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January 11, 2006

To the Members of the 77th Legislature of the State of West Virginia:

In accordance with the Constitution of the State of West Virginia, presented herewith is the Budget
Document for the fiscal year ending June 30, 2007. It details a complete plan for proposed expenditures and
estimated revenue for the fiscal year. The document includes statements of the following:

1) Bonded Indebtedness of the State of West Virginia;

2) Cash and investment balances of all funds of the State of West Virginia;

3) Revenues for all funds of the State of West Virginia; and

4) Revenues, expenditures, and changes in fund balances for Fiscal Year 2007.

The budget presented is a balanced budget with a maximum spending level for the General Revenue Fund of
$3,630,315,938.

T look forward to working with the 77th Legislature of the State of West Virginia to meet the challenges and
opportunities to move West Virginia forward in a rapidly changing international economy.

Sincerely,

Joe Manchin III
Governor
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

State of West Virginia

For the Fiscal Year Beginning

July 1, 2005
NargZiee. G A e
President Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA)
presented a Distinguished Budget Presentation Award to the State of West Virginia for its
annual budget for the fiscal year beginning July 1, 2005.

In order to receive this award, a governmental unit must publish a budget document that
meets program criteria as a policy document, as an operations guide, as a financial plan,
and as a communications device.

The award is valid for a period of one year only. We believe our current budget continues
to conform to program requirements, and we are submitting it to GFOA to determine its
eligibility for another award.
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Reader’s Guide to the Executive Budget
Volume I Budget Report

The Executive Budget

The Governor is mandated by the West Virginia Constitution to submit a budget for the upcoming fiscal year to the
Legislature and to the citizens of the state. The Executive Budget presents a complete plan of estimated revenues and
proposed expenditures for the fiscal year, any recommendations the Governor may desire to make as to the
important features of the budget, and any suggestions as to methods for reduction or increase of the State’s revenues.

In essence, the budget document is the means by which the Governor presents a continuous and timely flow of
accurate information relative to the financial condition of the State. In addition, the document features relevant
information concerning the needs and operations of the various agencies and departments of the State through
narrative and financial detail.
The budget is presented in three separate documents:
o Volume I Budget Report offers supplemental budgetary information such as the executive message, financial
statements, budget planning, economic forecast, capital projects, and federal programs. It is described below

in greater detail.

o Volume II Operating Detail contains narrative and financial information on all the departments/bureaus/
commissions, divisions, and programs of state government.

o The Budget Bill includes the language required to legally enact the budget or appropriations bill. Upon
passage by the Legislature, the Budget Bill becomes the Budget Act and appropriates by spending unit the

expenditures necessary for the economical and efficient discharge of the duties and responsibilities of the
state and its agencies during the upcoming fiscal year.

Budget Report

The Budget Report contains:
o “Governor’s Executive Message”—major goals and objectives addressed by the budget.

o “Summary Financial Statements”—an overview of available revenues, expenditures, bonded indebtedness,
fund balances, and the Six Year Financial Plan.

o “Budget Planning”—background material such as:
* Budget overview that includes the budget process, including the budget calendar.
* A detailed explanation of major revenue sources and the distribution of funds.
*  “Long-Range Issues”—an overview of how the State is addressing major long-range issues and concerns.

*  “Debt Summary”—information relating to the general, special, and moral obligations of the State,
including summary of general long-term debt and debt service requirements.

* Schedules of budgeted, full-time equivalent permanent positions.

o “Economic Forecast”—a comprehensive, up-to-date forecast and analysis of the economy as it relates to West
Virginia and to the nation.

ix
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Reader’s Guide to the Executive Budget/Volume I Budget Report

o “Capital Projects”—projects/programs currently funded in FY 2006, recommended for FY 2007 (with brief
descriptions), and projected for FY 2008 through FY 2011.

o “Federal Programs”—a summary of each federal program for the state detailing the sources of funds, actual
and estimated revenues, brief descriptions of each program, and other pertinent information.

o “State Profile”—a profile of West Virginia with relevant historical, geographical, and demographical
information.

o “Appendices”’—a glossary of budgetary terms and a list of the commonly used acronyms.
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Governor’s
Executive
Message

Governor Joe Manchin III
State of West Virginia

It has been a difficult week in our state. Just seven short days ago, we lost 12 hard-working and brave West
Virginians; men who left their homes each day knowing the inherent difficulty and danger of the jobs they
performed and men who were proud to provide for their families, proud to be West Virginians and proud of the
energy they produced to keep America strong.

‘We cannot know the purpose of this tragedy—but I assure you we will discover the cause. [ am committing
every resource available to me to aid in the investigation—not only to determine what happened inside the Sago
Mine that caused this terrible accident, but also how the information received outside of the mine regarding the
condition of the miners could have been so horribly wrong. Families should never be put through such a
heartbreakingly emotional nightmare. Even more important, I rededicate myself and the State to the task of
making our mines the safest in the country so that we can avoid future tragedies like the one we have just
experienced.

Our prayers as a state are with the families of Thomas P. Anderson, Alva Martin Bennett, Jim Bennett, Jerry
Groves, George Hamner Jr., Terry Helms, Jesse L. Jones, David Lewis, Martin Toler Jr., Fred Ware Jr., Jack
Weaver, and Marshall Winans. Over the coming days, we will continue as West Virginians to do what we do
best—come together in support of our neighbors. I want to thank the thousands of West Virginians who have
donated goods, as well as their hard earned money, to these families over the last several days. The outpouring
of generosity has simply been tremendous.

However, we also need to look beyond the families’ immediate needs and make sure the assistance we provide
doesn’t end when the news media goes away. And so, my office is joining with the West Virginia Council of
Churches to establish a “Lifeskills Account” for the immediate family members of the victims. To demonstrate
the importance of this effort, my office will donate $100,000 from the Governor’s Contingency Fund to the
account. These 12 men were working hard to provide a good living for their loved ones, and we must continue
their efforts. The money donated to this account will provide for traditional educational opportunities plus any
trade or technical field training that they may wish to obtain in order to expand their knowledge and gain the
skills needed to support themselves and their families. We want them to know that we aren’t just in this with
them while it’s fresh in everyone’s mind; we’re in this with them for the long haul.

s
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Governor’s Executive Message

Many times during the rescue efforts you heard me say that West Virginians believe in miracles—and we do.
While we didn’t receive the 13 miracles we were praying for, we did receive one—Randal McCloy Jr. It is my
hope that Randal survived so that he could one day tell us not only his story, but the story of his friends and
coworkers. So, let us also remember his struggles and send him, Anna, their children, Randal I1I, and Isabelle
Hope and their entire family, our prayers and love as well.

During our time of crisis, the nation has been watching. They have learned a great deal about West Virginia
values and our belief in family, faith, and love of our neighbor. In addition, they’ve learned a great deal about
mining families and their strength, work ethic, and sense of community—there are no better people on the face
of this earth.

But as the nation continues to watch us, there is so much more they need to know. While the hearts of West
Virginians are grieving, the State of West Virginia remains strong.

Productive Efforts

This past year has been one of the most important and productive in West Virginia history. Working together,
we accomplished more to improve our economy and create good paying jobs with benefits than most people
believed could be achieved in a decade.

e We enacted substantial ethics reforms;
o Passed Healthy Lifestyles legislation;
o Tackled methamphetamine usage;

e Continued to pay down our debt;

o Gave our universities increased flexibility to pursue new research that could spawn new discoveries;
and

o Enacted the first comprehensive teacher pay package in over 15 years.

Our workers’ compensation reforms restored confidence in our economy and, most especially, allowed us to do
a better job of protecting our injured workers.

As a result of insurance reforms, over $70 million has been returned to consumers in the form of reductions in
car and homeowner insurance premiums, which is $20 million more than was originally promised to
individuals. Many lines of business insurance have been reopened as well, and insurance companies that were
considering reducing their operations and potentially laying off workers in West Virginia are now looking
instead towards expansion.

The Legislature, also approved a responsible one percent reduction in the state sales tax on groceries from six
cents on the dollar to five cents resulting in a savings to taxpayers of $25 million. This one percent reduction is
simply a starting point, and as the state’s economy grows we will continue to reduce this tax in a fiscally
responsible manner until we have eliminated it completely.

AR
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Governor’s Executive Message

These changes show that West Virginia is serious about getting our financial house in order and opening our
doors to new businesses.

I also want to thank the Legislature, and the citizens of West Virginia, for their efforts on behalf of our state’s
veterans. As a result of the vote of the people, the Legislature activated a constitutional amendment in 2005 to
pay bonuses to those who served in the conflicts in Kosovo, Afghanistan and Iraq. We gratefully acknowledge
the service of these veterans and, also, say a prayer for the current Mountaineers who are fighting for our
country at home and abroad as I speak and for those families whose loved ones were lost this past year while
performing their military duty.

Responsible Government

In addition to our efforts to work closely with the Legislature this past year on getting our State’s financial house
in order and taking care of the needs of our citizens, my administration also established an initiative we call
“Responsible Government.”

Examples of the results of this initiative, and the hard work and dedication of our State employees who are
often given too little credit for all they do, include:

o Reducing, through attrition, approximately 171 full-time permanent positions in just the Department
of Transportation alone, saving millions of dollars;

o Refinancing the State’s road bonds for a savings of $19 million (resulting in federal matching money
of $76 million for highway projects);

o Saving $4.5 million by eliminating redundancies in the Division of Highways;
o Returning $4.2 million from agencies’ end-of-year funds to the State’s General Revenue account;

o Renegotiating our technology contracts resulting in a savings to the State of $24.8 million over the
next four years;

o Increasing the State’s School Clothing Vouchers from $150 to $200 directly benefiting more than
57,000 West Virginia children who needed help the most; and

o Capping the state’s Gasoline Tax, saving drivers between $40 and $50 million this year at the pump.

We also focused our resources on the continued development of a multiagency radio system for use in
emergencies and purchased a permanent transitional relief location for individuals and families displaced by
floods and natural disasters. The next step of our flood preparedness efforts will be to begin working with
counties on the enforcement of their flood plain laws so that the State will not be left to pay to rebuild the same
structures again and again in areas that we already know are prone to repeat flooding.

In addition, our Bureau of Senior Services continues to work with the AARP and others to educate West

Virginia’s Medicare beneficiaries about the new Medicare Prescription Drug Coverage. In fact, it was the AARP
Foundation and the West Virginia Primary Care Association that helped to fund the Bureau’s Medicare
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Governor’s Executive Message

Prescription Drug Plan Call Center, showing the good that can come from a partnership between government
and the private sector.

These Responsible Government efforts, coupled with the hard work of the Legislature, resulted in more than
$450 million being returned to taxpayers in one year alone. To my knowledge, that’s never before been done in
West Virginia and should signal to businesses across the country and around the world an important and
positive change in the way the State conducts business.

West Virginia’s Future

The economy and job outlook of West Virginia is improving, as is the State’s financial picture. Last fiscal year
ended with the State having a significant surplus, and together we made responsible decisions to pay down the
unfunded pension liabilities left to my administration and made other one-time investments that helped all West
Virginia taxpayers. This fiscal year will also result in a significant budget surplus. However, as Thomas Jefferson
once said, “Never spend money before you have it.” While our immediate budget picture is certainly healthy, we
must not fall into the trap of spending that short-term money unwisely, because our future budgetary outlook
contains some major challenges.

Which is why, for the very first time in West Virginia’s history, as part of my administration’s budget proposal, |
am providing the Legislature with a five-year forecast of our revenues and expenditures. Never before has this
been done, but if, as I've pledged, we’re going to run this State like a business, then this is a vitally important
component of that effort. Our State’s traditional short-sidedness has to end. We must ensure that the decisions
we make today are right for tomorrow as well, and this five-year forecast gives us the tools we all need to do just
that.

By working together, with an eye on the future, I am confident we can not only meet the challenges ahead, but
overcome them. By making responsible decisions, including: increasing our Rainy Day Account (Revenue
Shortfall Reserve Fund) to ten percent of the General Revenue Budget; decreasing our debt quickly; working to
make government as efficient as possible; and, continuing to plan long-term, we can ensure that our working
men and women, and their children and grandchildren will be provided that better job they now seek. It is
imperative for the elected representatives to look beyond the next election and work together in bipartisan ways
to do what is best for the next generation.

And so, it is with that in mind that my administration has developed our goals for the upcoming year.

While there are many issues that must, and will, be addressed in the next 60 days, there are two that I believe are
paramount to West Virginia’s immediate future.

