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Overview of the
Budget for 1998-2000, As Adopted

The adopted budget for 1998-2000 is predicated on (1) significant increases
in the revenue projection above the amounts forecast last year for 1998-2000; and
(2) substantial uncommitted balances that result primarily from the higher
revenue forecast for FY 1998. Together, they provide about $20.3 billion in
general fund resources available for 1998-2000 -- about $2.9 billion more than the
approximate cost of continuing current services.

In addition to the $2.9 billion in new revenue, budget savings of about
$149.0 million are included in the adopted budget, bringing total new general
fund resources available for appropriation to about $3.0 billion.

The adopted budget includes operating budget increases of $2.7 billion
and $323.9 million for capital outlay.

General Fund Budget for 1998-2000, As Adopted
(% in millions)
Revenues Available for Appropriation $ 20,281.5
Operating Appropriations 19,951.6
Capital Appropriations 323.9
Unappropriated Balance $ 6.0
Revenues

The general fund revenue forecast anticipates growth rates of 5.8 percent
for FY 1999 and 5.5 percent for FY 2000 -- significantly above those assumed last
year for 1998-2000. In addition, because FY 1998 revenues are now projected to
be substantially greater than expected last year, the higher base to which the
growth rates are applied also increase revenues for 1998-2000. The combination
of higher growth rates and a larger base from which revenues grow produces a
general fund revenue forecast for FY 1999 and FY 2000 which is $1,513.8 million
above last year’s projections.



Well over half of the increased revenue in the revised forecast results from
the re-estimate for non-withholding collections. Strong stock market
performance, changes in the federal tax rate for capital gains, and the strong
income outlook projected for business owners and proprietors accounts for much
of the projected increase.

Throughout the forecast period, Virginia's economy is projected to slightly
outperform the nation. The revenue forecast assumes strong economic
conditions in FY 1998, with somewhat slower, albeit healthy, employment
growth and low inflation in FY 1999 and FY 2000.

As adopted, the budget also includes $768.4 million in balances either
brought forward from 1996-98 or projected to occur in 1998-2000. The largest
portion of this total comes from a $531.1 million increase in the revenue forecast
for FY 1998. Because very little of this revenue is used in FY 1998, most of it
flows forward as a balance into 1998-2000.

Another $211.4 million in balances comes from taking out of reserve those
amounts that are appropriated for payment to the Revenue Stabilization Fund
during the 1998-2000 biennium.

Spending Increases, As Adopted

The operating appropriations included in the adopted budget provide
about $2.7 billion in general fund spending increases above the level necessary to
continue FY 1998 workloads and costs. Of this total, $238.8 million is for
payments to the Revenue Stabilization Fund based on FY 1997 actual and FY
1998 projected revenue growth. Another $533.0 million is allocated in a central
account to support the exemption of personally owned vehicles from a portion of
the personal property tax, and to provide financial assistance for public school
facilities.

Of the remaining $1.9 billion in additional resources, about $910 million is
used to fund increased operating support for public schools, to open and operate
new adult and juvenile correctional facilities and local jails, and to meet
mandated cost increases in several entitlement programs, primarily Medicaid.

The employee compensation package for classified employees, faculty,
local school teachers, and other state-supported local employees is funded at
$336.0 million.

In Human Resources, increases of about $150 million are included to
improve the range of community mental health, mental retardation and
substance abuse services available, strengthen efforts to help former welfare



clients transition to work, provide additional assistance to people with physical
disabilities, and improve health care for children.

The adopted budget also contains Chesapeake Bay clean-up activities at
$28.7 million, and a number of expansions in economic development programs
and non-state agencies.

For capital outlay, the adopted budget includes for the first time since
1988-90 a significant capital program using current revenues. A total of $323.9
million GF is provided.

A summary of significant general fund spending increases in each major
area follows.

Direct Aid for Public Education. About $740.8 million of the $2.7 billion
in spending increases is allocated to Direct Aid to Public Education.

The largest portion of the new spending -- $350.2 million GF -- goes to
update the Standards of Quality accounts for increased enrollment (28,871 more
students by the end of the biennium), prevailing costs of education, sales tax
revenues, and updated composite index calculations, using the methodology
which has been in place since 1986. A total of $31.7 million has also been
included to fund a retiree health care credit benefit authorized by the 1996
General Assembly.

Higher enrollment, caseloads, and higher prevailing costs also drive
spending increases in a number of other programs, including Regional Special
Education Tuition ($20.0 million), At-Risk Four-Year-Olds program ($11.3
million), Remedial Summer School ($16.8 million), K-3 Reduced Class Size ($16.3
million), At-Risk funding ($7.0 million), and other categorical programs.

About $97.1 million also has been included to provide a 2.25 percent
salary increase for public school employees on January 1 of each year; and to
provide initiatives in teacher training ($25.2 million), remediation ($29.6 million),
and funding for instructional materials related to the revised Standards of
Learning ($25.1 million).

Funding is also included to reduce, and then eliminate, the diversion of
Literary Funds for teacher retirement ($23.2 million), provide 1,400 new
elementary teachers ($36.5 million), and expand the K-3 Reduced Class Size
Program ($29.2 million).

In addition, the approved budget provides $50.0 million NGF from a 5-
year equipment financing in the second year to continue the General Assembly's
investment in upgrading technology in public schools. Funding is based on a
$26,000 allotment for each school.



Funding is contained in a central account to support a program of $110.0
million in financial assistance for public school facilities. The item includes
language directing the Governor to identify, prior to the 1998 reconvened
session, $29.2 million of additional revenue or budget savings to be used for this
program.

Higher and Other Education. About $201.4 million in funding increases
are provided for higher education. Of this amount, $111.8 million ($72.5 million
GF, $39.3 million NGF) is provided to move faculty salaries to the 60th percentile
by FY 2000. This funding will provide annual salary increases averaging 5.8
percent for instructional faculty.

The budget also continues for two years the freeze on increases in tuition
and mandatory instructional fees. Institutions are allowed to assess a technology
fee of no more than 1 percent of tuition and required fees for resident
undergraduates, to be used for student computing and technology support.

Other initiatives include $10.0 million to increase student financial
assistance; $11.9 million to address Year 2000 compliance issues; $9.1 million for
the operation and maintenance of new facilities; $19.0 million to provide
operating support for technology; and $17.3 million GF to increase the Tuition
Assistance Grants for students attending private institutions from $2,000 per
student to $2,600.

The budget also provides an allocation of $84.9 million from the Higher
Education Equipment Trust Fund, to provide technology infrastructure and to
replace obsolete equipment. Lease payments on the equipment are budgeted in
the Treasury Board.

A number of institution-specific initiatives are described in the Higher
Education narrative which follows later in this overview.

Public Safety. The adopted budget contains an increase of $132.2 million
for public safety.

Adult corrections accounts for $55.5 million of the increase. Major
components include $25.3 million to open the Red Onion State Prison (opening
July, 1998), and $17.6 million for the increased cost of maintaining additional
inmates.

In order to bring adult correctional facility capacity in line with slower
growth in the offender population, a new contract bed program is authorized to
provide space for inmates from outside the Commonwealth. Under this
program, per diem charges will provide nongeneral fund revenues for DOC to
operate Sussex II State Prison (opening October, 1998) and Wallens Ridge State

O-4



Prison (opening January, 1999), as well as additional beds at the new women's
facility at Fluvanna and other secure facilities.

State and local juvenile corrections accounts for another $31.9 million of
the spending increase in public safety. This includes $11.2 million for the phased
opening of the new maximum security facility at Culpeper -- 9 months after
construction is completed -- and $3.3 million for two new boot camps, plus $2.7
million to expand military-style programs.

Another $5.5 million is provided to fund the required increase in the
Virginia Juvenile Community Crime Control Act (VJCCCA) formula. And, about
$5.5 million is also provided for the state share of the capital and operating cost
of new regional or local juvenile detention homes.

Other public safety spending increases include $17.9 million to replace
transportation funds which have been utilized to offset operating costs in the
Department of State Police; $7.6 million for the forensics laboratory and DNA
database; $1.6 million to begin developing an integrated criminal justice
information system; and $1.5 million to relocate the Department of Military
Affairs headquarters to Fort Pickett.

Health and Human Resources. The adopted budget includes an increase
of $275.8 million GF for the biennium. About half is federally required -- funding
for inflation and increased utilization in Medicaid entitlements ($111.7 million);
and patient care improvements in mental health facilities ($28.5 million). The
remaining $135.6 million GF in spending for non-federally mandated items is
partly offset by projected general fund savings of $57.5 million.

The budget also funds state participation in a new optional federal
children's health insurance program. The $93.8 million child health insurance
and Medicaid outreach package includes $21.2 million GF as a match for federal
funds. An estimated 83,000 children living in families with incomes at or below
185 percent of the federal poverty level would be served by the new program.

As a step toward downsizing state institutions for mentally disabled
persons, an additional $55.9 million GF is included for community services and
other initiatives to reduce the need for large state institutions. The closing of
Piedmont Geriatric Hospital by July 1999, which was proposed in the introduced
budget, was not adopted. Instead, the Department of Mental Health, Mental
Retardation, and Substance Abuse Services was directed to develop a statewide
approach for shrinking state facilities and building community capacity for
serving discharged patients.

