makers.

In Virginia, neither the Governor nor General Assembly can influence monetary policy
that will guide the nation’s economy. However, the challenge you face is crafting a new
budget during this time of uncertainty.

Every two years Virginia develops a new biennial budget. As a starting point, prior
year spending, or the “base budget” is adjusted to reflect caseload and enrollment increases
and other funding obligations driven by federal or state law.

In the short run, we will need to manage the current fiscal year 2008 budget. But
because of our prudence in developing the current budget, we have crafted a structurally
balanced budget that earmarked one-time revenues for one-time spending. We have nearly
$1.3 billion in capital outlay projects, some that could be deferred with out disrupting
programmatic spending.

From my assessment, the challenge will not be solely to balance fiscal year 2008, rather
your challenge will be to take the necessary steps to balance the budget and generate
sufficient cash balances that can flow into fiscal year 2009 in order to help balance that
budget.

The short term outlook suggests that revenue growth in FY 2009 will be well below
trend-line, and that mandatory spending will consume the all revenue growth above base
spending.

Page 3 of 4



Assuming no recession, revenues should rebound in the second year of the biennium.
So the dilemma is to build a two year budget in which the first year must be balanced against
a very soft economy. However, this is not to suggest that the fiscal year 2010 budget should
be built without restraint.

Clearly, once core commitments are met, you should use any remaining funds for
onetime purposes such as capital outlay or to continue cleaning up the Chesapeake Bay. In
this period of uncertainty, it would be foolhardy to do anything less.

Now, before we get underway, I would like to personally thank each and every
member of the Appropriations Committee for privilege of serving as your Chairman.

I would like to specifically thank Speaker Howell for the many curtsies given to me
and to the strong support he gave to the House budget conferees over the years. Likewise,
my fellow conferees, it has been a pleasure to work with such a fine team. Each year we
became stronger and I believe that strength will continue.

Finally, I would like to call attention to the hard work of the Appropriations
Committee staff. Their dedication, professionalism and high ethically standards are above
reproach. They are indeed a tribute not only to the Committee, but to the entire House of
Delegates.

I have benefited from their loyalty and especially their sound counsel. I know that the
next Chairman will equally benefit from the experience and knowledge they bring to the
discussion.

To the staff, I say thanks for the memories.

Now sit back and enjoy the retreat and learn a little.
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