Goal: Law Enforcement

Even though last year’s passage of the Meth Bill was an important step in the right direction, we have much
more to accomplish in the areas of drug and law enforcement. We must make sure that West Virginia is
“closed” to illegal drugs and drug dealers. That is why I am announcing that I am committing an additional one
million dollars this year to our State Police efforts to crack down hard on our state’s drug trade. This money will
be used for the equipment, manpower, and education necessary for our troopers to partner with local law

R
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Governor’s Executive Message

enforcement and federal officials to bring a stop to this growing problem. Too many times in the past several
months, we’ve turned on the news only to hear about the senseless death of one of our own as a result of drug-
related violence. In addition, too many of our young have succumbed to the evils of these drugs. Well, enough
is enough. It’s going to stop. I'm putting these criminals on notice. Wherever you are and wherever you may be
hiding illegal drugs, our troopers are coming—and they will find you!

In addition, working with the State Police, the Department of Corrections, and other law enforcement
professionals, I have prepared and will introduce legislation that aims to stop convicted child molesters and
other sex offenders from repeating their heinous crimes by keeping them behind bars, out of our communities,
and away from our children. This new law will:

« Impose tough new sentences for child molesters and other sex offenders;
« Increase penalties for sex offenders that fail to register with the State; and
« Enhance law enforcement’s ability to track these criminals once they’ve completed their sentences.

It’s long past time we stop these offenders before they have a chance to prey again on the youth of our
communities.

Goal: Healthcare

My second major legislative initiative revolves around healthcare. Every working person in West Virginia
deserves access to basic, affordable healthcare, which is why I am so committed to keeping the good jobs with
healthcare benefits that we already have in this state and looking for ways to create many, many more. While we
are making progress in those efforts, we must not forget those West Virginians who work one and even two jobs,
but still don’t have needed healthcare benefits.

‘We have done a better job in our state of covering our children, our elderly, our less fortunate, and even our
prisoners, but we have a long way to go for those adults who get up every day, go to work, and pay taxes to
move this state forward, yet have no health coverage.

‘We have made some important strides over the past year with the initiation of two new programs—The West
Virginia Small Business Plan and Access West Virginia. In June, the West Virginia Small Business Plan was
introduced to provide small business owners and employees across our state with an affordable health coverage
option. Then, in July, we introduced Access West Virginia—an innovated insurance solution for individuals
who have faced chronic and often serious illnesses. But, it’s still not sufficient.

A majority of West Virginians who are uninsured work full-time. They may work two or three part-time jobs
and are simply not eligible for either company’s insurance plan. Or, they may work for one of West Virginia’s
many small businesses that cannot yet afford to provide health insurance for its employees. These individuals
cannot bear the cost of a high premium every month and need affordable alternatives that will meet their basic
needs without breaking the bank. And they are not alone in their plight—the cost of healthcare to individuals
and states has increased throughout our nation to the point that it is now negatively impacting citizens’ ability to
pay their every day bills and leading to the deterioration of their overall quality of life.
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And so, I am proposing two new public/private health initiatives to help these West Virginians get the healthcare
they need while we continue our job creation efforts.

The first is a pilot project that will provide doctor visits, basic testing, and reduced prices on prescriptions at a
very affordable price. The “Preventive Care Pilot Program” will set up sites around the state at primary care
clinics or private doctors’ offices. Up to eight providers can participate, and have up to three sites each. The
program will allow subscribers access to primary care services such as checkups, sick visits, x-rays, and lab tests
at the participating clinic or office for one monthly fee. This is not insurance and does not cover specialists or
hospital costs, but it does provide basic preventive care at a very low price—starting at some clinics as low as
one dollar a day.

The second proposal is called the “Affordable Insurance Initiative”. This effort provides for affordable insurance
plans for individuals who want, and can afford, more in-depth coverage than the clinic-based plan. While it is
not the Cadillac of healthcare programs, it is a form of meaningful, and portable, insurance that will provide the
crucial primary and preventive services individuals and families need to meet the majority of their healthcare
concerns. Once approved by the Legislature, this plan will be offered by commercial insurance carriers starting
at a cost of $99 per month.

Both of these new healthcare initiatives are affordable, cost-effective, and require no state subsidies. Make no
mistake—these are bold steps. They serve as an example of how government and the private sector can work
together to provide basic health services to the vast majority of West Virginians without health coverage.

Put the Preventive Care and Affordable Insurance plans together, and I believe we will be taking important
actions towards affecting the health and well-being of our state’s citizens and workforce for many years to come
and setting a new standard for the rest of the country to follow. The sooner we can provide preventive care to
our workers, the better off we all will be and the more lives we can potentially save.

As for our other healthcare related efforts in the coming year, we have not achieved results as quickly as we all
would have liked when it comes to reducing the cost of prescription drugs. Therefore, as part of a
comprehensive purchasing overhaul package, I will introduce legislation to allow state agencies to enter into
multistate purchasing consortia, which could result in a savings of at least 20% on their pharmaceutical
purchases—significantly reducing the cost of these needed medications for thousands of West Virginians.

And, as a follow up to an initiative that was started during last year’s State of the State address, we will form,
through legislation, a statewide Health Information Network. With this network, West Virginia will become a
national leader in the conversion to electronic health records—which, it is predicted, will result in an increase in
healthcare quality and the type of cost savings that can significantly impact the state’s budget when completely
implemented over the next several years. In addition, as part of this overall electronic medical records initiative,
the State will also coordinate with HEALTHeWYV, an electronic medical records program supported by Senator
Robert C. Byrd and managed by the National Technology Transfer Center at Wheeling Jesuit University.

T am also committed to working with hospitals and providers on achieving some form of an integrated medical
billing system in West Virginia. It makes no sense to me that when you have a medical procedure performed at a
hospital or clinic they can’t tell you upfront what it’s going to cost and then aren’t able to give you a total bill
when it’s completed. Now is the time for us to change this process.
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As for the state employee insurance system, PEIA, my administration is working with national experts on
developing a plan to retool the entire program and make it more cost-efficient for both workers and taxpayers.

You have also heard me say many times recently that I want to build upon of the work that was done last year
to address the spread of obesity, heart disease, and Type II diabetes in our state’s children. If T could end all of
these problems right now with a new law or directive, I would. But realistically, it’s just not that simple. So, I
plan to join forces with the Healthy Lifestyles Council that this Legislature created last year and, with the help
of a newly received Benedum Foundation grant, reach out to as many schools, children, and parents as possible
in an educational effort focused on giving them the information they need to make healthy choices. As has been
proven time and time again, if we can impact the habits of our youth, adults will soon follow. And make no
mistake, my administration will continue to be committed to keeping the five promises I made last year to all of
our children:

o First promise: Every child should have a caring adult in their lives.
e Second promise: Every child should have a safe place.

o Third promise: Every child should have a healthy start (with skills they need to fight the growing
epidemics of childhood obesity, Type 11 Diabetes, and heart disease).

o Fourth promise: Every child should have a marketable skill (by doing a much better job of educating
our children about their career choices).

o Fifth promise: Every child should be taught to be a caring adult and be given an opportunity to serve
their communities.

West Virginia: Open for Business

The best thing that we can do to improve the health and well-being of our citizens is to continue to improve our
job climate.

To the many Americans across the country who may be watching us and to the companies around the world
that may be looking for a place to expand, I want you to know that when given a chance, West Virginians work
harder and produce better products than anyone else you’ll ever meet. The reality of today’s world is that
businesses and states are partners. In any good partnership, both must be satisfied; companies must receive a
marketable return on their investment, and government must receive the good jobs with benefits that its people
deserve. That’s a good partnership. My administration, our Legislature, our United States Senators Robert C.
Byrd and Jay Rockefeller, Congressmen Alan Mollohan and Nick Jo Rahall and Congresswoman Shelley
Moore Capito understand that, and, as a result, we are working together to be the best partner you’ve ever had.
Just ask the companies that have chosen to do business with us this past year.

For example, West Virginia’s long friendship with Japan, started years ago by Senator Rockefeller, continued to
yield economic development results in 2005 as Toyota, Diamond Electric, and A.K. of West Virginia all
announced plans to expand.
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In addition, approximately 40 other major companies, including Amazon.com, Esseco, Northrup Grumman,
and Prime Woods chose to either locate or expand their operations in West Virginia during 2005 as well,
including our very first Australian company, Intelli-Spray. In fact, 8,100 new jobs were created in West Virginia
this year with more than $2 billion dollars of new investments in West Virginia’s economy.

These are the types of good paying jobs with healthcare benefits that we’re looking for in West Virginia. These
are also the types of companies that serve as good corporate neighbors to our state. For example, later this
session, Toyota will once again be presenting a new car to West Virginia’s Teacher of the Year.

And, there are more good jobs and more good corporate neighbors on the horizon. Talking to the state’s
business leaders, they see West Virginia experiencing a net gain of thousands more new jobs in 2006 in areas
such as manufacturing, chemical operations, oil and gas extraction, nursing, and more.

So, to create a better-trained workforce to attract these new jobs in 2006, we are using our colleges and
community colleges in partnership with business and labor to train workers for the specific skills needed in
emerging industries. I tell companies all the time—you provide the opportunities, we’ll provide the trained
workforce.

As an example, WORKFORCE West Virginia is currently coordinating with Shepherd Community and
Technical College, the James Rumsey Vocational Education Center, and Sino-Swearingen in Martinsburg to
establish a training center directly on Sino-Swearingen’s work site to ensure that students are being taught the
specific skills that this growing aircraft company needs on site.

I am also pleased to report that West Virginia is one of nine states to be selected to participate in a Southern
Governors Association initiative, funded by the Gates Foundation, to promote high school reform and rigorous
academic preparation for all students so that they can be prepared for the new good jobs that could, should, and
will be in West Virginia. The Governor’s Advisory Council on Educational Technology will also continue to
work in 2006 to upgrade school technology to ensure that all of our students and teachers—whether they are in
a large high school in Martinsburg or a small elementary school in Matewan—have access to the latest
educational programs and software.

In addition, West Virginia is only the second state in the country to join the 21st Century Skills Partnership to
make certain our high school graduates have the critical thinking and communications skills they need to be
successful in the global marketplace.

My administration is also continuing our comprehensive review of the state’s tax structure to determine what
changes can and should be made to make it easier for our small businesses, the true lifeblood of our economy, to
succeed.

Working together, we are changing the perception the world has of West Virginia’s economy. We are beginning
to see and experience real employment opportunities that will have a lasting impact and provide a concrete
reason for our children to stay, work, and live in the Mountain State.

However, as optimistic as I am about the current direction of our economy and our efforts to tie our educational
resources to companies’ workforce needs, I am also the first to say that there is still much more to be done.
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Job losses and layoffs have taken their toll on many West Virginia families and communities. We, as a state and
as a government, will continue to do everything possible to help those affected to reenter our workforce as
quickly as possible. I will also continue to hold those companies responsible that have taken tax breaks or
incentives from our state without living up to their job creation promises. The days of taking advantage of West
Virginia and its citizens are over!

Which brings me to some very significant news: As I just mentioned, in order for our state to attract new
businesses and industries, we must have the skilled workforce that today’s employers are so desperately seeking.
And we must devote our educational resources to the development of that workforce.

To that end, I am pleased to announce that a new technology park will soon be created utilizing part of Dow’s
South Charleston Technology Park. With the cooperation and coordination of Dow, West Virginia University,
WVU Tech, and Marshall University, the current park will soon be transformed into a nationally recognized
education, research, and development center. This initiative will also result in the relocation of engineering
programs at WVU Tech from Montgomery to the Technology Park, which will then function as a division of
WVU’s College of Engineering and Mineral Resources. This new park will be a significant part of West
Virginia’s answer to years of a declining manufacturing base, and several research companies are already
interested in locating resources and activities there. In fact, I am happy to report that Battelle Memorial
Institute, a world-renowned contract research institute headquartered in Columbus, Ohio, has already
committed through collaboration with Dow and the Chemical Alliance Zone, to have a presence at the new
Technology Park. Battelle will assign researchers and a manager to the site to conduct research and work with
the universities and other organizations on collaborative research and business opportunities.

In addition, as more proof that our economic development efforts are working, in November of last year I was
pleased to welcome to West Virginia Chesapeake Energy Corporation, the second largest independent producer
of natural gas and the most active driller of new natural gas and oil wells in the United States. Chesapeake is
headquartered in Oklahoma City and operates predominantly in Oklahoma, Arkansas, Kansas, Texas, New
Mexico, and Louisiana. With its $3 billion purchase of Appalachian Basin natural gas reserves, Chesapeake will
soon begin to aggressively explore and develop clean natural gas wells not only here in West Virginia, but in
many other eastern states as well, including Kentucky, Virginia, Ohio, Pennsylvania, and New York.

In December, I traveled to Oklahoma City to meet with Chesapeake’s CEO, Aubrey McClendon, and
Oklahoma Governor Brad Henry. And I am pleased to report to you that the result of those conversations is a
decision by Chesapeake Energy to locate its Eastern United States Division office here in West Virginia.

Chesapeake, which operates its corporate headquarters in a campus-like setting of multiple buildings, will build
its Eastern United States headquarters in Charleston, West Virginia. From these headquarters Chesapeake’s
operations across the Appalachian Basin will be directed. They will aggressively hire geologists, engineers, other
energy professionals, and staff as activities increase. The jobs that will be created are high paying, intellectually
challenging, and the benefits and career development opportunities are excellent.