Commerce and Trade. Nearly all of the new general fund spending in the
Commerce and Trade Secretariat occurs in three agencies -- the Department of
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Housing and Community Development, the Virginia Economic Development
Partnership, and the Department of Business Assistance.

New funding includes $10.0 million for the Richmond Centre expansion
project, $3.4 million for Enterprise Zone grant payments, $4.0 million to continue
the state’s commitment for the Semiconductor Educational Endowment Fund,
$6.0 million to increase Workforce Training services provided by the Department
of Business Assistance, and $16.4 million for activities, including workforce
training, conducted through the Regional Competitiveness Act.

Funding of $30.5 million for the biennium is included in Central Accounts
for the Governor’s “Deal Closing Fund.” Also included in Central Accounts is
$2.7 million for the Solar Photovoltaic Economic Development Incentive Grants,
$2.0 million for economic contingencies, and $3.1 million for the dredging of a
deep draft anchorage and a study of Craney Island in Hampton Roads.

Natural Resources. The budget increases spending in Natural Resources
by $39.8 million to achieve the multi-state commitment to reduce nutrients and
improve water quality, assist the cities of Lynchburg and Richmond in
addressing their combined sewer overflow problems, boost tourism in the state's
parks, and manage the state's natural areas.

New spending of $29.5 million GF for nutrient reduction and water
quality improvements focus on point source, non-point source, and technical
assistance programs provided by the Departments of Environmental Quality,
and Conservation and Recreation throughout the state.

Local aid of $7.0 million for Richmond and Lynchburg is provided to
match an identical sum of federal dollars. In addition, the budget provides $3.9
million for additional positions and operating support for state parks and natural
areas.

General Government. Central Appropriations includes $533.0 million for
the biennium to fund the proposed exemption from the personal property tax for
personally owned vehicles, as well as to support financial assistance for public
school facilities. In the amendment, the Governor is directed to identify funding
sources totaling an additional $29.2 million, prior to the reconvened session, in
order to fully support $447.2 million for car tax relief, and $110.0 million for
school construction. .

In Administration, the budget provides funding of $31.0 million to reduce
the state funding ratio from the current level of one law enforcement deputy per
2,000 general population to one deputy per 1,500 general population, and staff
for new local and regional jails.



In Finance, $32.9 million is added for full-year debt service on bonds
issued in FY 1998, and debt service on bonds to be issued in the next biennium.
Another $37.7 million is provided for lease payments for six capital lease projects
currently managed by other agencies, with two-thirds of the required funding
transferred to the Department of the Treasury from those agencies. An
additional $20.1 million is included for debt service on higher education
equipment financings.

Finally, funding of $13.7 million is recommended to pay the cost of
correcting Year 2000 problems for information systems at non-higher education
agencies. Funding for the Year 2000 solutions in higher education is budgeted
directly to the affected institutions, though planning will be coordinated
centrally.

Compensation. Employee compensation increases totaling $166.4 million
GF are provided to pay for compensation increases in each year of the biennium
for state and state-supported employees. These increases include:

1) $149.0 million to fund performance pay increases of up to 4.55
percent in FY 1999 and 2.25 percent increases in FY 2000;

2) $11.2 million for a one pay grade increase for State Police officers
up to the rank of Captain.
3) $6.2 million to phase in competitive salary plans for employees of

the district courts, part-time magistrates, as well as funding for
similar pay adjustments for local social services workers.

Employer premium increases totaling $30.2 million for health insurance
are recommended as part of a package designed to restore the financial stability
of the state's self-insured health benefits program.

Transportation. The adopted budget includes several funding
enhancements for public transportation. First, an additional $2.4 million was
provided the first year and $5.5 million the second year to reflect the provisions
of SB 562/HB 958, which provide that mass transit will receive 14.5 percent the
first year and 14.7 percent the second year from the Transportation Trust Fund.

An additional $5.0 million NGF was also provided to encourage the
improved performance of local public transit operations. Other changes include
$3.5 million NGF the first year for a statewide bus purchase program and $5.0
million NGF in matching funds for the South Hampton Roads Transit Project.

Capital Budget Recommendations. The adopted budget provides $888.2

million in additional support for capital construction, $323.9 million of which
comes from the general fund. The general fund projects include $226.2 million of
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high priority construction and renovation projects in higher education.
Maintenance reserve funding of $51.3 million in general funds and $15.4 million
in special funds is provided to state agencies.

Nongeneral fund projects include $49.1 million for dorms and dining
facilities at colleges and universities backed with state-supported 9(c) debt. Non-
state supported debt of $195.8 million from 9(d) bonds will be issued for parking
and athletic facilities at colleges and universities.

The following table details the significant general fund spending increases
in the budget, as adopted.

Major Spending Increases
Provided in the Budget, As Adopted
(GF $ in millions)
Direct Aid to Public Education

SOQ Accounts Updated /Sales Tax Revenues $ 350.2
2.25 % Salary Increase Each Year for Teachers 97.1
K-3 Reduced Class Size Program- Increased

Enrollment/Include All Schools 45.5
1,400 New Elementary Teachers 36.5
Teacher Training for Standards of Learning 25.2
Retiree Health Care Credit 31.7
Remediation Program for Standards of Learning 29.6
Materials/Textbooks for Standards of Learning 25.1
Eliminate Literary Fund Diversion by FY 2000 23.2
Regional Special Education-Incr. Enrollment/Rates 20.0
Remedial Summer School-Incr. Enrollment/Costs 16.8
At-Risk Four-Year-Olds Program-Incr. Enrollment 11.3
At-Risk Funding-Incr. Enrollment/Per Pupil Funding 7.0
Enroll/Cost Incr.-ESL/ Alt. Ed./Other Categorical 4.7
Expansion of Hospitals/Clinics/Detention Homes 4.2
Governor's Schools-Increased Enroll./New Openings 3.8
School Health Initiative 3.3
Cost of Competing Differential 3.0
Composite Index Transition 1.6
Increase Dropout Prevention Funding 1.0




DOE-Testing Program for Standards of Learning

DOE-School Report Cards-Data
Collection/Dissemination

Higher Education

Faculty Salaries toward 60th Percentile
Technology Operating Support

Year 2000 Compliance for Computer Systems
Student Financial Assistance

Enrollment Growth-3 institutions

Maintenance of New Facilities Coming On-line
ODU-Increase Technology Degrees
GMU-Improve Instruction in Technology Programs
VCCS-Workforce Training
VPI&SU-Cooperative Extension

Medical Education (UVa,VCUMCHR)
JMU-CISAT Campus Support

NSU-Base Support

Tuition Assistance Grants to $2,600

Aid to Local Libraries

Grants to Local Arts Organizations

Public Safety

Operating Costs for New Adult Prisons

Replacement of NGF - State Police

Opening of Culpeper Juvenile Correctional Center

Forensic Lab & DNA Databank-Workload Backlog

Military-Style Juvenile Program

State Share of Regional, Local Detention Homes
(Operating and Capital)

Juvenile Community Crime Control Act

Two New Juvenile Boot Camps

Correctional Education in New Facilities

Criminal Justice Information System

Relocate Military Affairs HQ to Fort Pickett

Health and Human Resources

l Medicaid Utilization & Inflation

8.3

3.1

72.5
19.0
11.9
10.0
9.2
9.1
5.2
4.6
4.0
24
2.0
1.3
1.0
17.3
14
1.3

429
17.9
11.2
7.6
2.7

55
5.5
3.3
29
1.6
1.5

111.7

1




Community & Facility Services for Mentally Disabled

Patient Care Improvements at Mental Health Facilities

New Health Program for Poor Children

Foster Care & Adoption Subsidies

Medicaid Rate Increase for Dentists

Medicaid Information System

Match for Federal Safe Drinking Water Act
Services for the Physically Disabled

"Healthy Families” Program for At-Risk Families
Rural Health Initiatives

Child Support Enforcement Admin.-Offset Rev. Loss
Full Funding of Poison Control Centers

Child Support Enforcement System Upgrade
Local Health Dept. Facility Improvements
In-home Care for the Elderly

State Match for Federal "Welfare to Work" Grant
Added Home-Delivered Meals for Elderly

Comprehensive Services Act

Caseload Growth

Employee Compensation

Classified /Local Empl. Salary Increase - Dec., 1998
Classified /Local Empl. Salary Increase-Dec., 1999
Health Insurance Premium Increase

State Police Regrade

District Court Employees Pay Plan

Commerce and Trade

Regional Competitiveness Act
Support for Richmond Centre
Workforce Services Training
Semiconductor Endowment Fund
Enterprise Zone Job Grants
Industrial Site Development

Finance

Revenue Stabilization Fund-FY 1999 and FY 2000

55.9
28.5
21.2
14.2
4.9
4.6
24
2.6
2.3
2.0
1.9
1.7
1.4
1.2
1.0
1.0
1.0

12.1

121.0
29.0
30.2
11.2

5.5

16.4
10.0
6.0
4.0
34
3.0

238.8
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Debt Service Payments-Full Year Cost/New Issues
Transfer of Capital Lease Payments
Equipment Trust Fund Debt Service

Higher Education Equipment Trust Fund - $84 million
Allocation for 1998-2000

Natural Resources
Water Quality Impr. Fund-Incr. for Point/Non-point
State Support for Lynchburg/Richmond Combined
Sewer Overflow Projects

State Parks

General Government

Cen. Acc'ts.-Personal Property Tax Program/Financial
Assistance for Public School Facilities

Cen. Acc'ts.-Deal Closing Fund

Cen. Acc'ts.-Workers Comp. and Liability Fund Incr.
Comp. Bd.-Law Enforcement Deputies @1:1,500
Comp. Bd.-Fully Fund 1997-98 New Jail Positions
Comp. Bd.-Increased Positions for New Jails
Criminal Fund-Projected Caseload Increase

Judicial- Fee Increase for Court-Appointed Attorneys-
Criminal Fund

Judicial- Fee Increase for Court-Appointed Attorneys -
Mental Commitment Fund

Judicial-New Judgeships (Circuit, District, J&DR)

Judicial-New District Court Positions

Year 2000 Project Office

Cen. Acc'ts.-Solar Photovoltaic Grants

Cen. Acc'ts.-Economic Contingency

Cen. Acc'ts.-Match for Federal Port Dredging/Craney

Island Study
Non-State Agencies

Other

Total-Operating Recommendations

329
37.7
10.6

94

28.7

7.0
3.0

533.0
30.5
10.5
17.6
13.7
129
20.7

3.1

2.8
1.9
1.9
1.3
2.7
2.0

3.1
46.6
72.4

$2,683.1
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Capital Outlay Appropriations

(GF $ in millions)

Maintenance Reserve (supplemented by $15.4 million

NGF) $51.3
Life Safety /Handicapped Access (supplemented by $4.6

million NGF) 13.5
NVCC-Medical Education Campus 16.8
TCC-Virginia Beach Campus Building 10.0
PDCCC-Workforce Development Center 2.7
DCC-Workforce Development Center 2.0
NVCC-Renovation to Annandale Campus 2.0
MECC-Renovations to Godwin/Holton Halls 2.0
UVa-Clark Hall Renovation/Addition 18.9
UVa-Special Collections Library 10.0
CVC-Science Bldg. Renovation & Addition 9.7
VPI-Chemistry & Physics Building Construction 234
VCU-New Science Building Construction 21.9
VCU-Sanger Hall Renovation 10.2
ODU-Constant Hall Renovation & Addition 9.9
GMU-Const. Academic Bldg. IV, Fairfax 18.0
VIMS-Byrd Hall Renovation 4.2
CNU-Renovate Ratcliffe Gymnasium 2.5
LC-Renovate East, West & Main Ruffner 9.1
MWC-Upgrade Goolrick Hall HVAC 2.2
NSU-Renovate Communications Building 3.6
RU-Renovate Walker Hall 2.6
VMI-Renovate Scott-Shipp Hall 10.2
VSU-Renovate Johnston Memorial Library 10.0
VSU-Renovate Owens Hall 54
SCIMUS-Campus Improvements, Fiber Optics. 3.5
JYE-Gallery, Cafe, Visitor's Center, & 400th Anniv. 14.9
DMHMRSAS-Asbestos Abatement 7.6
DMHMRSAS-Boilers, Steam Lines, HVAC 3.7
DVisHand-Renovate Charlottesville Workshop 5.0
DOC- Wastewater Treatment and Water Tanks 3.2
DOC- Locks, Window, & Fence Replacement 2.3
DJuv. Just.-Wastewater System Repairs 3.1
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DJuv. Just. - HVAC & Fire Safety Upgrades 3.6

DES-Cheatham Annex Fuel Storage Cleanup 2.7
VMNH-Construct New Museum 1.7
Other Capital Outlay 0.5
Total-Capital Outlay $ 323.9

Spending Reductions

The budget, as adopted includes reductions totaling about $149.0 million.
Of these reductions, the largest amount comes in Health and Human Resources,
including the use of federal funds for costs previously borne by the general fund,
and Medicaid reductions which are possible because of changes in federal law.
Savings are also produced by expanding Medicaid to include some children
being served under the Comprehensive Services Act.

Savings in Public Safety result primarily from substituting nongeneral
fund revenue from contracting for use of state prisons by non-state inmates, and
projected reductions in the number of prisoner-days for which the
Commonwealth must pay regional and local jails.

The following table details the savings included in the budget, as adopted.

Major Spending Reductions
in the Budget, As Adopted

| (GF $ in millions)
Health and Human Resources
Revise Medicaid Reimb. for Medicare Payments ($ 27.8)
Substitute Federal Welfare & Other Grants for General
Fund Expenditures (26.9)
Projected Reduction in Use of General Relief (2.0

Comprehensive Services Act
Medicaid for Therapeutic Foster Care/Resid. Services (17.5)

s
— ——
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Public Safety
Contract Beds-Use of State Beds by Non-state Inmates

Natural Resources
Match for Wastewater Loan Fund

Public Education
Reduce Reading Remediation
Eliminate Homework Assistance
Reduce Foster Care - Lower Utilization
DOE-Phase-Out Literacy Passport Test

Administration
Payments for State Inmates in Local Jails
Lower Utilization of Jail Contract Bed Program

Total

|

(14.5)
(2.2)

(5.5)
(4.1)
(4.0)
(2.7)

(24.2)
(17.6)

($ 149.0)
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Revenues

The 1998-2000 budget projects $20,281.5 million in general fund
revenues, transfers, and balances available for appropriation. This total
includes $495.0 million in available balances from the 1996-98 biennium and
$273.4 million in additions to the balance during the 1998-2000 biennium.
Projected tax collections total $18,699.6 million, and $813.5 million in Lottery
profits, ABC profits, and other transfers are included in the funds available
for appropriation.

General Fund Revenue Available for Appropriation
($ millions)

Available Balances $ 7684

f Revenue Estimates 18,699.6

Transfers 813.5
Total General Fund Revenues

Available for Appropriation $20,281.5

Available Balances

As adopted, the budget includes $768.4 million in balances either
brought forward from 1996-98 or projected to occur in 1998-2000. The largest
portion of this total comes from a $531.1 million increase in the revenue
forecast for FY 1998. Because very little of this revenue is needed in FY 1998,
the bulk flows forward as a balance into 1998-2000.

Another $211.4 million in balances comes from freeing up for
appropriation into the Revenue Stabilization Fund amounts which had been
temporarily set aside or reserved by the Comptroller from the FY 1997
revenue surplus.

Other balances include: $35.6 million in federal TANF balances that
will be used to fund the costs of the Child Earned Income Tax Credit (SB 638);
$12.6 million from the amounts reserved for lag pay in the 1997 Session; $6.0
million from unallocated Deal Closing Fund balances; $7.9 million for
recovery of the state's share of federal payments to local and regional jails for



housing federal prisoners; and $0.9 million for a Virginia Racing
Commission repayment of a Treasury loan.

Revenue Growth

The general fund revenue forecast of $18,699.6 million anticipates
growth rates of 5.8 percent for FY 1999 and 5.5 percent for FY 2000 --
significantly above those assumed last year for the next biennium. In
addition, because FY 1998 revenues are now expected to be $531.1 million
greater than expected last year, the higher base on which the growth rates are
applied will also increase revenues for 1998-2000. The combination of higher
growth rates and a larger base upon which to grow means that general fund
revenues forecast for FY 1999 and FY 2000 are $1,513.8 million above last
year’s projections. When the revised forecast for FY 1998 is included,
additional revenues for the three fiscal years total over $2.0 billion.

Of the more than $2.0 billion total, $1.1 billion (55 percent) results from
the revised forecast for non-withholding collections. The strong stock market
performance, changes in the federal tax rate for capital gains, and the strong
income outlook projected for business owners and proprietors accounts for
much of the projected increase. The Tax Department expects that federal tax
changes on capital gains will induce asset sales that will contribute $268.9
million of this increase.

Additional GF Revenues Compared
to Last Year's Forecast

800 $721.0 $791.2
700
600
500
400
300
200
100

$ Millions

1998 1999 2000

Throughout the forecast period, Virginia's economy is projected to
slightly outperform the nation. The revenue forecast assumes continued



strong economic conditions in FY 1998, with somewhat slower, albeit healthy
employment growth and low inflation in FY 1999 and FY 2000. A more
complete description of the economic assumptions underlying the revenue
forecast is included later in this section.

Forecast of General Fund Tax Revenues

($ in Millions)

Percent Percent

FY98 FY99 Growth FY00 Growth

Net Ind. Income  $5,246.8  $5,605.2 6.8% $5,964.8 6.4%
Corp. Income 456.6 453.2 (0.7) 469.3 3.6
Sales 1,933.9 2,031.6 51 2,135.3 5.1
Insurance Prem. 2204 235.0 6.6 248.6 5.8
Public Service 98.5 117.3 19.1 1194 1.8

Major Taxes $7,956.2  $8,442.3 6.1% $8,937.4 5.9%
Other 643.8 659.3 2: 660.6 %

Total Taxes $8,600.0 $9,101.6 5.8% $9,598.0 5.5%

Assumed Legislative Revenue Changes

The adopted budget includes a number of changes affecting tax and
revenue policies. The largest reduction in revenue, $35.6 million in
increased refunds, is related to the enacted Child Earned Income Tax Credit
(SB 638), which is expected to be offset by the use of federal TANF balances.