And, I have even more good news to announce. I'm pleased to report that this afternoon Appalachian Power
filed an application with the Public Service Commission of West Virginia seeking authority to construct a 600-
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megawatt Integrated Gasification Combined Cycle—or IGCC—electric generating unit in West Virginia. The
proposed power plant would be located next to the company’s Mountaineer Plant near New Haven in Mason
County.

This is great news for economic development in the state. As one of the first commercial scale gasification
projects, this proposed plant will allow us to lead the nation in the development of clean coal technology for
power generation. Plus, gasification technology offers future opportunities to produce clean liquid fuels and
chemical feedstock for other industries.

IGCC technology actually combines coal gasification and combined cycle generation. Coal gasification is a
process by which coal is used to produce syngas. That syngas is then burned in gas turbines that drive electric
generators. The heat produced by the gas turbines is recovered to produce steam to drive a steam turbine that is
also coupled to an electric generator—thus the combined cycle term.

IGCC technology allows us to continue using our nation’s and the state’s coal resources in an environmentally
responsible way. With IGCC, we’ll have a cleaner environment. An IGCC power plant efficiently reduces and
removes sulfur dioxide, nitrogen oxides, particulates, and mercury from plant emissions. I[GCC plants also emit
less carbon dioxide than pulverized coal plants and offer the opportunity for less costly carbon capture for
disposal in deep geologic formations.

Bringing an IGCC plant to West Virginia is part of my overall plan to ensure the future of coal in West Virginia,
and Appalachian Power has said it is committed to working with my administration on our Coal Conversion
Initiative.

Appalachian Power made this filing for a certificate of public convenience and necessity because it needs new
generating capacity to meet its customers’ growing demand for electricity. While I understand that they haven’t
made a final decision to build a plant in West Virginia, I can promise you I'm committed to bringing it here.

While this filing is just the beginning of the permitting process, the fact that AEP has chosen West Virginia for a
site of this significance speaks volumes as to the state of our current business climate. The jobs that will come
from a project of this type, should it be approved, are of the quality that can have a significant impact upon the
entire state. As I said, this isn’t just good news—it’s great news! AEP has made their commitment to West
Virginia clear; it’s now up to us to make this proposed partnership work for everyone involved.

It should be clear from these announcements that by working together in a nonpartisan fashion, we’ve begun to
turn the corner in West Virginia towards economic growth and government responsibility.

So what happens next? Well, we will do what the miners of our state do every single day—put on our work
clothes, strap on our boots, and move forward.

Millions have watched as we’ve suffered together this past week, and now they will watch as we continue to

grow together—stronger and more determined than ever before. As I have mentioned, we have hope in West
Virginia—hope for ourselves, hope for our families, and hope for the future of our state.
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But, for the first time in a long time, our hope has a foundation. And it is that foundation that we will continue
to build upon during the next 60 days and beyond as we weave a new story for West Virginia—one of strength,
confidence, and, ultimately, success.

And so, it is only fitting as we are surrounded by our friends from the AFL-CIO, West Virginia Chamber of
Commerce, West Virginia Education Association, United Mine Workers of America, AARP, the Business and
Industry Council, and Vision Shared, that I report to you that the first official sign of West Virginia’s progress
started going up today on highway borders across our state. It is, to my knowledge, the first of its type in the
nation and, as you will see from the beautiful replica to my right, the greeting is quite simple and direct:

“Welcome to West Virginia: Open for Business.”

‘We are open for business, because business means jobs, and creating good jobs with benefits is my personal
responsibility as your Governor.

Thank you, God bless you, let our prayers continue to go out to those who have lost loved ones this year and
may God save the great State of West Virginia.
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Summary Financial Statements

The following pages contain general summary financial information and statements related to all funds of the
state. Statements included are:

o Summary of Total FY 2007 Budget —All Funds (Where Your State Tax Dollar Comes From and Where
Your State Tax Dollar Goes)

o Combined Statement of Revenues, Expenditures, and Changes in Fund Balances for Appropriated Funds
(narrative and statement);

e (Cash and Investment Balances of All Funds — Fiscal Year Ending June 30, 2005;

o Detailed Investments Fund 13 (Special Revenue) — Fiscal Year Ending June 30, 2005;

o General Revenue Fund — Statement of Revenues by Source — FY 2003 through FY 2009;

o General Revenue Fund — Statement of Revenues, Expenditures, and Changes in Cash Balance;
o General Revenue Fund — Overview by Functional Category FY 2005 through FY 2007;

o General Revenue Fund — Recommended Surplus Appropriations FY 2006;

o General Revenue Fund — Recommended Supplemental Appropriations FY 2006;

o Lottery Fund — Statement of Revenues, Expenditures, and Changes in Cash Balance;

o Excess Lottery Fund — Statement of Revenues, Expenditures, and Changes in Cash Balance;
o State Road Fund — Statement of Revenues by Source — FY 2003 through FY 2009;

o State Road Fund — Statement of Revenues, Expenditures and Changes in Cash Liquidity;

o Tobacco Settlement Fund — Recommended Appropriations FY 2007

o Public Employees Insurance Reserve Fund — Recommended Appropriations FY 2007;

o Major Constitutional and Statutory Requirements;

e Summary of Primary Government Long Term Debt Outstanding as of June 30, 2005;

o Six Year Financial Plan.
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Funds
38.8¢ Federal Funds
26.7¢
General Revenue
Funds
26.9¢
State Road
Funds
7.6¢

TOTAL REVENUE
$14.07 Billion

Where Your State

Tax Dollar Comes From
(FY 2007 Estimate)
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Health and
x+ Human Resources
Other
Education -
17.0¢
Administration**
13.8¢
Higher Education
11.8¢
Reve nue * Kk ** Administration includes payments of retiree benefits and payment of claims
9 0 ¢ from Public Employees Insurance Agency.
- *** Revenue includes payment of claims from Insurance Commissioner’s
‘Workers’ Compensation Trust Funds.

*Other

Legislature 0.3¢

Judicial 0.7¢ TOTAL EXPENDITURES

Executive 1.5¢ HTH

Education & the Arts 0.9¢

Environment 2.1¢

Military Affairs & Public Safety  4.5¢

Transportation 7.9¢

Senior Services 0.4¢

Misc. Boards & Commissions 0.8¢ w h e re Yo u r State

Tax Dollar Goes

(Governor's Recommended FY 2007 Budget)
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Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances
for Appropriated Funds

The following two pages reflect actual, budgeted, and recommended revenues and expenditures for FY 2005, 2006,
and 2007, respectively, for all funds that are specifically appropriated by the Legislature and included in the Budget
Act. The revenues are listed by source of funds, and the disbursements are listed at the department/bureau level. See
the “Budget Planning — Revenue Sources” section for a more detailed explanation of each source of funds.

All revenues (actual, budgeted, and recommended) reflect the revenues actually collected or estimated to be collected
from July 1 to June 30 of each fiscal year. All expenditures (actual, budgeted, and recommended) reflect the
disbursements actually made or estimated to be made during the fiscal year. For appropriations that expire at the end
of the fiscal year, expenditures would be included through July 31 (13th month/31 day closeout period). For
appropriations that are reappropriated to the next ensuing fiscal year, expenditures are included through June 30,
there is no 13th month/31 day closeout period. Any unexpended amounts remaining in nonexpiring appropriations
are carried forward to the next fiscal year as of July 1.

FY 2005 Actuals are the total actual revenues and expenditures for all appropriated funds including expenditures
from regular, supplemental, surplus appropriations, and reappropriated amounts.

The FY 2006 revenue estimate for the General Revenue Fund reflects the Governor’s revised official revenue
estimate as submitted to the Legislature. Since the Governor provides the official revenue estimates for the budget
and those estimates do not require legislative approval, the revised estimates have been used where appropriate. The
State Road Fund estimate has not been revised and, therefore, is the original estimate used when the FY 2006 budget
was passed.

FY 2006 Budgeted expenditures reflect the amounts budgeted prior to the beginning of the 2006 Legislative session
and include amounts which have been reappropriated from prior year unexpended appropriations along with
supplemental appropriations made during the third and fourth extraordinary legislative sessions. For General
Revenue and Special Revenue funds, these prior year reappropriated amounts are significant and require mentioning.
The General Revenue fund budgeted expenditures include $243.5 million in reappropriated amounts ($7 million has
been expired during FY 2006 for other uses), and Special Revenue funds include $122.0 million in reappropriated
amounts. Of the $122.0 million in Special Revenue funds, $18.2 million is reappropriated from excess lottery
accounts ($5 million has been expired during FY 2006 for other uses), and $30.1 million is reappropriated from the
regular lottery accounts. The General Revenue fund also includes $64.2 million in surplus appropriations made
available from the cash balance available at the end of FY 2005 and expirations to the General Revenue Fund from
special revenue accounts.

Because of these reappropriated and surplus amounts which are included in the FY 2006 Budgeted expenditures, it
may appear these budgeted expenditures are not in line with the actual FY 2005 expenditures or the FY 2007
recommendations.

Although the FY 2006 Budgeted amounts are available to spend during the fiscal year, the likelihood of expending
the entire amount is extremely remote. Generally, a significant amount of the authorized expenditures remains
unspent at the end of each fiscal year and is reappropriated to the next ensuing fiscal year. Although the
unexpended/reappropriated amounts cannot be determined in advance of the close of the fiscal year, the actual
expenditures for FY 2006 will be less than the total authorized budgeted amounts.

FY 2007 Recommendations are the amounts that the Governor has proposed to the Legislature for appropriation.

As discussed above, the recommendations do not include any amounts that will ultimately be available for
expenditure as a reappropriated or surplus expenditure.
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Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances for Appropriated Funds

Each fund on the following two pages is made up of multiple accounts containing anywhere from approximately 25
individual appropriations for the State Road Fund to over 1,500 individual appropriations for the Special Revenue
Fund.

The General Revenue Fund and the State Road Fund are true financial funds and must maintain positive fund
balances in the respective “bottom lines” in order to process payments for obligations when due. State law requires
sufficient funds to be available, both in the individual appropriation and the total fund, to cover state payments
before those payments may be released. Therefore, the total fund “cash flow” is carefully monitored to ensure funds
are available as required.

The Federal Fund and the Special Revenue Fund are comprised of hundreds of individual, stand alone, self-
supporting, self-balancing accounts. Each account is part of a larger fund for financial reporting purposes only. Each
account must have sufficient funds and an appropriation balance available to pay obligations of that specific account
when due and may not expend any funds from the “bottom line” of the total fund. Lottery Funds are, by law, special
revenue funds and are included in the Appropriated Special Revenue Fund figures.

As mentioned above, state law requires funds to be available prior to releasing payments; however, none of the funds
are required to maintain a minimum balance. All funds and accounts are closely monitored to ensure adequate cash
is available to pay obligations when due.
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Combined Statement of Revenues, Expenditures, and

Changes in Fund Balances for Appropriated Funds
(Expressed in Thousands)

General Fund Appropriated Federal Fund
Actuals  Budgeted Recommended Actuals Budgeted Recommended
FY 2005 FY 2006 FY 2007 FY 2005 FY 2006 FY 2007
Beginning Fund Balance $266,780 $333,209 $250,464 $42,162 $40,179 $24,558
Transfer to Rainy Day Fund (31,728) (44,851) - - - -
Transfer from Rainy Day Fund 6,000 - - - - -
Transfer from Special Revenue 1,335 21,000 - - - -
Prior Year Refunds/Redeposits 283 107 - - - -
Revenues
Taxes
Consumer Sales 960,172 991,000 1,018,000 - - -
Personal Income 1,170,087 1,239,000 1,316,500 - - -
Business and Occupation 182,461 184,000 175,000 - - -
Severance 248,068 302,000 311,000 - - -
Corporation Net Income and
Business Franchise Tax 280,788 308,000 301,000 - - -
Highway Litter Control - - - - - -
Gasoline and Motor Fuel - - - - - -
Automobile Privilege - - - - - -
Other 343,971 348,750 359,900 - - -
Intergovernmental - - - 2,631,117 3,493,506 3,429,957
Licenses, Permits & Fees 11,657 12,900 12,000 - - -
Departmental Collections 13,071 15,100 15,800 - - -
Interest Income 13,193 26,000 29,000 - - -
Other 281,362 93,100 92,150 - - -
Industrial Access Road Transfer - - - - - -
Total Revenues 3,504,830 3,519,850 3,630,350 2,631,117 3,493,506 3,429,957
Expenditures
Legislature 25,182 85,478 37,634 646 1,269 1,269
Judicial 80,300 87,669 96,460 - - -
Executive 96,991 87,693 44,562 29,362 51,673 44,964
Administration 283,958 118,271 61,968 33,323 34,025 38,128
Commerce 52,893 88,660 49,815 71,220 98,335 99,269
Education 1,610,562 1,696,262 1,714,574 310,564 457,164 509,000
Education and the Arts 25,364 31,006 28,245 49,705 55,565 56,004
Environment 10,827 7,385 7,413 86,323 98,362 108,363
Health and Human Resources 642,463 712,200 795,339 1,944,345 2,502,719 2,362,095
Military Affairs & Public Safety 252,768 294,132 273,681 79,743 168,224 170,137
Revenue * 23,077 55,082 202,033 127 975 675
Transportation 7,708 11,586 7,611 13,383 23,480 26,290
Senior Services 848 889 - 12,099 14,563 14,563
Higher Education 296,350 302,538 310,981 - - -
Misc. Boards & Commissions 5,000 - - 2,260 2,773 2,714
Total Expenditures 3,414,291 3,578,851 3,630,316 2,633,100 3,509,127 3,433,471
Ending Fund Balance $333,209 $250,464 $250,498 $40,179 $24,558 $21,044

*Appropriated Special Revenue Funds include Lottery and Excess Lottery Funds.

Expnditures for the Department of Revenue include new appropriated accounts for Workers’ Compensation reform.
For a total summary of all revenues and expenditures including nonappropriated, see

"Where Your State Tax Dollar Comes From" and "Where Your State Tax Dollar Goes" in this section.
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Appropriated

State Road Fund Special Revenue Fund * Total All Appropriated Funds

Actuals Budgeted Recommended Actuals Budgeted Recommended Actuals Budgeted Recommended
FY 2005 FY 2006 FY 2007 FY 2005 FY 2006 FY 2007 FY 2005 FY 2006 FY 2007

$104,619  $132,259 $139,702 $1,409,853  $2,170,272  $2,143,308 $1,823,414  $2,675919  $2,558,028

- - - - - - (31,728) (44,851) -

- - - - - - 6,000 - -

- - - - - - 1,335 21,000 -

- - - - - - 283 103 -

- - - - - - 960,172 991,000 1,018,000

- - - - - - 1,170,087 1,239,000 1,316,500

- - - - - - 182,461 184,000 175,000

- - - - - - 248,068 302,000 311,000

- - - - - - 280,788 308,000 301,000

1,856 1,755 1,664 - - - 1,856 1,755 1,664

311,625 318,000 290,000 - - - 311,625 318,000 290,000

176,495 179,420 175,686 - - - 176,495 179,420 175,686

13,212 11,268 8,000 - - - 357,183 360,018 367,900

413,189 475,960 462,100 - - - 3,044,306 3,969,466 3,892,057

88,074 85,160 88,008 2,016,149 2,186,019 1,806,082 2,115,880 2,284,079 1,906,090

- - - - - - 13,071 15,100 15,800

- - - - - - 13,193 26,000 29,000

- - - - - - 281,362 93,100 92,150
(2,424) (3,000) (3,000) - - - (2,424) (3,000) (3,000)

1,002,027 1,068,563 1,022,458 2,016,149 2,186,019 1,806,082 9,154,123 10,267,938 9,888,847

- - - 1,698 3,270 3,843 27,526 90,017 42,746

- - - - - - 80,300 87,669 96,460

- - - 18,401 21,608 21,714 144,754 160,974 111,240

- - - 42,667 43,080 59,865 359,948 195,376 159,961

- - - 62,490 66,083 64,251 186,603 253,078 213,335

- - - 87,928 73,128 71,892 2,009,054 2,226,554 2,295,466

- - - 22,574 28,797 20,857 97,643 115,368 105,106

- - - 42,093 56,559 55,613 139,243 162,306 171,389

- - - 336,514 389,949 364,968 2,923,322 3,604,868 3,522,402

- - - 27,095 25,117 23,999 359,606 487,473 467,817

- - - 286,737 675,719 980,025 309,941 731,776 1,182,733

974,387 1,061,120 1,052,587 2,512 7,361 7,243 997,990 1,103,547 1,093,731

- - - 38,860 38,697 41,585 51,807 54,149 56,148

- - - 141,241 138,117 123,961 437,591 440,655 434,942

- - - 144,920 645,498 65,849 152,180 648,271 68,563

974,387 1,061,120 1,052,587 1,255,730 2,212,983 1,905,665 8,277,508 10,362,081 10,022,039

$132,259 $139,702 $109,573 $2,170,272 $2,143,308 $2,043,725 $2,675,919 $2,558,028 $2,424,836

s

FY 2007 Executive Budget w State of West Virginia




Cash and Investment Balances of All Funds

Fiscal Year Ending June 30, 2005

(Nearest Dollar)

General Revenue Fund
State Road Fund
Natural Resources Fund

Consolidated Pool
and Investments

Consolidated Federal Funds
(Special Revenue)

Special Revenue Funds
(Departments and | nstitutions)

Special Revenue Funds
(Higher Education)

Workers Compensation Fund
Human Services Fund

Public Employees
Retirement System

Teachers Retirement System

West Virginia University -
Medical School Fund

Total

Fund No. Cash Balance Investments Total Balance
01 $360,767,998 $0 $360,767,998
02 24,378,810 117,131,036 141,509,846
03 5,207,017 46,513,059 51,720,076
09 (1,054,684,241) 1,146,667,066 91,982,825
12 20,074,820 18,569,351 38,644,171
13 614,787,568 1,756,552,803 * 2,371,340,371
14 8,615,472 252,724,210 261,339,682
15 9,675,328 1,230,511,959 2 1,240,187,287
16 32,229,674 14,944,082 47,173,756
17 195,355 3,353,785,034 3,353,980,389
18 4,066,343 1,577,317,602 1,581,383,945
20 3,345,811 4,550 3,350,361

$28,659,955 $9,514,720,752 $9,543,380,707

1) Seefollowing page for Detail of Fund 13.
2) Includes $244,805,560 - Coal Workers Pneumoconiosis Fund.
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Detailed Investments Fund 13
Fiscal Year Ending June 30, 2005

(Nearest Dollar)

Attorney General

Auditor’s Office

Board of Risk and Insurance Management
Building Commission

Court of Claims

Consolidated Public Retirement Board
Criminal Justice

Culture and History

Department of Administration
Department of Education

Higher Education Policy Commission
Department of Education and the Arts
Department of Transportation
Development Office

Division of Human Services

Division of Labor

Division of Natural Resources
Environmental Protection

Governor’s Office

I nsurance Commissioner

Lottery Commission

Municipal Bond Commission

Public Employees Insurance Agency
Regional Jail Authority

State Police

State Rail Authority

Treasurer’s Office

Water Devel opment Authority

$540,806
7,070,496
151,121,164
11,884,806
6,045,060
525,636,452
1,055,113
1,773,815
213,807,162
2,248,928
4,560,348
1,080,101
1,568,376
45,257,291
1,162,977
3,648,473
278,547
151,530,907
945,775
1,509,986
113,312,734
169,184,715
224,732,683
13,438,979
320,557
1,244,983
91,233,343
10,358,226

Total Detail Fund 13 $1,756,552,803
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General Revenue Fund

Statement of Revenues by Source
(Expressed in Thousands)

FY 2006
FY 2003 FY 2004 FY 2005 Revised FY 2007

Actual Actual Actua Official Officia FY 2008 FY 2009

Source of Revenue Collections  Collections  Collections Estimate Estimate Estimate Estimate
Business and Occupation Tax $178,415 $177,395 $182,461  $184,000 $175,000 $170,000 $165,000
Consumers Sales Tax 894,511 927,992 960,172 991,000 1,018,000 1,022,300 1,043,600
Personal Income Tax 1,055,523 1,068,212 1,170,087 1,239,000 1,316,500 1,391,500 1,470,500
Liquor Profit Transfers 7,265 9,817 11,044 10,500 11,000 11,300 11,700
Racing Fees 1,520 2,070 1,370 2,500 1,500 1,500 1,500
Beer Tax and Licenses 8,384 8,313 8,333 8,600 8,600 8,600 8,600
Cigarette Tax 45,062 102,877 98,066 103,500 103,200 103,000 102,800
Estate Tax 10,836 9,301 4,797 450 0 0 0
Business Franchise Fees 1,577 1,631 1,954 1,800 1,900 1,800 1,900
Charter Tax 5,127 5,953 6,690 6,000 6,500 6,700 6,900
Use Tax 83,843 93,373 102,950 107,000 112,000 116,500 121,000
Property Transfer Tax 8,366 10,129 12,171 15,000 16,000 15,900 15,500
Property Tax 4,120 3,977 4,282 4,500 4,800 4,900 5,100
Insurance Tax 92,788 93,248 97,712 102,000 106,500 111,000 117,000
Departmental Collections 10,270 18,466 13,071 15,100 15,800 16,100 16,400
Corporate Income/Business Franchise Tax 181,179 181,515 280,788 308,000 301,000 300,000 304,000
Miscellaneous Receipts 3,265 992 937 3,700 1,000 1,000 1,000
Miscellaneous Transfers 133 23 614 1,000 1,000 1,000 1,000
Interest Income 20,338 7,001 13,193 26,000 29,000 26,000 26,000
Severance Tax 162,314 184,354 248,068 302,000 311,000 305,000 298,500
Telecommunication Tax 12,711 11,017 8,740 500 0 0 0
Specia Revenue Transfer* 3,000 2,500 40,756 0 1,250 1,250 1,250
Smokeless Tobacco Tax 4,627 4,732 4,759 4,800 4,900 4,900 5,000
HB102 - Lottery Transfers 120,700 126,800 226,991 77,900 77,900 77,900 77,900
Video Lottery Transfers 1,087 305 1,020 0 0 0 0
Senior Citizen Tax Credit Reimbursement 0 2,873 3,804 5,000 6,000 6,100 6,400
JOBS/Growth Tax Relief - Transfer 0 28,075 0 0 0 0 0
Total ** $2,016,961  $3,082,941 $3,504,830 $3,519,850 $3,630,350 $3,704,250 $3,808,550

* Specia Revenue Transfer from Public Service Commission $1,250.
** FY 2006 revised from $3,286,900 to $3,519,850 - I ncrease of $232,950.

Note: Specia Revenue Fund Diversions include $32.217 million from Consumers Sales Tax, $30 million from Personal Income Tax in
FY 2006 [$45 miillion, thereafter], $24 million from Severance Tax, and $2.5 million from Insurance Tax.
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Less:

Less:

Plus:

Less:

Plus:

Less:

Plus:

Less:

Less:

Plus:

Less:

General Revenue Fund

Statement of Revenues, Expenditures,

and Changes in Cash Balance
(Expressed in Thousands)

Actual Cash Balance July 1, 2005

31 Day Disbursements (July 1, 2005 - July 31, 2005)

Accumulated Prior Year Reimbursements (July 1, 2005 - July 31, 2005)
Prior Year Appropriations Forwarded

Accumulated Surplus from FY 2005

Transfer one-half to Revenue Shortfall Reserve Fund (Statutory)
Unappropriated Surplus Balance

Accumulated Prior Year Reimbursements (Aug. 1, 2005 - Dec. 31, 2005)
Unappropriated Surplus Balance

Expiration to Unappropriated Surplus Balance from TRAFFIC (HB 420)

Expiration to Unappropriated Surplus Balance from
Income Tax Refund Reserve Fund (HB 420)

Unappropriated Surplus Balance

Surplus Appropriation - Various (HB 417)

Surplus Appropriation - Consolidated Public Retirement Board (HB 420)
Surplus Appropriation - Department of Agriculture (HB 4016)
Unappropriated Surplus Balance

Recommended Expiration to Unappropriated Surplus Balance from
Premium Tax Savings Fund

Recommended Expiration to Unappropriated Surplus Balance from
Public Service Commission

Unappropriated Surplus Balance

Recommended Surplus Appropriations

Unappropriated Surplus Balance FY 2006

Revised Revenue Estimate FY 2006

Unappropriated Balance

Regular Appropriations FY 2006

Supplemental Appropriation - Salary Increase (HB 414)

Supplemental Appropriation - Consolidated Public Retirement Board (HB 422)

Unappropriated Balance

Recommended Supplemental Appropriations
Estimated Balance June 30, 2006

Revenue Estimate FY 2007

Estimated Balance

Recommended Appropriations FY 2007
Estimated Balance June 30, 2007

(27,559)
4
(243,511)

$360,768

(271,066)

15,000

13,000

89,702
(44,851)
44,851
103
44,954

28,000

(36,108)
(28,000)
(50)

72,954

(64,158)

6,629

1,250

8,796

7,879

(3,190,337)
(57,845)
(30,000)

16,675
(16,674)

1

3,519,850

3,519,851

(3,278,182)

241,669
(241,668)
1
3,630,350
3,630,351

(3,630,316)
$35
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General Revenue Fund
Overview by Functional Category
FY 2005 through FY 2007