The adopted budget also continues the deferral of the scheduled law
change which would allow individuals to adjust the number of personal
exemptions claimed, according to an estimate of their final tax liability.
Currently, a taxpayer can ask the Tax Commissioner to administratively
increase his withholding exemptions if cause can be shown. The budget as
adopted defers this withholding change from January 1, 1999 to January 1,
2001 -- to save $33.6 million.

Other tax policy changes assumed in the revenue estimates include:



)

2)

3)

4)

Enterprise Zone Cap Increase. Current law caps at $8.0 million
the total for tax incentives allowed under the Enterprise Zone
law. The General Assembly increased the amount of the cap to
$16.0 million per year.

Virginia Pre-Paid Tuition Income Tax Subtraction. The General
Assembly enacted a subtraction of $2,000 per year for each pre-
paid tuition contract until the amount paid is fully deducted. The
cost of the subtraction is estimated at $2.5 million the first year
and $2.9 million the second year.

Insurance Premium Retaliatory Tax Credit. The General
Assembly enacted a tax credit for retaliatory taxes paid on
insurance premiums for companies that meet certain new
investment and hiring levels. Some states charge a retaliatory tax
to equal Virginia's tax rate on gross premiums for business done
in their state because their home-based companies have to pay
Virginia's higher premium tax. The proposed tax credit of $2.5
million per year would reimburse one known eligible company
(GE Capital) for retaliatory taxes paid.

Historic Rehabilitation Tax Credit. The General Assembly
enacted extending the existing credit to banks and insurance
companies, at an estimated cost of $0.5 million per year.

Assumed Tax Policy Changes
Affecting General Fund Revenue Estimates

$ Millions
Enacted Tax Reductions:
Child Earned Income Tax Credit $ (35.6)
Enterprise Zone Cap Increase (10.7)
Virginia Pre-Paid Tuition Income Tax Subtraction (5.4)
Insurance Premium Retaliatory Tax Credit (5.0)
Historic Rehabilitation Tax Credit (1.0)
($57.7)
Adopted Policy Deferrals:
Income Tax Withholding Change $ 336




Several tax policy changes scheduled to take effect in the next
biennium were not impacted by any General Assembly actions. These

include:

- Non-prescription Drugs. The adopted budget assumes the $22.8
million reduction in general fund revenues associated with the
sales tax exemption for non-prescription drugs, which will go
into effect on July 1, 1998.

- Neighborhood Assistance. Total tax credits available for the
Neighborhood Assistance Program will increase from $5.25
million to $8.0 million per year beginning July 1, 1998.

- Low-Income Housing. Tax credits totaling $1.0 million for
providers of housing for low-income residents will take effect on
January 1, 1998.

- Coalfield Employment Enhancement Tax Credit. From January
1, 1996 through December 31, 2001, taxpayers can earn credits
against income taxes based on the production of coal or coal
methane gas. Credits cannot be claimed until January 1, 1999.
The credits are limited to 50 percent in tax years 1999 and 2000,
and 75 percent in tax years 2001 and 2002. The remainder can be
claimed in future years. The adopted budget assumes the $16.4
million reduction in general fund revenues associated with this
change.

Transfers

Transfers expected in the 1998-2000 biennium total $795.1 million. Of
this amount, $684.0 million is expected from Lottery profits, which are
projected to continue at the FY 1998 level of $342.0 million per year. In
addition, the Lottery Department is expected to transfer to the general fund
$5.0 million from eliminating the special prize reserve, and $6.4 million from
balances resulting from administrative savings.

Other major transfers that routinely take place include $42.2 million
from Alcohol Beverage Control (ABC) profits, an increase of $1.7 million per
year, and $21.8 million transferred from ABC revenues to support substance
abuse programs. In addition, an estimated $18.4 million per year will be
transferred from the Literary Fund to support a program of financial
assistance for public school facilities.



Other significant transfers include $24.1 million from housing federal
inmates in Virginia prisons; $11.6 million from excess balances in the
constitutional officers liability fund; and $4.7 million from additional DIT rate
reductions.

Two significant transfers are expected from the general fund, including
a reduction of $15.1 million to reflect a transfer to the Children's Health Fund
of revenues collected from equalizing the insurance premium tax treatment
for Trigon, since it is now a public company. This reflects the impact of a bill
passed last session to effect this change. Finally, $19.9 million is expected to be
transferred from the general fund to the Capital Expenditure Fund, in
keeping with the provisions of SB 476. This amount is used to fund non-
recurring expenditures in capital outlay.



Transfers Included in the Adopted Budget Il
(% in millions)
Lottery Proceeds $ 684.0
Lottery Reserves and Admin. Savings 114
ABC Profits 42.2
DOC Contract Prison Revenue 241
ABC to MHMRSAS 21.8
Literary Fund-Unclaimed Lottery Prizes 184
Unrefunded Marine Fuels 11.9
Excess Balances from Constitutional Officers 11.6
NGF Indirect Costs 10.8
Local Sales Tax Compliance 8.4
DIT Rate Reductions 47
Transportation Sales Tax Compliance 3.8
DMHMRSAS Balances in SF Revenues 2.0
THRIS Recovery NGF's 2.0
Other 3.1
IHRIS Treasury Loan Repayment (3.0)
GF Transfer to the Game Protection Fund (8.5)
Children's Health Program (15.1)
Capital Expenditure Fund (19.9)
Total Transfers Proposed $ 813.5

Economic Scenario Associated with the Revenue Forecast

Virginia's revenue forecasting process is a multi-step one involving
expert projections of national economic conditions, use of an econometric
model to anticipate Virginia's economic outlook, and review of economic
and business data by several Governor's advisory boards. The Governor's
Board of Economists reviews the economic forecast that is officially adopted
for use in the revenue estimates. The Governor's Advisory Council on
Revenue Estimates considers whether the revenue estimates prepared by the
Department of Taxation are realistic in light of current business conditions.

In FY 1997, economic growth was better than expected, both for the U.S.
and Virginia. Virginia's employment growth reached 3.1 percent, personal



income grew 5.6 percent, and wages and salaries grew 6.8 percent --
significantly above the level s expected last year.

The table below compares actual and forecast economic indicators for
both the U. S. and Virginia. In general, the economy is expected to grow at a
somewhat slower, albeit healthy, pace over the forecast horizon, compared to
FY 1997.

Growth in Actual and Forecast
Selected U.S. and Virginia Economic Statistics
(Percent Growth Over Prior Year)

Actual Estimated
FY 1997 FY 1998 FY 1999 FY 2000

Real GDP 3.3% 3.2% 2.2% 2.4%
U.S. Personal Income 59 5.6 5.4 5.5
Va. Personal Income 5.6 57 6.0 6.1
Va. Wages and Salaries 6.8 59 6.3 6.0
Va. Employment 3.1 23 2.2 1.8

Source: WEFA September, 1997 Standard Forecast and Virginia
Department of Taxation




Legislative Department

The approved budget for 1998-2000 for the Legislative Department
reflects a variety of technical adjustments to continue current operations,
which were approved by the House and Senate Rules and Joint Rules

Committees.

In addition, adjustments are included to provide increased

compensation for legislative aides, to reflect increased per diem rates for
legislators and aides, and to support legislation and other initiatives approved
during the 1998 session.

. General Assembly

Legislative Aides Salaries. Includes $1,340,000 GF each year to
increase the compensation allowance for legislative aides to
$28,000, beginning July 1, 1998.

Office Expense Allowance. Adds $910,000 GF each year to
increase members' legislative office expense allowances from
$750 to $1,250 per month.

Interim Per Diem Expenses. Includes $320,000 GF each year to
increase per diem payments from $100 to $200 per day for
meetings which are conducted in the interim when the General
Assembly is not is session.

Automation Pilot Project. Includes $400,000 GF the first year for
a pilot project to provide personal computers in the House and
Senate chambers, for twenty-five Delegates and ten Senators.

House Chamber Sound System. Adds $30,000 GF the first year

to upgrade the microphones and sound amplification system in
the chamber of the House of Delegates.

Judicial Department

The approved 1998-2000 budget for the Judicial Department contains a
net increase of $32.7 million GF over the adjusted appropriation for current
operations. Of this total, the most significant increase is $24.4 million for the
Criminal Fund, including $20.7 million for caseload growth, $3.1 million for



increased attorneys' fees, and $600,000 for guardianship expenses. Also
included is $1.8 million for six new judgeships, $1.8 million for 43 new
district court positions, and $2.7 million to increase professional fees for
involuntary mental commitment hearings.

. Court of Appeals of Virginia

- Additional Office Support. Provides $75,595 GF the first year and
$39,135 GF the second year for one additional position and office
equipment.

. Circuit Courts

- Judgeships. Includes $330,600 GF the first year and $325,600 GF
the second year for two new circuit court judgeships in the City
of Newport News and Loudoun County (HB 174).