(Nearest Dollar)

Actual Total
Expenditures Appropriations
DEPARTMENT/Agency (Fund #) FY 2005 FY 2006 *
LEGISLATURE
Senate 0165 $5,005,672 $6,933,016
House of Delegates 0170 8,013,876 8,311,026
Joint Expenses 0175 12,162,132 29,772,384
Subtotal 25,181,680 45,016,426
JUDICIAL
Supreme Court 0180 80,299,728 84,419,467
EXECUTIVE
Office of the Governor 0101 4,435,575 5,059,052
Custodial Fund 0102 424,553 580,444
Cabinet on Children and Families 0104 2,630,240 0
Civil Contingent Fund 0105 58,566,451 8,000,000
State Auditor’s Office 0116 3,571,715 3,642,779
State Treasurer’s Office 0126 3,801,930 3,761,531
Department of Agriculture 0131 9,315,937 9,575,835
State Conservation Committee 0132 8,726,454 9,670,823
Meat Inspection 0135 567,491 636,038
Agricultural Awards 0136 58,650 63,650
WYV Agricultural Land Protection Auth 0607 0 50,000
Attorney General's Office 0150 3,724,281 3,839,586
Secretary of State 0155 1,159,531 1,105,745
State Election Commission 0160 7,975 10,275
Subtotal 96,990,783 45,995,758
ADMINISTRATION
Office of the Secretary 0186 15,206,735 16,290,583
CPRB 0195 225,000,000 58,000,000
Division of Finance 0203 1,048,122 1,188,267
General Services Division 0230 1,540,257 1,410,158
Purchasing Division 0210 944,392 952,100
Comm on Uniform State Laws 0214 28,922 29,295
Board of Risk and Insurance 0217 2,000,000 0
Grievance Board 0220 849,036 900,504
Ethics Commission 0223 307,987 706,081
Public Defender Services 0226 29,597,229 28,077,148
Comm Purchase f/Handicapped 0233 4,732 5,046
WYV Prosecuting Attorneys Institute 0557 307,942 225,638
Childrens’ Health Insurance Agency 0588 7,122,654 7,129,219
Subtotal 283,958,008 114,914,039
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Plus: Total Total Governor’s Percentage
Reappropriated Available Request Recommendations of

FY 2006 FY 2006 FY 2007 ** FY 2007 Total
$17,564,967 $24,497,983 $6,933,016 $6,933,016 0.19%
4,990,605 13,301,631 8,391,026 8,391,026 0.23%
17,905,317 47,677,701 18,810,189 18,810,189 0.52%
40,460,889 85,477,315 34,134,231 34,134,231 0.94%
3,249,433 87,668,900 96,460,328 96,460,328 2.66%
3,431,937 8,490,989 5,559,619 5,604,925 0.15%
421 580,865 577,774 581,779 0.02%
0 0 0 0 0.00%
28,467,448 36,467,448 7,000,000 7,000,000 0.19%
0 3,642,779 3,608,051 3,660,143 0.10%
994,565 4,756,096 3,737,141 4,773,726 0.13%
534,739 10,110,574 11,919,298 10,313,667 0.28%
5,791,527 15,462,350 7,312,495 6,589,487 0.18%
0 636,038 818,829 646,614 0.02%
0 63,650 63,650 63,650 0.00%
0 50,000 110,000 110,000 0.00%
215,530 4,055,116 4,390,375 4,095,753 0.11%
2,262,635 3,368,380 1,154,865 1,112,435 0.03%
0 10,275 10,275 10,275 0.00%
41,698,802 87,694,560 46,262,372 44,562,454 1.23%
1,000,000 17,290,583 16,827,671 16,291,237 0.45%
2,000,000 60,000,000 0 0 0.00%
298,570 1,486,837 1,828,527 1,190,637 0.03%
0 1,410,158 1,396,820 1,416,827 0.04%
0 952,100 942,350 1,498,655 0.04%
0 29,295 31,000 31,000 0.00%
0 0 0 0 0.00%
0 900,504 1,012,484 913,219 0.03%
0 706,081 703,651 707,296 0.02%
5,029 28,082,177 30,164,348 29,081,048 0.80%
0 5,046 5,046 5,046 0.00%
53,066 278,704 384,384 226,265 0.01%
0 7,129,219 10,605,142 10,606,942 0.29%
3,356,665 118,270,704 63,901,423 61,968,172 1.71%
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General Revenue Fund

Overview by Functional Category
(Continued)

o

Actual Total
Expenditures Appropriations
DEPARTMENT/Agency (Fund #) FY 2005 FY 2006 *
COMMERCE
Office of the Secretary 0606 0 401,200
Tourism 0246 400,000 43,140
Forestry 0250 2,546,462 2,997,197
Geological & Economic Survey 0253 3,378,491 3,532,303
Development Office 0256 25,947,311 21,299,549
Division of Labor 0260 2,833,067 3,024,275
Division of Natural Resources 0265 11,671,055 11,656,474
Miners’ Health, Safety & Training 0277 5,884,027 5,983,199
Board of Coal Mine Health & Safety 0280 168,983 171,181
Mine Safety & Technical Review 0285 63,352 88,352
Governor’'s Workforce Investment 0608 0 3,438,750
Subtotal 52,892,748 52,635,620
EDUCATION
School Lunch Program 0303 1,955,830 2,111,396
FFA-FHA Camp & Conference Center 0306 979,790 1,012,593
State Department of Education 0313 26,196,493 24,702,458
Aid for Exceptional Children 0314 22,574,152 23,398,490
State Aid to Schools 0317 1,525,749,427 1,595,590,877
State Department of Education 0390 21,390,580 22,387,014
Performance Audit 0573 663,441 609,495
WYV Schools for the Deaf & the Blind 0320 11,052,655 11,802,210
Subtotal 1,610,562,368 1,681,614,533
EDUCATION AND THE ARTS
Office of the Secretary 0294 3,272,088 4,834,422
Culture and History 0293 3,944,596 4,286,759
Library Commission 0296 1,550,627 1,639,591
Educational Broadcasting Authority 0300 4,670,053 4,647,109
Division of Rehabilitation Services 0310 11,926,544 12,050,064
Subtotal 25,363,908 27,457,945
ENVIRONMENTAL PROTECTION
Environmental Quality Board 0270 105,368 158,371
Environmental Protection 0273 10,639,324 7,119,150
Air Quality Board 0550 82,205 107,534
Subtotal 10,826,897 7,385,055
HEALTH AND HUMAN RESOURCES
Office of the Secretary 0400 128,451 1,139,487
Division of Health 0407 56,416,677 57,279,518
Division of Health 0525 93,745,991 92,349,615
Division of Health 0561 700,000 700,000
Human Rights Commission 0416 1,131,792 1,204,833
Human Services 0403 490,340,334 547,404,139
Subtotal 642,463,245 700,077,592

State of West Virginia
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Plus: Total Total Governor’s Percentage
Reappropriated Available Request Recommendations of

FY 2006 FY 2006 FY 2007 ** FY 2007 Total
0 401,200 400,000 401,800 0.01%
2,984,108 3,027,248 0 0 0.00%
0 2,997,197 3,302,638 2,993,336 0.08%
308,906 3,841,209 3,716,924 3,521,781 0.10%
29,356,613 50,656,162 19,670,806 18,354,327 0.51%
0 3,024,275 4,329,498 3,134,142 0.09%
0 11,656,474 12,647,655 11,699,998 0.32%
0 5,983,199 5,928,599 6,010,499 0.17%
0 171,181 169,981 171,781 0.00%
0 88,352 88,352 88,352 0.00%
3,377,068 6,815,818 16,438,750 3,438,750 0.09%
36,026,695 88,662,315 66,693,203 49,814,766 1.37%
0 2,111,396 2,296,455 2,296,455 0.06%
0 1,012,593 1,175,580 1,025,580 0.03%
7,021,163 31,723,621 37,978,269 26,060,507 0.72%
0 23,398,490 31,845,968 23,878,280 0.66%
7,627,000 1,603,217,877 1,625,488,434 1,625,157,687 44.77%
0 22,387,014 25,458,448 23,407,774 0.64%
0 609,495 651,483 616,128 0.02%
0 11,802,210 12,131,968 12,131,968 0.33%
14,648,163 1,696,262,696 1,737,026,605 1,714,574,379 47.23%
1,312,217 6,146,639 5,281,562 4,439,402 0.12%
1,600,000 5,886,759 11,202,711 4,455,061 0.12%
0 1,639,591 1,733,611 1,637,041 0.05%
328,000 4,975,109 5,894,975 5,023,509 0.14%
307,166 12,357,230 15,950,820 12,689,686 0.35%
3,547,383 31,005,328 40,063,679 28,244,699 0.78%
0 158,371 138,271 139,171 0.00%
0 7,119,150 7,094,718 7,176,366 0.20%
0 107,534 96,434 97,334 0.00%
0 7,385,055 7,329,423 7,412,871 0.20%
0 1,139,487 138,695 542,859 0.01%
846,468 58,125,986 63,980,700 57,870,745 1.59%
10,893,215 103,242,830 129,439,172 122,892,937 3.39%
0 700,000 700,000 700,000 0.02%
0 1,204,833 1,215,133 1,212,183 0.03%
382,766 547,786,905 602,147,781 612,120,401 16.86%
12,122,449 712,200,041 797,621,481 795,339,125 21.91%
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General Revenue Fund

Overview by Functional Category

(Continued)

Actual Total
Expenditures Appropriations
DEPARTMENT/Agency (Fund #) FY 2005 FY 2006 *
MILITARY AFFAIRS & PUBLIC SAFETY
Office of the Secretary 0430 471,695 518,295
Adjutant General - State Militia 0433 15,602,641 20,587,974
Adjutant General - Military Fund 0605 0 200,000
Parole Board 0440 590,566 690,663
Homeland Security Emerg Mgmt 0443 1,128,447 1,003,603
Corrections Central Office 0446 1,074,485 588,665
Correctional Units 0450 113,698,339 122,619,852
WYV State Police 0453 82,833,570 65,965,363
Veterans’ Affairs 0456 3,502,999 3,746,043
Veterans’ Home 0460 987,097 1,068,462
Fire Commission 0436 189,990 203,000
Criminal Justice Services 0546 637,328 1,306,287
Juvenile Services 0570 30,699,281 32,879,815
Protective Services Division 0585 1,351,934 1,835,020
Subtotal 252,768,372 253,213,042
REVENUE
Office of the Secretary *** 0465 527,418 628,283
Tax Division 0470 21,101,053 23,659,089
State Budget Office 0595 749,983 1,308,333
Athletic Commission 0523 3,386 20,000
Office of Tax Appeals 0593 695,111 656,564
Subtotal 23,076,951 26,272,269
TRANSPORTATION
State Rail Authority 0506 3,357,657 3,175,514
Public Transit 0510 2,146,119 2,258,342
Public Port Authority 0581 533,817 438,556
Aeronautics Commission 0582 1,670,821 1,471,052
Subtotal 7,708,414 7,343,464
SENIOR SERVICES
Bureau of Senior Services 0420 848,352 888,530
HIGHER EDUCATION
HEPC-Administration 0589 15,034,764 4,143,646
HEPC-System 0586 230,137,266 240,319,812
Council for C&T College Education 0596 50,057,617 50,642,340
HEPC-Health Sciences 0590 4,581 0
HEPC-Legislative Funding Priorities 0591 1,115,551 0
Subtotal 296,349,779 295,105,798
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Plus: Total Total Governor’s Percentage
Reappropriated Available Request Recommendations of

FY 2006 FY 2006 FY 2007 ** FY 2007 Total
672,848 1,191,143 636,870 519,795 0.01%
13,990,410 34,578,384 20,568,324 20,597,799 0.57%
0 200,000 200,000 200,000 0.01%
0 690,663 700,263 705,663 0.02%
586,090 1,589,693 1,692,103 1,693,453 0.05%
814,506 1,403,171 582,785 591,605 0.02%
8,292,901 130,912,753 186,002,739 134,996,683 3.72%
3,277,321 69,242,684 76,290,899 67,733,309 1.87%
5,356,626 9,102,669 7,566,778 7,559,198 0.21%
0 1,068,462 1,099,262 1,078,062 0.03%
0 203,000 250,000 204,500 0.01%
660,220 1,966,507 1,371,543 1,308,554 0.04%
5,303,754 38,183,569 41,151,493 34,645,615 0.95%
1,962,627 3,797,647 4,668,892 1,846,720 0.05%
40,917,303 294,130,345 342,781,951 273,680,956 7.54%
94,582 722,865 625,283 175,629,783 4.84%
28,249,564 51,908,653 24,461,358 24,361,614 0.67%
300,017 1,608,350 1,302,333 1,361,333 0.04%
0 20,000 20,000 20,000 0.00%
185,666 842,230 650,564 659,564 0.02%
28,829,829 55,102,098 27,059,538 202,032,294 5.57%
0 3,175,514 3,172,814 3,176,864 0.09%
1,790,170 4,048,512 2,523,342 2,523,342 0.07%
915,347 1,353,903 3,437,356 439,156 0.01%
1,516,106 2,987,158 1,469,852 1,471,652 0.04%
4,221,623 11,565,087 10,603,364 7,611,014 0.21%
0 888,530 886,577 0 0.00%
5,707,106 9,850,752 4,109,218 15,077,237 0.42%
640,973 240,960,785 262,928,954 244,487,419 6.73%
493,839 51,136,179 60,636,220 51,415,993 1.42%
21,838 21,838 0 0 0.00%
568,322 568,322 47,381,033 0 0.00%
7,432,079 302,537,877 375,055,425 310,980,649 8.57%
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General Revenue Fund
Overview by Functional Category