- Criminal Fund. Includes an additional $11.9 million GF the
first year and $12.5 million GF the second year for increased costs
associated with the Criminal Fund. This increase raises the total
appropriation for the Criminal Fund to $52.3 million GF the first
year and $52.8 million GF the second year. Increased costs
include:

- Caseload Growth. Provides $10.3 million GF each year for
the projected increase in caseload for indigent defense.

- Court-Appointed Attorney Fees. Provides $1.3 million GF
the first year and $1.8 million GF the second year to

provide a 15% - 20% increase in the fees paid to court-
appointed attorneys in Class II, III, IV, V, and VI felony
cases, in accordance with the 1998 session amendments to
§ 19.2-163, Code of Virginia (HB 948).

-- Adult Guardianship. Provides $300,000 GF each year for

expenses of providing adult guardianship, pursuant to
House Bill 209.

. General District Courts
- Judgeship. Includes $150,150 GF the first year and $147,650 GF

the second year for a general district court judgeship in the City
of Virginia Beach (HB 173).
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Involuntary Mental Commitment Fees. Adds $1.3 million GF
the first year and $1.5 million GF the second year to increase the
fees paid for special justices, attorneys, physicians and other
professionals in involuntary mental commitment hearings.

Additional Positions. Provides $473,890 GF each year for 21.6
new positions for the Offices of the Clerks of the District Courts
to meet increased workload, as recommended by the Committee
on the District Courts.

Court Automation. Provides $300,000 GF each year to replace
computer equipment in the General District, Juvenile and
Domestic Relations District, and Combined District Courts.

Interpreters. Includes $45,000 GF each year to continue a pilot
project to provide foreign language interpreters in selected
Northern Virginia courts, including small claims courts.

Juvenile and Domestic Relations District Courts

Judgeships. Includes $450,450 GF the first year and $442,950 GF
the second year for three new juvenile and domestic relations
district court judgeships in the Cities of Norfolk, Portsmouth,
and Richmond (HB 173).

Additional Positions. Provides $375,292 GF each year for 17.7
new positions for the Offices of the Clerks of the Juvenile and
Domestic Relations District Courts to meet increased workload,
as recommended by the Committee on the District Courts.

Calendar Management. Adds $125,000 GF each year to continue
a pilot project to improve court calendar management.

Private Mediation Services. Provides $100,000 GF each year to
contract for mediation services.

Combined District Courts

Additional Positions. Provides $81,631 GF each year for 3.4 new
positions for the Offices of the Clerks of the Combined District
Courts to meet increased workload, as recommended by the
Committee on the District Courts.
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Magistrate System

Magistrate Positions. Includes $203,868 GF the first year and
$204,122 GF the second year for 6.4 additional magistrates,
including one full-time magistrate each for Chesapeake,
Chesterfield County, Hampton, Loudoun County, Newport
News and Stafford County, and 0.2 FTE magistrates each for Page
and Louisa Counties.

- An amendment providing a proportional salary increase
for magistrates is included in the Central Accounts.

Judicial Inquiry and Review Commission

Increased Expenses. Provides $25,000 GF each year for increased
expenses, including office equipment, training, publications, and
additional commission meetings.

Virginia State Bar

Legal Aid. Provides $375,000 GF each year for legal aid in civil
cases through the Virginia Legal Services Corporation.

Consumer Real Estate Protection Act. Includes $54,100 NGF the
first year and $55,670 NGF the second year to regulate persons
performing escrow, closing, or settlement services. This
program is self-supporting through registration fees.

Fees for Legal Services. Provides $17,128 NGF the first year and
$34,256 NGF the second year, to reimburse the Office of the
Attorney General for legal services.

Virginia State Bar Salary Increases. Adds $85,000 NGF each year
for a four percent across-the-board salary increase.

Public Defender Commission

New Offices. Includes $509,000 GF the first year and $476,000 GF
the second year to expand public defender services through a
new office serving the Albemarle County-Charlottesville area
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and expansion of the Martinsville office to serve the Patrick
County area.

Representation for Juveniles. Adds $46,500 GF the first year and
$46,870 GF the second year, and one FTE position, for
representation of juveniles at detention hearings.

Office Automation. Provides $154,000 GF the first year to
upgrade existing computers and to purchase new ones.

Executive Offices

The approved budget for 1998-2000 for the Executive Offices continues
certain criminal investigation positions in the Office of the Attorney General
which were previously supported by grant funding, and adds $1 million for
the cost of a previously approved attorney pay plan and the conversion of
eighteen clerical support positions from temporary to permanent status.

. Attorney General and Department of Law

Grant Positions. Includes $185,514 GF the first year and $222,618
GF the second year to maintain investigative and prosecutorial
positions involving organized crime. These positions were
previously supported with federal grant funds which will expire
on June 30, 1998.

Convert Part-time Positions. Provides $500,000 GF each year to
meet the actual cost of a previously approved pay plan for
attorneys, and increases the Maximum Employment Level for
the agency by 18.0 FTE positions to convert 18 temporary clerical
support employees to full-time status.
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Administration

The approved budget for 1998-2000 for Administration agencies
contains a net increase of $23.4 million GF over the adjusted appropriation
for current operations.

Funding increases are primarily contained in these agencies: the
Compensation Board, $52.7 million; the Department of General Services, $9.9
million; the Department of Information Technology, $1.2 million, and the
Council on Information Management, $1.5 million. Funding reductions of
over $44.2 million, almost entirely in the Compensation Board, offset much
of the proposed spending increases.

Compensation Board increases are primarily for staffing new local and
regional jails, and the addition of 372 deputy sheriffs to reduce the state
funding ratio from the current level of one law enforcement deputy per 2,000
general population to one deputy per 1,500 general population. Savings in
the Compensation Board’s budget result from a reduction in the number of
prisoner days for which the state would make support payments, based on a
revised forecast of state and local prisoners. The Department of General
Services increase results from a recent study of the state’s Self-Insurance
programs and would begin a phased reduction of actuarial reserve shortfalls.
Additional funding for the Council on Information Management provides
for oversight of state agency efforts to correct the Year 2000 computer date
problem.

. Secretary of Administration

- Year 2000 Computer Date Problem. Includes language
establishing a Year 2000 Computer Date Change Project Office
reporting directly to the Secretary. Related financing for the
Office is included in the budget of the Council on Information
Management.

- Study of Employee Stock Ownership Plans (ESOPs). Directs the
Secretary of Administration to study the feasibility, including
costs, for promoting ESOPs through information, education, and
technical services to business and employee groups. The
Commonwealth Competition Council, Department of Planning
and Budget, and Secretary of Finance will assist in the study.

14



Department of Personnel and Training

Staffing for New Payroll and Personnel Information System.
Includes $227,354 GF the first year and $239,231 GF the second
year and five positions to implement and maintain the new
Integrated Human Resource Information System (IHRIS), which
will replace current payroll and personnel management data
bases.

Study of a Gainsharing Program. Requires the Department of
Personnel and Training and the Commonwealth Competition
Council to study development of a gain-sharing program,
whereby state employees would share in savings resulting from
their actions to improve agency efficiencies and cost-
effectiveness.

Study the Privatization of Background Investigations. Directs
the Department of Personnel and Training, the Department of
State Police and the Commonwealth Competition Council to
study privatizing background investigations and security
clearances.

Department of Employee Relations Counselors.

Administrative Support. Provides $32,642 GF the first year and
$28,342 GF the second year for part-time administrative staffing
support and for computer system maintenance and
improvements.

Workload Increase. Provides $30,000 GF each year and one FTE
position to address increased workload and training, and
printing costs.

Department of General Services

Transfer Commonwealth Competition Council Funding.
Reduces by $292,597 GF each year the Department’s budget for
the Commonwealth Competition Council. = Companion
proposals establish the Council as a separate agency.

Self-Insurance Funds. Adds $10.5 million GF and $7.5 million
NGF each year to begin phasing in a plan to fully fund the
actuarially estimated reserve requirements for the Workers
Compensation and General Liability Self-Insurance programs.
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- Environmental Laboratory Certification. Provides $407,361 NGF
each year to establish a new certification program through the
Division of Consolidated Laboratories for other public and
private labs which do water and waste management testing.
Funds to operate the program would come from fees charged
agencies applying for certification.

- Virginia War Memorial. Includes $558,687 GF the first year and
$316,237 GF the second for general renovations, parking
improvements and promotional material related to the
Memorial.

- Remove One-Time Costs. Removes $425,000 GF each year for
one-time cost items related to real property management which
was appropriated in fiscal year 1998 but does not need to be
continued in subsequent years.

- Procurement of Computer Systems and Services. Requires
implementation of the recommendations of the Auditor of
Public Accounts regarding the procurement of computer
systems and services.

- Coordinate Recycling and Procurement. Provides one position
for the Department of General Services to coordinate state
agency recycling and procurement efforts, including the
establishment of guidelines, standardized record-keeping, and
product promotion, as recommended by the House Joint
Resolution 597 (1997) study.

State Board of Elections

- Voter Registration System. Provides $150,000 GF the first year
for systems development work associated with replacement of
the statewide Voter Registration Information System.

- Electronic Campaign Finance Reporting. Includes $140,000 GF
the first year and $70,000 the second year for systems
development and maintenance related to electronic campaign
finance reporting, as provided for in House Bill 588.