(Continued)
Actual Total

Expenditures Appropriations

DEPARTMENT/Agency (Fund #) FY 2005 FY 2006 *

MISC BOARDS AND COMMISSIONS

Workers’ Compensation 0594 5,000,000 0
National Coal Heritage Area Authority 0 0
Coal Heritage Highway Authority 0 0
Subtotal 5,000,000 0
CLAIMS AGAINST THE STATE 0 0
TOTAL GENERAL REVENUE $3,414,291,233 $3,342,339,538

* Total Appropriations FY 2006 includes surplus appropriations of $64,158,000.
** Total Request FY 2007 is Current-Level Request plus General Revenue Improvement Requests.
** The Govenor's Recommendations FY 2007 includes $175,000,000 transfer to the Revenue Shortfall Reserve Fund.
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Plus: Total Total Governor’s Percentage

Reappropriated Available Request Recommendations of
FY 2006 FY 2006 FY 2007 ** FY 2007 Total

0 0 0 0 0.00%
0 0 100,000 0 0.00%
0 0 160,000 0 0.00%
0 0 260,000 0 0.00%
0 0 0 3,500,000 0.10%

$236,511,313 $3,578,850,851 $3,646,139,600 $3,630,315,938 100.00%
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Fund #

0131

0293

0403

0443

0443

0450

0470

0525

General Revenue Fund

Recommended Surplus Appropriations

Fiscal Year 2006

(Nearest Dollar)

Department of Agriculture - Operating Expenses

Division of Culture and History - Veterans Memorial Name Corrections

Division of Human Services - Energy Assistance

Division of Homeland Security and Emergency Management - Overobligation Payments
Division of Homeland Security and Emergency Management - Operating Expenses
Division of Corrections - Payments to Counties and Regiona Jails

Tax Division - Expert Witness

Consolidated Medical Services Fund - Hartley Consent Decree and Plan Compliance

$46,000
350,000
1,000,000
6,531,300
310,237
5,513,211
250,000
2,673,000

$16,673,748
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Fund #

0131

0132

0226

0310

0310

0403

0407

0450

0453

0465

0470

0525

0525

General Revenue Fund

Recommended Supplemental Appropriations

Fiscal Year 2006

(Nearest Dollar)

Department of Agriculture - Operating Expenses

WYV Conservation Agency - Inwood Watershed Project

Public Defender Services - Appointed Counsel Fees

Division of Rehabilitation Services - Roof Replacement

Division of Rehabilitation Services - Salary Supplement for Federal Funding Cap

Division of Human Services - Indigent Burials

Division of Health - Central Office - Medical Command Communications System

Division of Corrections - Correctional Facilities Capital Outlay and Maintenance

West Virginia State Police - Enhanced Drug Enforcement

Department of Revenue - Office of the Secretary - Transfer to Revenue Shortfall Reserve Fund
Tax Division - Abusive Tax Avoidance Program

Consolidated Medical Services Fund - Hospitals and Facilities Capital Outlay and Maintenance

Consolidated Medical Services fund - Tobacco Settlement Shortfall

$54,000
2,100,000
6,348,145
782,000
246,000
100,000
362,465
2,879,500
1,000,000
217,900,000
196,075

3,000,000

6,700,000

__ 9241668185
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Plus:

Less:

Less:

Plus:

Less:

Lottery Fund

Statement of Revenues, Expenditures,
and Changes in Cash Balance

(Expressed in Thousands)

Surplus Balance July 1, 2005
Revenue Estimate FY 2006
Estimated Balance

Regular Appropriations FY 2006
Reserve for Cash Flow/Contingencies
Estimated Balance - June 30, 2006

Recommended Supplemental Appropriation -
Division of Natural Resources - Capital Outlay - Parks

Estimated Balance June 30, 2006

Revenue Estimate FY 2007

Estimated Balance

Recommended Appropriations FY 2007

Education, Arts, Sciences, and Tourism Debt Service Fund
Development Office - Division of Tourism

Division of Natural Resources

Department of Education

School Building Authority

Education and the Arts - Office of the Secretary
Education and the Arts - Division of Culture and History
Education and the Arts - Library Commission

Bureau of Senior Services

Higher Education Policy Commission

Estimated Balance - June 30, 2007

$53,330

170,100

223,430
(170,098)

(40,000) (210,098)

13,332

(13,330)

2

170,100

170,102
(10,000)
(7,868)
(3,429)
(31,259)
(18,000)
(1,266)
(4,816)
(10,222)
(41,585)

(41,634) (170,079)

$23

oy

State of West Virginia w

FY 2007 Executive Budget



Plus:

Less.

Less.

Excess Lottery Fund
Statement of Revenues, Expenditures,

and Changes in Cash Balance
(Expressed in Thousands)

Surplus Balance July 1, 2005 $34,931
Revised Revenue Estimate FY 2006 322,900
Estimated Balance 357,831
Regular Appropriations FY 2006 (202,900)
Estimated Balance 154,931
Supplemental - Appropriation FY 2006 Transfer to

Consolidated Public Retirement Board - (SB 4014) (34,931)
Estimated Balance 120,000
Recommended Supplemental Appropriation - Lottery Commission -

Revenue Shortfall Reserve Fund Transfer (120,000)
Estimated Balance - June 30, 2006 0
Revenue Estimate FY 2007 287,200
Estimated Balance 287,200
Recommended Appropriations FY 2007
L ottery Commission - General Purpose Account (65,000)

Education Improvement Fund - (PROMISE Scholarship) (27,000)
Economic Development Project Fund (19,000)
School Building Authority (19,000)
West Virginia lnfrastructure Council (40,000)
Higher Education Improvement Fund (10,000)
State Park |mprovement Fund (5,000)
L ottery Commission - Refundable Credit Reimbursement (6,000)
L ottery Commission - General Revenue Transfer (12,900)
L ottery Commission - Revenue Shortfall Reserve Fund Transfer (83,300) (287,200)
Estimated Balance - June 30, 2007 $0
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State Road Fund

Statement of Revenues by Source
(Expressed in Thousands)

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007

Actual Actual Actual Officia Official FY 2008 FY 2009
Source of Revenue Collections Collections Collections Estimate Estimate Estimate Estimate
Motor Fuel Taxes $221,338  $272,398  $311,625 $318,000 $290,000 $295,000 $260,000
Sales Tax on Fuel

at Wholesd e Level* 67,835 36,920 0 0 0 0 0
Registration Fees 86,238 83,146 88,074 85,160 88,008 91,067 91,492
Registration Fee:

Highway Litter Control 1,595 1,578 1,856 1,755 1,664 1,723 1,731
Privilege Tax 167,723 176,700 176,495 179,420 175,686 175,334 175,018
Less Transfer to Industrial

Access Road Fund (2,294) (2,948) (2,424) (3,000) (3,000) (3,000) (3,000)
Miscellaneous Income 6,461 5,726 13,212 11,268 8,000 8,115 8,227
Federal Reimbursement:

Interstate Construction 46,399 51,524 59,047 72,578 76,600 72,700 81,700
Other Federal Aid Programs 178,610 179,521 245,376 278,739 265,400 286,500 266,500
Appdachian Program 171,622 123,042 108,766 124,643 120,100 106,500 114,500

Total $945,527  $927,607 $1,002,027 $1,068,563 $1,022,458  $1,033,939 $996,168

* Asaresult of the passage of SB 496, effective January 1, 2004, wholesale fuel tax will no longer be reported separately. It will be combined
with the other fuel taxes under the Motor Fuel Taxes.
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Plus:

Less:

Plus:

Less:

State Road Fund

Statement of Revenues, Expenditures,

and Changes in Cash Liquidity

(Expressed in Thousands)

Cash and Investment Balance - July 1, 2005

Revenue Estimate - FY 2006

Total Estimated Receipts and Balance

Regular Division of Highways Appropriations FY 2006
Highways Supplemental Appropriation per HB 414
Recommended Highways Supplemental Appropriation FY 2006
Regular Division of Motor Vehicles Appropriation FY 2006
Motor Vehicles Supplemental Appropriation per HB 414
Claims Against the State Road Fund

Estimated Balance - June 30, 2006

Revenue Estimate - FY 2007

Estimated Balance

Recommended Division of Highways Appropriation FY 2007
Recommended Division of Motor Vehicles Appropriation FY 2007
Recommended Claims Against the State Road Fund FY 2007
Estimated Cash and Investments Balance - June 30, 2007

$132,259

1,068,563

1,200,822
(1,023,221)
(68)
(27,100)
(36,900)
(527)

(404) (1,088,220)

112,602
1,022,458
1,135,060
(1,015,231)
(37,333)
(23) (1,052,587)

$82,473
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Tobacco Settlement Fund
Recommended Appropriations
Fiscal Year 2007

(Expressed in Thousands)

Fund #
5124  Division of Health - Tobacco Settlement Expenditure Fund $25,400

Total Tobacco Settlement Expenditure Fund $25,400

oy
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Public Employees Insurance Reserve Fund
Recommended Appropriations
Fiscal Year 2007

(Expressed in Thousands)

Fund #
7400  State Budget Office - Public Employees Insurance Reserve Fund $6,200

Total Public Employees Insurance Reserve Fund $6,200
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Major Constitutional
and Statutory Requirements

Each year there are several major constitutional or statutory requirements that limit the flexibility of any
discretionary recommendations by the Governor. The FY 2007 Executive Budget recommendations includes
expenditures of over $2.278 billion of these major requirements and makes up over 62.7% of the total General
Revenue funds available.

Ttems that fall in the discretionary spending category in funding levels but are still considered necessary for
public health, safety, and education of West Virginia citizens may include but are not limited to: Division of
Corrections, West Virginia State Police, Behavorial Health, Rehabiliation Services, Children’s Health Insurance
Program, Schools for the Deaf and the Blind, and Higher Education that supports public universities and
colleges and that provides student financial aid.

Recommendation

(in millions)

LEGISLATIVE BRANCH $34.1
JUDICIAL BRANCH 90.5
DEPARTMENT OF EDUCATION

State Aid to Schools 1,040.0

Public Employees | nsurance Agency 198.7 1,238.7
DEBT SERVICE

School Building Authority 233

Lease Rental Payments for debt service on correctional facilities 16.0 39.3
SOCIAL SECURITY MATCHING 30.2
RETIREMENT

Judges’ Retirement 6.0

Public Employees Retirement 36.5

Teachers Retirement 363.3

Trooper Retirement 7.1 412.9
PUBLIC DEFENDER SERVICES 28.0
MEDICAID 404.1

Total $2,277.8

(Expressed in Millions)

Revenue Shortfall $175.0
Reserve Fund (4.8%)

Public Health & Safety
(17.9%) $649.4

Other Public Education,

Higher Education, &

Education & the Arts
(10.8%) $391.9

Major Constitutional &
Statutory Requirements
$2,277.8 (62.7%)

Other*
* Other (3.8%) $136.2

Constitutional Offices
Administration
Commerce

Roveonment Total FY 2007
Hgi"nfg%a;:ﬁ;sme $3630 Billion
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Summary of Primary Government Long-Term Debt
Outstanding at June 30, 2003 through 2007

(Expressed in Thousands)

Estimated Estimated
6/30/03 6/30/04 6/30/05 6/30/06 6/30/07
General Obligation Debt
Road Bonds $517,500 $494,430 $467,915 $447,995 $429,845
Better School Buildings Bonds 2,000 0 0 0 0
Infrastructure Bonds 281,679 277,449 273,014 265,521 254,889
SUBTOTAL 801,179 771,879 740,929 713,516 684,734
Revenue Bonds
School Building Authority 300,440 275,950 385,965 365,935 343,175
EAST Fund 62,545 55,855 48,830 41,455 33,675
Economic Development Authority 0 249,895 236,005 228,840 221,565
WV Infrastructure and Jobs
Development Council 44,865 89,550 88,710 87,415 86,080
Education 2,238 2,186 2,129 2,070 2,008
Stonewall Jackson Lake 0 0 41,815 41,590 41,350
SUBTOTAL 410,088 673,436 803,454 767,305 727,853
Capital Leases
Governmental Funds 283,762 273,194 343,350 315,031 285,829
Internal Service 17,137 11,434 10,558 8,000 6,000
SUBTOTAL 300,899 284,628 353,908 323,031 291,829
TOTAL $1,512,166 $1,729,943 $1,898,291 $1,803,852 $1,704,416
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Six Year Financial Plan

For the first time in the history of the State of West Virginia, Governor Manchin has included a comprehensive,
easy to follow, Six Year Financial Plan that includes projected revenues and expenditures through FY 2011. As
part of the Plan, the basic revenue assumptions and the major expenditure drivers are included, along with other
smaller, yet consistent, items that continue to drive up expenditures over time. The goal of the Six Year Financial
Plan is to provide the West Virginia Legislature and citizens a clear understanding of not only the FY 2007
budget, but also, the larger implications of the decisions made today on the future fiscal outlook.