Compensation Board
- Administrative Computer Systems. Includes $0.7 million each
year for DIT service charges and administrative support of the

Compensation Board’s computer systems, which are used to
manage state payments to the localities.
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Population-based Salary Increases. Provides $50,879 GF the first
year and $51,335 GF the second year for salary increases due the
Principal Constitutional Officers, based on population growth in
James City and Spotsylvania Counties.

1 to 1,500 Sheriff Deputies. Includes $8.0 million GF the first
year and $8.1 million GF the second year to support 332
additional sheriff deputies in departments which provide law
enforcement services.

The new ratio of one deputy per 1,500
general population results in the following allocation:

CURRENT  ADDTO CURRENT  ADDTO “
LAW ENF. MEET LAW ENF. MEET

LOCALITY DEPUTIES 1:1500  LOCALITY DEPUTIES 1:1500
ACCOMACK 17 5 LOUISA 12 4
AMELIA 5 2 LUNENBURG 6 2
AMHERST 15 5 MADISON 8 1
APPOMATTOX 7 2 MATHEWS 5 1
AUGUSTA 30 10 MECKLENBURG 16 5
BEDFORD 27 9 MIDDLESEX 5 2
BOTETOURT 14 5 MONTGOMERY 34 12
BRUNSWICK 9 2 NEW KENT 7 1|
BUCHANAN 17 4 NORTHAMPTON 7 2
BUCKINGHAM 8 2 NORTHUMBERLAND 6 2
CAMPBELL 25 8 NOTTOWAY 9 2
CAROLINE 11 3 ORANGE 13 3
CARROLL 16 3 PAGE 12 4
CHARLOTTE 7 2 PATRICK 9 3
CLARKE 7 2 PITTSYLVANIA 29 9
CULPEPER 16 5 POWHATAN 10 3
CUMBERLAND 5 1 PRINCE EDWARD 10 3
DINWIDDIE 14 2 PULASKI 18 6
ESSEX 6 1 RICHMOND 5 1
FAUQUIER 26 8 ROCKBRIDGE 10 3
FLOYD 7 2 ROCKINGHAM 32 10
FLUVANNA 8 3 RUSSELL 17 3

| FRANKLIN 22 7 SCOTT 13 3
FREDERICK 26 9 SHENANDOAH 18 5
GILES 9 3 SMYTH 17 6
GOOCHLAND 9 2 SOUTHAMPTON 9 3
GRAYSON 9 2 SPOTSYLVANIA 36 12
GREENE 8 1 STAFFORD 41 13
HALIFAX 19 7 TAZEWELL 27 5
HANOVER 38 12 WARREN 15 5
HENRY 35 3 WASHINGTON 25 8
ISLE OF WIGHT 14 5 WESTMORELAND 9 2
KING GEORGE 8 3 WISE 20 7
KING WILLIAM 7 2 WYTHE 14 4
LANCASTER 6 2 YORK 28 9
LOUDOUN 55 24

TOTAL 1,249 332

it
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Law Enforcement Deputies at 1:2,000. The computation for the
1:1,500 standard did not take into account new positions required
by population growth -- it merely did a conversion based on
static population. Population growth in 22 counties will require
funding for 40 additional law enforcement deputies to meet
existing law. The proposed budget also provides $0.6 million GF
the first year and $1.0 million GF the second year account for this
growth.

Estimated Law Enforcement Deputy
Allocations at 1 per 2,000 of Population
(FY 2000)

Ambherst 1 Lunenburg 1
Augusta 1 Loudoun 13
Bedford 1 Louisa 1
{| Botetourt 1 Patrick 1
Culpepper 1 Powhatan 1
Fluvanna 1 Rockingham 1
Franklin 1 Spotsylvania 3
Frederick 2 Stafford 3
Hanover 2 Warren 1
Isle of Wight 1 Washington 1
King George 1 York 1
Total 40

Local Jails Opening in 1998. Provides $6.1 million GF the first
year and $7.6 million GF the second year for new and expanded
jails which opened during the current biennium and are
partially funded, or ones that are expected to open during the
current year. The affected jails are: Fairfax,
Albemarle/Charlottesville, Hampton Roads, Pamunkey,
Botetourt and Martinsville.

New Jails Opening in FY 1998-2000. Includes $2.3 million GF
the first year and $10.6 million GF the second year for staffing the
following new or expanded jail facilities, which are scheduled to
open in the next biennium: Middle Peninsula, Blue Ridge
Regional, New River Regional, Alleghany/Covington Regional,
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Rappahanock Regional, Southside Regional, Peumansand
Regional, Martinsville and Tazewell.

Jail Contract Bed Program. Reduces funds budgeted for
payments to participating local and regional jails for housing
state sentenced offenders, based on contractual agreements with
the Department of Corrections. Savings of $8.8 million GF each
year will result, as the contract program is reduced from
approximately 1,000 beds to approximately 300 beds in each year.

Part-time to Full-time Commonwealth’s Attorneys. Funds the
conversion of three part-time Commonwealth’s Attorneys to
full-time status, as provided for in the Code of Virginia. The
additional cost of theses conversions is $238,293 GF the first year
and $194,882 GF the second year for the following offices:
Ambherst, Giles, and Mathews.

Revised Jail Per Diem Payments. Provides a reduction in per
diem payments for maintenance of prisoners in local jails, based
on the recently revised forecast of state and local inmates. The
budget proposal assumes a savings of $12.7 million GF the first
year and $11.5 million GF the second year.

Per Diem Payments by the Department of Corrections.
Removes current language which requires the Department of
Corrections to provide additional compensation to localities in
the event the Department fails to pick-up state sentenced
offenders within the statutorily prescribed time frames.

Pick-up of Prisoner by the Department of Corrections. Provides
$1.5 million the first year and $4.3 million the second year, to
restore per diem payments for housing sentenced inmates in jail
prior to transfer into state facilities. The introduced budget
assumed a 30-day pickup schedule, following receipt of the
complete and final sentencing order by the Department of
Corrections. HB 30, as adopted, provides sufficient funds to
maintain the current 60-day pickup schedule, as authorized by
the Code of Virginia.

Master Deputy Program. Includes $385,627 GF the first year and
$439,025 the second year to reclassify sheriff deputy positions
when certain advanced educational and training activities have
been completed. The payments will be available to the following
departments: Caroline, Culpeper, Fairfax, Gloucester,
Montgomery, Nelson, Alexandria and Hampton Roads
Regional.
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Part-time to Full-time Staff for LIDS. Converts two part-time
staff positions to full-time status for operation of the Local
Inmate Data System (LIDS) at a cost of $24,000 the first year and
$25,000 the second year.

Annual Jail Operating Expense Report.  Establishes the
requirement for an annual report to the Chairmen of the House
Appropriations and Senate Finance Committees on the actual
cost of operating local and regional jails and jail farms.

Computer Equipment. Provides $45,000 the first year to the
Compensation Board for computer equipment.

Nelson County Jail. Reduces the Compensation Board budget
by a net of $42,065 the first year and $83,378 the second year by
three actions which:

- Allows funding for the Nelson County Jail to be
continued until January 1, 1999, while cooperative
agreements are finalized for the county's participation in a
regional jail program:

-~ Capture savings of $54,315 the first year and $83,378 the
second year resulting from housing prisoners from
Nelson County in the Albemarle-Charlottesville Regional
Jail beginning on January 1, 1999, and:

-- Provides $12,250 the first year and $25,252 the second year
for one deputy sheriff to transport prisoners from Nelson
County to the Albemarle-Charlottesville Regional Jail
beginning on January 1, 1999.

Chief Deputy Program. Provides $25,673 GF the first year and
$44,987 GF the second year to reclassify chief deputy sheriff
positions in cities and counties under 10,000 population from a
grade 8 to grade 9.

Career Prosecutor Program. Provides $513,615 GF for initiation
of a career prosecutor program for Commonwealth Attorneys on
December 1, 1999. This program is designed to help retain
experienced prosecutors.

Land Records Task Force Support. Provides one additional FTE

position to the Compensation Board to assist the Land Records
Management Task Force. This position is funded from an
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already budgeted special fee assessment in Circuit Court Clerks'
offices to support technology improvements at the local level.

Day Reporting Centers. Local per diem payments are reduced by
a total of $875,000 the first year and $1,781,000 the second year to
offset the costs of establishing four day reporting centers under
the Department of Corrections for:

- Martinsville and Henry and Franklin Counties;

- Norton and Lee, Wise, Scott and Dickinson Counties;
-~ Saunton and Harrisonburg, and;

- Suffolk, Chesapeake and Portsmouth.

Commission on Local Government

Correction of Salary Related Costs. Corrects the omission of
$7,844 each year to fund salary related costs of the Commission
on Local Government.

Department of Information Technology

Eliminate Unfilled Positions. Reduces the authorized
employment level of the Department of Information
Technology by 23 FTE positions the first year and 39 FTE
positions the second year. This reduction recognizes a number
of unfilled positions in the first year and anticipates an agency
reorganization in the second year, based on the recent JLARC
report on the state technology resources.

Norton Relay Center. Authorizes the Department of
Information Technology to locate the Relay Center, for the
Department of the Deaf and Hard of Hearing, in Norton,
Virginia and requires a study of future funding options.

Graduate Engineering Instruction. Reduces funds budgeted for
telecommunications costs associated with graduate engineering
instruction at institutions of higher education by $322,464 the
first year and $322,464 the second year. The transmission
technology has changed, and the funding is no longer needed.

Community Service Grants for Public Television. Increases
funding for community service grants for public Television by
$166,800 each year. This is a five percent increase over current
funding levels of $3,332,802 each year.
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Capital Facilities Grants for Public Television. Provides a total
of $828,750 the first year for capital facilities grants to public
television stations:

-- WNVT-TV (Relocation to Stafford) $233,750

- WVPT-TV (Harrisonburg) $245,000
-- WBRA-TV (Roanoke) 75,000
-- WHRO-TV (Norfolk) $275,000

Community Service Grants for Public Radio. Increases funding
for community service grants for public radio by $62,800 each
year. This is a ten percent increase over current funding levels
of $605,964 each year.

Community Service Grants for Allegheny Mountain Radio.
Provides $10,000 each year for a community service grant to
Allegheny Mountain Radio.

Council on Information Management

Year 2000 Project Office. Adds $624,789 GF the first year,
$629,167 GF the second year, and 9 positions to direct the effort to
address the Year 2000 Computer Date change problem. Language
clarifies certain requirements related to the allocation of funds to
address Year 2000 Computer Date Change projects.

Geographic Information System. Includes language to develop
a workplan for statewide oversight of geographic information
systems, and $101,895 NGF and one position in the first year to
implement the requirement. An additional $100,000 GF the first
year and $100,000 GF the second year and one FTE position are
provided to support operation of the system.

Department of Veterans' Affairs

Veterans' Care Center Study. Provides $35,000 the first year to
study the need for another Veterans' Care Center.

Commonwealth Competition Council

Separate Agencies. Adds $292,597 GF and four positions each
year to establish the Commonwealth Competition Council as a
separate agency for budget purposes. The funds are transferred
to the agency through companion adjustments to the
Department of General Services budget.
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Commerce and Trade

The 1998-2000 Commerce and Trade budget contains a net general fund
increase of $45.6 million over the adjusted appropriation for current
operations.

New funding in the Department of Housing and Community
Development includes $10.0 million for the Richmond Centre expansion
project, $3.4 million for Enterprise Zone grant payments, $3.0 million to
establish an Industrial Sites Fund, and $16.4 million to continue the Regional
Competitiveness Fund.

For the Virginia Economic Development Partnership, the budget
includes $4.0 million to continue the capitalization of the Semiconductor
Educational Endowment Fund, $1.3 million to develop a Prospect Decision
Support System, and $0.5 million to increase state support for the Cooperative
Advertising Fund.

For the Department of Business Assistance, the General Assembly
approved $6.0 million to increase Workforce Training activities, $1.0 million
to establish a small business incubator program, and $0.5 million to increase
the Small Business Growth Fund.

New funding for the Center for Innovative Technology includes $2.5
million to begin implementation of the “Virginia Technology Blueprint”.

Nongeneral fund increases of $22.4 million include technology and
automation enhancements at the Virginia Employment Commission, and
$4.8 million for the Breeder’s Fund which is managed by the Virginia Racing
Commission.

. Department of Housing and Community Development

- Enterprise Zone Incentives. Provides an increase of $1.7
million GF each year for Job Grant incentives provided by the
Virginia Enterprise Zone Program.

- Richmond Centre. Approved $10.0 million GF the first year to

support the expansion of the Richmond Centre conference and
convention facility.
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- Industrial Sites Development Fund. Provides $3.0 million GF
the first year to establish an Industrial Site Development Fund to
assist communities with the cost of developing industrial
properties in distressed areas of the state.

- Regional Competitiveness Fund. Provides funding of $10.2
million GF in FY 1999 and $6.2 million GF in FY 2000. Funding
in the first year will ensure that all existing partnerships will
receive the same level of funding in FY 99 that they received in
FY 1998. New partnerships will be funded at the per capita rate
of $1.48, with a minimum floor of $200,000.

- Virginia Enterprise Initiative. Restored $0.7 million GF the
second year for the micro-enterprise loan program. This
program was proposed by the Administration during the 1995
Session as a means to provide low-income individuals with
access to capital and business training to start and operate their
own businesses.

- Homeless Assistance. Adds $0.5 million GF the first year and
$0.3 million GF the second year for housing and homeless
assistance.

~ Planning District Commission Funding. Provides $0.4 million
GF each year to increase the state’s support to each planning
district commission by $20,000 per year.

Virginia Economic Development Partnership

- Semiconductor Endowment Fund. Approved $2.0 million GF
each year to continue to capitalize a semiconductor educational
endowment fund. The fund was established to further
microelectronics education and research in support of the
Motorola, Dominion Semiconductor, and White Oaks ventures.
During the 1997 Session, the General Assembly approved $1.0
million for the endowment, with a commitment to fund the
remaining $8.0 million over four years.

- Prospect Decision Support System. Approved $960,000 the first
year and $360,000 the second year GF support to continue the
development of the geographic information and business site
location system.
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Performance Compensation. Provides $279,118 the first year
and $464,205 the second year GF for performance based
compensation commensurate with the Governor’s proposed
salary plan for classified employees.

Cooperative Tourism Fund. Approved an additional $250,000
GF each year for the Cooperative Advertising Fund. Under the
program, state funds are matched by private and local funds to
promote and market tourist attractions and destinations.
Funding for this program totals $4.75 million each year.

Small Business Incubator Program. Provides $0.5 million GF
each year to implement a statewide small business incubator
program.

. Department of Business Assistance

Workforce Training Program. Appropriates an additional $3.0
million GF each year for commitments made to new Virginia
businesses and existing and expanding Virginia companies for
worker training programs. Funding for this program totals $13.5
million each year.

Virginia Small Business Growth Fund. Provides an additional
$250,000 GF each year for the capitalization of the Small Business
Growth Fund. This program provides capital access to small and
medium size companies by providing loan loss risk protection to
private lenders.

. Department of Agriculture and Consumer Services

International Marketing. Approved an additional $85,000 GF
each year to expand international marketing operations. Funds
will be used to cover increased travel expenses and cover costs
for participation in trade missions.

Domestic Marketing. Provides $115,000 GF and 1.0 FTE each

" year for a regional marketing manager for southeast Virginia.

Seafood Marketing Campaign. Provides $100,000 the first year
to reimburse the Department for a marketing and education
initiative for Virginia seafood in FY 1998.
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Department of Mines, Minerals, and Energy

Solar Photovoltaic Federal Grant. Approved $800,000 the first
year and $1.5 million the second year in federal grant funds to
sponsor a cooperative agreement between the Commonwealth
and Solarex, a manufacturer of solar photovoltaic panels, to
produce and market viable renewable energy technology.

Virginia Employment Commission

Virginia Career Connect System. Provides $1.4 million the first
year and $1.3 million the second year NGF to implement the
electronic One-Stop Career Connect system grant from the U.S.
Department of Labor. The new system will provide a web site
with access to America’s Job Bank, Labor Market Information,
America’s Talent Bank, and other information systems and
services. This system is being developed and implemented in
concert with the Governor’'s Employment and Training
Department.

Improve Technology and Automation. Approved $3.5 million
the first year and $3.1 million the second year NGF to complete
the implementation of the department’s information technology
infrastructure.

Year 2000 Compliance. Provides an additional $1.8 million the
first year and $1.4 million the second year NGF to complete a
five-stage effort to correct the year 2000 computer date problem.

Department of Forestry

Forest Fighting Equipment. Provides $905,274 GF in FY 1999
and $755,274 in FY 2000 for the replacement of aging forest fire
fighting equipment, and to place the department’s equipment
replacement program on a permanent rotation schedule.

Reforestation Program. Provides $347,960 GF the first year and

$373,977 GF the second year to fully match the forest products tax
contribution.
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Virginia Racing Commission

-

Breeders Fund. Approved $1.8 million the first year and $3.0
million the second year in NGF spending authority to support
the purposes of the Virginia Breeders Fund, as required by the
Code. These funds are used to establish purses for races with
Virginia-bred horses.

Innovative Technology Authority

Virginia Technology Blueprint. Provides $1.0 million GF the
first year and $1.5 million GF the second year to begin
implementation of the Virginia Technology Blueprint. The
spending initiatives include the technology award program and
funding to develop and attract research and development
organizations.
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Workforce Training

The General Assembly approved a number of workforce training
activities totaling $43.6 million, aimed at addressing five primary objectives:
(1) addressing the need for technology research and implementation; (2)
responding to the shortage of degree graduates in technology-related fields; (3)
assessing worker skills and job requirements; (4) recruiting and providing
needed training to qualify workers for actual job placements; and (5) ensuring
that policies and spending are coordinated.