As shown in the “General Revenue Fund - Statement of Revenues by Source” (see the “Summary Financial
Statements” section), revenue collections in the short term have been much better than the original estimates,
mainly due to higher energy prices resulting in greater severance tax collections and to increased corporate
profits as reflected in the Corporation Net Income/Business Franchise Tax Collections. Also, the Excess Lottery
Fund continues to provide substantial surplus funds in the short term. These economic conditions result in
sizable surplus funds available for FY 2006 through FY 2008. In the latter half of FY 2007, a more normal rate
of growth in revenue returns. During FY 2009 through FY 2011, projected expenditures begin to outpace
projected revenues. (For additional revenue information, see the “Budget Planning” section—including “Budget
Summary FY 2007” and “Revenue Sources”—-and the “Economic Forecast” section). The main cost drivers
are providing healthcare through the Medicaid and PEIA programs and the increasing costs of maintaining
adequate correctional facilities for juveniles and adults. It is the goal of the Manchin Administration to work to
contain the growth of these key budget drivers in order to be able to set other priorities in education, tax reform
and economic development.

Although much has and is currently being accomplished to make state government more responsible (such as
controlling the cost of providing services and reducing unfunded liabilities), it is clear from the Plan that more
remains to be done. Greater efficiencies must be achieved, programs must be evaluated to ensure the outcomes
meet the original intent and new ways of doing business be explored in order to continue to provide the citizens
the services they expect and deserve.

Revenue Assumptions

General Revenue
The General Revenue amount is the revenue estimate less any lottery transfers into the General Revenue Fund.
It is projected to increase approximately 3.0 to 3.5% per year through FY 2011.

Excess Lottery Transfer

The Excess Lottery Fund is currently transferring $77.9 million into the General Revenue Fund for use for
regular ongoing appropriations. Of this amount, $65.0 million is directed by statute, and $12.9 million is
discretionary. It is anticipated this amount will remain constant during the next five year period.

Excess Lottery Transfer—Surplus

The Excess Lottery Fund will continue to generate surplus revenues until lottery competition from other states
materializes, most likely beginning during the last half of F'Y 2007. Once this begins, the surplus amount
available for other appropriation will steadily decrease at least through FY 2009 before rebounding slightly
thereafter. If competition is slower to materialize, the decrease in revenues will be shifted somewhat to the out-
years. The anticipated reduction of Excess Lottery Transfer due to increased competition from bordering states
results in a reduction of $83 million dollars in revenue by FY 2009.

Lottery

The regular Lottery funds are dedicated by statute for use for senior citizens, education, and tourism. Since
General Revenue Funds are used for the same programs, Lottery funds are included here as part of the total
available, and program funding may be shifted between the two revenue sources.

s
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Six Year Financial Plan
FY 2006 through FY 2011

(Estimated in Thousands)

Budgeted Recommended Projected
FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Estimated Revenue
Genera Revenue $3,441,950 $3,552,450 $3,626,350 $3,730,650 $3,884,500 $3,981,500
Excess Lottery Transfer 77,900 77,900 77,900 77,900 77,900 77,900
Excess Lottery Transfer - Surplus 120,000 83,300 34,100 (800) 5,100 11,100
Lottery 170,100 170,100 174,600 174,600 176,600 176,600
Tota Available 3,809,950 3,883,750 3,912,950 3,982,350 4,144,100 4,247,100
Base Budget 3,365,297 3,445,743 3,625,395 3,835,407 4,043,222 4,269,403
Expenditure Growth: *
PROMISE Scholarship ** 0 10,922 0 0 0 0
Supreme Court 0 13,541 5,000 5,000 5,000 5,000
Retirement System Contributions 0 73 12,990 (850) 13,905 14,277
Public Employees I nsurance Agency Premiums 0 0 27,560 33,020 49,660 82,680
State Aid to Schools 0 (7,214) 22,345 17,846 17,630 (423)
Public Education Statutory Increases/Enhancements 0 6,824 2,839 2,839 2,839 2,839
Medicaid 11,840 60,000 67,769 79,301 88,912 99,632
Behavioral Health Services 3,000 14,992 4,000 1,000 0 0
Tobacco Settlement Shortfall 6,700 3,500 0 0 0 0
Correctional Facilities Operations 0 9,761 4,059 7,776 2,200 2,200
Juvenile Facilities Operations 0 1,024 6,154 0 0 0
Trooper Longevity and Enhanced Entry Salary 0 3,657 1,035 1,035 1,035 1,035
Capital Outlay and Maintenance 0 5,000 0 0 0 0
Unanti cipated Expenditures/Program Enhancements 1,061 14,165 35,000 40,000 45,000 50,000
Public Education - Gap Fill (4 years) 9,504 25,904 21,261 20,848 0 0
Salary Increase*** 48,251 17,503 0 0 0 0
Total Ongoing Expenditures 3,445,743 3,625,395 3,835,407 4,043,222 4,269,403 4,526,643
Less: One-Time Expenditures 26,306
Balance $337,901 $258,355 $77543  ($60,872) ($125,303)  ($279,543)

* FY 2007 - 2011 Expenditure Growth is the additional amount required annually to fund existing programs.
** Required to maintain PROMISE Scholarship FY 2006 funding of $38,000,000.
*** FY 2007 includes amount required to annualize the November 1, 2005 salary increases.

R
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Six Year Financial Plan

Expenditure Assumptions

Reserve Accounts

The State has traditionally held funds for unforeseen circumstances such as natural disasters, economic
downturns, and budget shortfalls in several accounts, the two primary being the Rainy Day Fund and the Tax
Reduction and Federal Funding Increased Compliance (TRAFFIC) account maintained by the Legislature. The
state additionally has several accounts that contain unencumbered balances and which could also be
characterized as reserves in times of crisis but are traditionally dedicated to other purposes (examples of these
accounts are the Income Tax Refund Reserve and the Tobacco Medical Trust Fund). The Governor will request
during the 2006 Legislative Session that the Legislature increase the allowable balance in the Rainy Day Fund to
ten percent of the General Revenue Budget to provide the State with adequate reserves to meet unexpected
challenges. Additionally, the Governor will request that surplus amounts above the ten percent General
Revenue Fund amount be used for one-time expenditures, unfunded pension labilities, and/or unfunded
healthcare liabilities.

Base Budget

This is the base operating budget for ongoing expenditures for current programs and services provided to the
citizens of West Virginia. The Base Budget does not contain items of a one time nature. Each fiscal year begins
with the base budget as reflected from the previous fiscal year. Each year’s total budget is the amount required to
maintain the current level of service, including any new amount of funding required to maintain that current
level, plus any new funding required for necessary service enhancements.

Expenditure Growth

The various items that comprise Expenditure Growth are the “budget drivers” that have the greatest impact on
expenditures, or they may be items of a less significant amount but continue to increase over time. The amounts
listed under Expenditure Growth are the additional amounts necessary on an annual basis to maintain or
enhance the services to the required level. These amounts are added to the Base Budget from the prior year to
determine that particular fiscal year’s Total Ongoing Expenditures.

The Balance is strictly the excess or deficit of revenues vs. expenditures on an annual basis. The Balance is not
carried forward to the following fiscal year. It is anticipated the Balance will be put into the Rainy Day Fund
(Revenue Shortfall Reserve Fund) for savings to be used to offset the projected shortfall in the future, used for
paying unfunded retirement/benefit liabilities, or other possible one time expenditures.

For FY 2006, several items have been added to the Base Budget. Some items have been added during special
legislative sessions, and some are recommended to be added during the current legislative session. In addition to
the Total Ongoing Expenditures, an amount for One Time Expenditures has been included. These expenditures
are not included in the base, but the amount will be expended during FY 2006 and, therefore, must be reduced
from the revenue available to arrive at the correct Balance.

The following is a brief explanation of the FY 2007 expenditure growth and program enhancements as detailed
in the Six Year Financial Plan.

PROMISE Scholarship—PROMISE Scholarship requires an amount of $10.9 million to maintain current level
funding of $38 million.

Supreme Court —The Constitution requires that the Governor fund the Supreme Court as requested. The

Supreme Court requested an additional $13.5 million dollars for FY 2007, representing a 12.5% increase over
the FY 2006 appropriation. Based upon past history, future expenditure growth should be more in line with an

annual growth rate of approximately five percent.
/35”/@
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Six Year Financial Plan

Retirement System Contributions—The contributions netted a gain of only $73 thousand due mostly to the
reduction of unfunded liability in the Troopers (Plan A) Retirement System. Future growth is required to
continue the 40 year plan to pay the unfunded liability in the Teachers Retirement Plan and to continue funding
for the remaining amounts in the Troopers Retirement Plan A and the Judges Retirement Plan. The one time
decrease projected in FY 2009 is due to reaching full funding for an enhancement in retirement benefits
previously enacted. Any enhancements must be funded in a seven year period. Therefore, the decrease in FY
2009 is the net effect of additional funding for the 40 year plan and the completion of the seven year
enhancement funding, resulting in a small overall decrease.

The long-term funding for the Teacher Retirement Plan is one of the most challenging financial problems facing
the state. Over the six year term of this outlook, the amount of additional funding required for the current 40
year amortization plan increases by over $40 million in the base budget; this number would be much greater
without the responsible move by the Legislature and the Governor to pay down over $285 million in unfunded
pension debt with the F'Y 2005 surplus. In the out-years, the cost per year required to maintain the current
amortization plan will be in excess of $650 million. Developing an alternative funding plan or using one time
monies to pay down this Teacher Retirement Plan liabilities is very important to the future fiscal health of the
state.

Public Employees Insurance Agency—The agency has done well financially over the past four fiscal years due
to better-than-anticipated claim expense trends and increased premium revenues. These two factors have
allowed PEIA to develop a sufficient short-term reserve to offset unanticipated claim losses in the future.
Current reserve level is 27% of the subsequent year’s total expenses. This is an important measurement in
evaluating the economic condition of the agency. The reserve ensures PEIA is prepared for unanticipated claims
losses.

However, PETA’s outlook for the future continues to be a major concern and represents another of the major
financial challenges facing West Virginia. PEIA cannot assume the economic conditions of the State will
continue to permit increased premium revenues for the agency, nor can PEIA assume trend results will continue
to be lower than anticipated. Exacerbating the problem are the changes by the Government Accounting
Standards Board requiring greater disclosure (GASB 43 and 45) of the costs of providing health benefits to both
current and retired employees.

The Governor has directed that a three-part evaluation of PEIA be conducted to determine the value of the
liability for providing current and future healthcare benefits to employees and their dependents, an examination
of benefit design and its impact on the value of the liability, and the operations of the PEIA program. The goal
is to find a more efficient way to provide state employees (both active and retired) with quality healthcare
benefits at a price both the PETA members and the state can afford. It is anticipated that the evaluation will be
completed by July 1, 2006.

State Aid to Schools—The Basic State Aid to Schools Formula for public education (excluding salary
increases) netted a reduction of $7.2 million, while the Department of Education statutory salary increases and
program enhancements required an additional $6.8 million. Budget projections are based on the following
assumptions:

* Student enrollment statewide will increase because of continued increases in K-12 enrollment and
continued implementation of the early childhood program;

The increase in the net enrollment limits included in W.Va. Code 18-9A-5a will continue to rise, causing

an increase in the number of personnel funded of approximately 25 professional educators and 43
service personnel per year over the five-year period;

R
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* The average state-funded salary, exclusive of salary increases, will increase by 0.25% for professional
educators and 0.02% for service personnel because of increased years of experience;

* The fixed charges allowance rate will increase by one percent per year;

* Transportation costs will increase by ten percent for the 2006-07 year as a result of increases in fuel costs
and school bus replacement costs caused by the new federal pollution control restrictions on diesel fuel
emissions, and by four percent per year for the remaining years;

* The legislative appropriation for Improve Instructional Programs will continue to be $33 million per year;

* The funding for the other allowances under the Public School Support Program will increase by four
percent per year, and;

* The local county share will increase by an average of $10.9 million per year.