Nongeneral
Activity General Fund Fund

VA Manufacturing Extension Service $300,000 $0
CIT - Technology Commercialization $1,000,000 $0
CIT - Technology Research & Development $1,500,000 $0
VEDP - Semiconductor Endowment Fund $4,000,000 $0
ODU - Increase Technology Degrees $5,220,000 $5,220,000
GMU - Increase Technology Degrees $4,562,500 $4,062,500
VCCS- Staff State Workforce Council $275,000 $0
DBA - Workforce Training Services $6,000,000 $0
VCCS - Noncredit Course Instruction $1,500,000 $0
VCCS - Workforce Training Recruiters $1,000,000 $0
VCCS - Semiconductor Equipment (HEETF) $2,000,000 $0
Workforce Development Centers - RCA $8,750,000 %0
VCCS - Workforce Development Centers $1,200,000 $0
VA Western CC & D.S. Lancaster CC Center $690,000 %0
TNCC & ODU - Peninsula Workforce Center $910,000 $0
CVCC - Manufacturing Tech. Training Cntr. $0 $2,500,000
Danville CC (Capital Project) $2,000,000 $1,500,000
Paul D. Camp CC (Capital Project) $2,675,000 $1,500,000
Grand Total $43,582,500 $14,782,500
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Public Education

The approved 1998-2000 budget for Direct Aid to Public Education
contains an increase of $727.5 million GF over the adjusted appropriations for
current operations, bringing total general fund support for Direct Aid to $6.8
billion for the biennium. A net addition of $10.9 million GF is recommended
for the Department of Education. A net reduction of $4.7 million GF is
recommended for the Comprehensive Services Act, primarily from savings
associated with using Medicaid to fund currently provided services.

In addition, funding is contained in a central account to support a
program of $110.0 million in financial assistance for public school facilities.
The item includes language directing the Governor to identify, prior to the
1998 reconvened session, $29.2 million of additional revenue or budget
savings to be used for this program.

Included in the $727.5 million GF increase for direct aid to public
education is: $350.2 million GF to update the Standards of Quality accounts
for increased enrollment, prevailing costs of education, sales tax revenues
and updated composite index calculations; $97.1 million GF to provide a 2.25
percent salary increase for public school employees; $79.9 million GF to assist
local school divisions with the implementation of the new Standards of
Learning (SOL) and Standards of Accreditation (SOA) by providing teacher
training ($25.2 million GF), student remediation ($29.6 million GF), and
appropriate materials ($25.1 million GF); and $65.7 million GF for additional
elementary teachers.

Also included in this total is $31.7 million GF for the retiree health care
benefit adopted by the 1996 General Assembly; and $23.3 million GF to reduce,
and then eliminate, the diversion of Literary Fund revenues for teacher
retirement. Also included in the $727.5 million is $78.7 million to update
costs and participation rates in a number of categorical programs.

In addition, the approved budget provides $50.0 million NGF in the
second year to continue the General Assembly’s initiative to improve
educational technology in public schools. Funds are provided through the
sale of five-year notes by the Virginia Public School Authority (VPSA).

In the Department of Education, the net increase of $10.9 million GF is
for the development of materials and model programs for local teacher
training programs; assistance to school divisions with Standards of Learning
testing, and School Report Cards and Accreditation; a new evaluation unit;
and a needs assessment for a statewide student information system.
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Secretary of Education

Innovative or Alternative Schools. Provides $200,000 GF the
first year for grants to plan innovative or alternative schools.

Technical Adjustments. Adds a net $39,851 GF the first year and
$43,693 GF the second year for compensation actions and to
make technical adjustments.

Department of Education

SOL Test Continuation and Improvement. Adds $3.4 million
GF the first year and $4.6 million GF the second year and 1.0 FTE
position to maintain the new statewide Standards of Learning
(SOL) testing program, and to conduct a study of the impact of
the tests on classroom instruction. Funding is also provided to
develop alternate assessments that are required for students with
disabilities who are not participating in the regular testing
program. The funding is in addition to the $6.0 million GF in
the Department's annual base budget for the testing program.

Phase-out Literacy Passport Testing Program (LPT). Reduces
funding by $1.1 million GF the first year and $1.6 million GF the
second year to phase-out the LPT, consistent with legislation
passed by the 1998 General Assembly.

End-of-Course Tests. The introduced budget proposed funding
of $0.8 million GF the first year and $0.1 million GF the second
year for the development of end-of-course tests in World
Geography, Physics and Calculus to allow students to meet
testing requirements contained in the newly adopted Standards
of Accreditation. The General Assembly accepted the proposed
addition of a World Geography test, but not the Physics or
Calculus tests, for a reduction of $0.6 million GF the first year
and $70,000 GF the second year. Funding for a total of 28 annual
SOL tests is included for the 1998-2000 budget.

Report Card/Accreditation. Provides $1.5 million GF the first
year and $1.6 million GF the second year to fund 4.0 additional
positions in the Department of Education's accreditation and
management information systems divisions. The funding also
provides for system upgrades and the printing and distribution
costs of a School Report Card and other reports now required by
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the newly adopted Standards of Accreditation (SOA). The SOA
requires that schools provide students, parents and the
community with copies of the academic objectives at each grade
level (or course requirements), a copy of the SOLs applicable to
the students' grade level, and a School Performance Report
individualized to each of Virginia's 1,987 schools.

Teacher SOL Training - Support for Local School Divisions.
Includes $820,000 GF the first year for the Department to develop
and disseminate teacher training materials and model training
programs to local school divisions, and to compensate peer
teachers for time spent reviewing local training plans. Funding
is provided in Direct Aid to Public Education for school
divisions to conduct the training at the local level.

Establish Evaluation Unit. Adds $190,000 and 3.0 FTE positions
each year for an evaluation unit in the Department of Education.
The unit’s first-year evaluations will focus on teacher training
and remediation programs. Language in the Department’s
budget requires a review and evaluation of the effectiveness of
current statewide at-risk programs, as well.

Statewide Student Information System Needs. The introduced
budget proposed $0.5 million GF the first year and $0.2 million
GF the second year to conduct an information systems needs
assessment and information strategy plan for Virginia's school
divisions. The funding would also support 3.0 FTE positions in
Management Information Systems to support the new reporting
and data requirements of the Standards of Accreditation. In
addition to approving the funding proposed in the introduced
budget, the General Assembly provided $375,000 GF the first year
for an outside contractor to analyze the availability and use of
technology in each public school in the Commonwealth and to
recommend future technology improvements necessary to
implement the Board of Education’s Six-Year Educational
Technology Plan.

Technical Adjustments. Adds a net $752,352 GF the first year
and $828,509 GF the second year for compensation actions and to
make technical adjustments.

Virginia VIEW. Adds $25,000 GF the first year for the Virginia
VIEW program to expand its outreach services and Web Page.
Virginia VIEW is Virginia's career information delivery system
for federal vocational education funding purposes, and is used
by public schools throughout the Commonwealth.
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Nongeneral Fund Appropriations. Provides authority to expend

additional nongeneral funds totaling $0.3 million each year for
Driver Education, Teacher Certification, and Trust and Agency
Accounts.

Direct Aid to Public Education

- Technical Increases. Includes $101.1 million GF the first year and
$130.1 million GF the second year to make technical adjustments
in Standards of Quality funding due to the following;:

Update Prevailing Instructional Salaries. The data on

which prevailing instructional salaries are calculated for
the 1998-2000 Standards of Quality budget have been
adjusted to reflect prevailing salaries in 1995-96 and the
1996-98 salary increases provided by the General
Assembly.

Update Prevailing Instructional Support Costs. The data

on which prevailing support costs, including textbooks
and instructional supplies, are calculated have been
updated from 1993-94, using the 1995-96 Annual School
Report and have been adjusted for inflation through the
third quarter of 1997, with the exception of utility costs
which were adjusted through the fourth quarter.

Update Projected Enrollment. The 1998-2000 Standards of
Quality budget has been calculated using updated
estimates of student enrollment. Enrollment is expected
to increase by 14,297 students the first year above the
revised projected enrollment for 1997-98 and another
14,574 students the second year.

Revised Fringe Benefits Costs. The 1998-2000 Standards of
Quality budget has been calculated to reflect revised VRS
retirement rates approved by the VRS Board and a
decrease in Health Care rates from $2,280 per instructional
position to $2,202 per instructional position. A group life
insurance contribution holiday is assumed in both years
of the biennium.

Sales Tax. Includes $42.9 million GF the first year and $77.2

million GF the second year for the estimated revenues available

32



from the one-cent portion of the sales tax which is returned for
public education.

SOL/SOA Implementation Assistance. Provides $35.1 million
GF the first year and $44.8 million GF the second year to school
divisions for assistance in implementing the new Standards of
Learning (SOL) and Standards of Accreditation (SOA). Funding
is provided for teacher and administrator training, remediation,
and SOL materials. This funding is in addition to that provided
to the Department of Education for testing, school report cards,
and teacher training support.

Teacher and Administrator Training. Provides $8.3
million GF the first year and $16.9 million GF the second

year for a 100 percent state-funded teacher training
program delivered at the local level. Payments to school
divisions are based on $7.50 per pupil the first year and
$15.00 per pupil the second year. With the funding local
school divisions are expected to implement, and then
evaluate the effectiveness of, comprehensive teacher
training programs in the four core content areas of the
new SOLs. In addition, school divisions would provide
training for principals and superintendents in
implementing the SOLs. School divisions are required to
submit training plans that meet specific requirements and
must receive Department of Education approval of these
training plans to receive the funding.
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