Public Education Statutory Increases/Enhancements—The Department of Education employees are
statutorily paid at the same county pay scales as professional educators and service personnel. The increase is
based upon the number of employees and the county in which they are employed. Also included are program
enhancements such as “21st Century Learners.”

Medicaid—State Medicaid funding is dependent primarily on four funding sources—General Revenue, Lottery,
Medical Services Trust Fund, and Provider Tax. Medicaid funding has increased from approximately $334
million in 1995 to over $610 million in 2006. Controlling the growth of this program is vital to both the fiscal
health of the state and the people who depend on the Medicaid program for vital services.

Since Medicaid operates as an entitlement program for all citizens that meet the eligibility criteria, the cost of
the program is determined by the number of eligible individuals, how often they utilize health care services, and
the cost of the health care services. Therefore, the state must budget for all program costs incurred by the
clients. The program costs cannot be controlled through budget restrictions and appropriation caps without
changes to the eligibility criteria, the types of services covered, or the rates paid for services.

Tt is currently estimated that without any program changes the cost for the Medicaid program will increase at a
rate of approximately ten percent per year. It is also assumed that as the economy continues to improve, the
federal match will decline by approximately 0.5% per year. If the provider tax, trust fund, and lottery sources of
state match remain relatively constant, the General Revenue Fund of the state will have to supply the additional
funds to cover future increases in cost. However, any future increase or decrease in these sources will impact the
amount of general revenue required to cover the total state match cost.

Future Medicaid costs will put a heavy burden on future state revenues, and program changes are inevitable to
avoid future funding crises. However, reducing program eligibility, eliminating covered services, and reducing
payments for services will shift the burden to other social service providers as clients seek other sources of
assistance. The healthcare industry in general (hospitals, physicians, clinics, etc.) may also experience the
possibility of decreased revenues from the Medicaid program and an increase in uncompensated care as clients
seek medical care without coverage. Since Medicaid revenue has become a significant factor in the healthcare
industry, any reductions will cause cost shifting and other reductions throughout the state healthcare systems.

The Governor’s budget for FY 2007 will request an additional $60 million for the program. To restrain the future

growth of the program, DHHR will focus on managing Medicaid like other health insurance programs.
Medicaid is confronted with a fundamental problem—how to design an appropriate benefit package for the
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poorest and most disabled citizens of West Virginia and ensure access to Medicaid services, yet still meet cost
containment and program integrity goals. The Administration is committed to containing the burgeoning costs
of this program.

Behavioral Health Services—The Governor recommends $11 million to comply with court orders regarding
behavioral health facilities and $4 million to provide community support to begin moving patients back into
society.

Tobacco Settlement Shortfall—Along with an expected shortfall of $6.7 million in FY 2006, FY 2007 may
render an additional shortfall of $3.5 million in Tobacco Settlement Master Agreement funds which are used for
operations at the various state-owned institutional facilities. This possible shortfall is due to a lawsuit filed by
the participating tobacco companies against several states regarding the monitoring of the tobacco escrow
accounts required by the nonparticipating tobacco companies. West Virginia believes we are in compliance with
all requirements, and this issue will eventually be a moot point. However, until final settlement is reached, we
must plan for a potential shortfall that must be funded from other sources.

Correctional Facilities Operations—At the correctional facilities, inmate medical costs rise an average of $2.2
million each year. Additional inmates, increased aged inmate population, increased chronic medical illnesses,
and the rising cost of medical care in general necessitates the request for additional medical expense funding for
the proper remittance of provided services.

Facility openings and shortfall in the operational budget requires an additional $7.6 million. Contractual
services at the 300-bed Stephens Facility will require a full annualized operating budget in FY 2007.
Additionally, facilities at Lakin and Huttonsville will be gaining additional beds in FY 2007. The current state-
sentenced correctional population as of December 30, 2005, is 5,312 inmates of which 1,276 are in the regional
jail system awaiting housing in state correctional facilities.

The correctional population is expected to have an average annual growth rate of 3.2% over the next decade.

As a result, the population is forecasted to reach 6,010 inmates by the end of 2009 and 6,992 inmates by the end
of 2014. The Division of Corrections can expect to receive an average of 190 additional inmates per year based
on this forecast. The current process indicators are supporting this projection.

Although the Division of Corrections, in conjunction with the Executive and Legislative branches, will explore
all other options to further reduce overcrowding, the required expansions at the facilities are a critical
component.

Juvenile Facility Operations—Juvenile facility expansions and operational shortfalls require an additional one
million dollars in FY 2007, including full annualized funding for the Eastern Regional Juvenile Center
expansion from 10 beds to 24 beds and becoming a short-term, transitional living facility.

Future projections include the expansion of the Sex Offender Specialized Treatment Unit (SOSU) at the West
Virginia Industrial Home for Youth. The SOSU will expand to accommodate an additional 15 juveniles, freeing
up an additional 29 beds to accommodate a new specialized treatment program for juveniles who would have
previously been sent out of state for services.

The Davis Center is currently in the planning stages to be replaced with the new Rubenstein Center in the next
few years. The Davis Center is the final facility operated by the division to be upgraded to an acceptable facility.
The upgrade of the Davis Center is currently in the planning stages and should be completed some time in late
2007.
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Trooper Longevity and Enhanced Entry Salary—The enhanced salary plan for troopers is in effort to upgrade
the entry level trooper salary levels so they will be comparable and competitive with those offered by municipal
police departments across the state. It will assist by attracting more qualified applicants, and thus retain them
through the early years of their career.

Together with a longevity plan to entice retention of senior troopers, the combined overall impact of these salary
enhancements of $3.7 million will ensure that the citizens of West Virginia will continue to be protected by a
more experienced and trained law enforcement staff.

Capital Outlay and Maintenance—The Governor has recognized the need for dedicated funding of capital
outlay and maintenance to maintain and repair state-owned facilities. As the Governor develops future budgets
a greater emphasis will be placed on the capital planning process and the development of proper maintenance
plans for fixed assets such as buildings, equipment or machinery.

*  $2 million recommended to Department of Health and Human Resources for seven state-owned
hospitals
$2 million recommended to Corrections for fourteen prisons
$500,000 recommended to Juvenile Services for twelve detention centers
$200,000 recommended to Cultural and History
$100,000 recommended to Educational Broadcasting Authority
$200,000 recommended to Rehabilitation Services

* % X X %

Unanticipated Expenditures/Program Enhancements—Various program enhancements in other areas include
funding for: addressing the unfunded liability of the Tuition Trust Fund program, conservation projects,
Homeland Security and Emergency Management Division, AIDS Drug Assistance Program, an increase in the
school clothing allowance, healthy lifestyles program, child care match, nutrition and in-home services for
seniors, increment pay for higher education faculty, auditors and property appraisal personnel for the Tax
Division, CHIP, Public Defender Services, Veterans’ Nursing Home operations, and Board of Risk and
Insurance Management rate increases.

Also included in this line is program savings that have been realized in the amount of $12.7 million. Some of
the major savings include a reduction of $4.6 million in PEIA changes to the State Aid to Schools Formula, a
reduction in Education Lottery funding of $4 million, and a reduced request in the Civil Contingent fund of $1
million.

The amount included for FY 2007 is the net increase, including the savings mentioned above, as recommended
for appropriation. Even though $30 plus million (in FY 2008 and beyond) may seem large for a total amount of
unanticipated expenditures, it is only 0.9% of estimated expenditures in FY 2008 and reaches only 1.1% in FY
2011.

Public Education/Gap Fill—As requested by Governor Manchin in September 2005 and implemented
November 2005, these funds are required to fill the gaps that previously existed in the pay steps in the public
school teacher pay scale. Over a four year period, all of the gaps will be filled at a total cost of $77.6 million.

Salary Increase—This includes moneys necessary to fund a salary increase for state employees, teachers, and
school service personnel beginning November 1, 2005. The amount for FY 2007 is necessary to fully fund the
increase on an annual basis by adding four months of funding for state employees and one-fourth of a school
year for teachers and school service personnel.

R

State of West Virginia w FY 2007 Executive Budget




Six Year Financial Plan

Summary

The Six Year Financial Plan includes the best estimate of revenues and expenditures based on currently known
facts and are the best assumptions we can make on a future basis. The further into the future we project revenues
and expenditures, the greater the chance of deviation from the projections. For example, the end of the next
budget year, FY 2008, is still 30 months into the future from the date the projections were completed. The
General Revenue Fund estimate is $3.6 billion for FY 2008. Just a one percent deviation from the estimate will
result in a $36 million difference in revenues. Depending on this deviation being either higher or lower, the
actual difference in revenue could be $70 plus million ($36 million under estimate to $36 million over estimate).

The same may be said regarding expenditures. Although we have included all known expenditures with the best
projections available for future increases, many unknowns obviously exist. A large portion of the budget is
expended for health care—both Medicaid and public employees’ health insurance expenditures. Small
fluctuations in the projected cost of health care can result in large dollar differences in the required expenditures
for these services. For Medicaid, a one percent change in the federal match rate results in a difference in state
funding of approximately $30 million.

Also not included in the projected expenditures is any additional funding for future salary increases, funding for
inflationary expenses to cover the rising cost of energy consumption for state-owned buildings and vehicles, or
funding for new programs.

The Governor may consider ammendments to the FY 2007 budget to implement the recommendations of the
investigative report on the Sago Mine disaster. The report is expected to be completed by mid calendar year
2006.

Should any of these issues related to both revenues and expenditures occur, they will have a direct impact on the
Six Year Financial Plan.
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Budget Overview
Various funds of the State of West Virginia are subject to direct appropriation by the Legislature and are
specifically included in the appropriations (budget) bill submitted by the Governor to the Legislature for their

consideration and final passage of a budget.

The funds that are subject to appropriation by the Legislature are separated into five generally accepted

categories:
* General Revenue Fund
*  State Road Fund
* Lottery Funds
*  Federal Funds
*

Special Revenue Funds

The General Revenue Fund, or General Fund, consists primarily of the major tax revenue of the state such as
Consumer Sales Tax and Use Tax, Personal Income Tax, Business and Occupation Tax, Corporate Net Income
Tax/Business Franchise Tax, Insurance Tax, and Severance Tax. These taxes comprise approximately 92%
percent of the General Revenue Fund. The remaining eight percent of the General Revenue Fund is a
combination of lesser taxes such as Cigarette Tax, Estate Tax, and Charter Tax, along with fees such as Racing
Fees, Liquor Profit Transfers, and transfers from lottery revenues.

All expenditures from the General Revenue Fund must be appropriated by the Legislature. The appropriations
from the General Revenue Fund expire at the end of the state’s fiscal year on June 30, except as otherwise
provided. Bills may be paid through July 31 for obligations that were incurred on or before June 30 of the
expiring fiscal year. The Legislature may reappropriate any General Revenue Fund account by adding language
in the Budget Act that allows any unexpended balances to be carried forward and expended in the following
fiscal year. For capital outlay appropriations, Chapter 12, Article 3, Section 12 of the West Virginia Code states
that “appropriations for buildings and land or capital outlay shall remain in effect, and shall not be deemed to
have expired until the end of three years . ..”

The State Road Fund consists of revenues from gasoline and other motor fuel excise and license taxes, motor
vehicle registration and license tax, and all other revenue derived from motor vehicles or motor fuel. The State
Road Fund is appropriated by the Legislature and used solely for construction, reconstruction, repair and
maintenance of public highways, the payment of the interest and principal on all road bonds, and the
administrative expenses of the Division of Highways and the Division of Motor Vehicles.

All federal funds received for road construction, reconstruction, and maintenance are also deposited into and
become part of the State Road Fund.

Only two agencies, the Division of Highways and the Division of Motor Vehicles, receive appropriations from
the State Road Fund.

Lottery Funds consist of funds derived from the sale of lottery tickets or games and limited video lottery.
House Bill 102 passed in 2001 provided for changes in the Lottery Act and Racetrack Video Lottery Act as well
as the creation of the Limited Video Lottery Act. In addition, House Bill 102 created an Excess Lottery Fund
and stipulates to which fund lottery profits are to be directed; the already existing Lottery Fund or the Excess
Lottery Fund.
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The Lottery Fund may be used to support the operation of the West Virginia Lottery, including expenses and
prizes. The net revenue from the Lottery must be appropriated by the Legislature. Currently, the Lottery Fund
may only be expended for education, senior citizens, and tourism and parks.

The Excess Lottery Fund may be used for PROMISE scholarships, senior citizen tax credits, the School
Building Debt Service Fund, the West Virginia Infrastructure Fund, Economic Development Project Fund,
Higher Education Improvement Fund, State Park Improvement Fund, and the General Purpose Account.

Lottery Funds are, by law, considered Special Revenue Funds and are included in the Appropriated Special
Revenue Fund column on the “Combined Statement of Revenues, Expenditures, and Changes in Fund
Balances for Appropriated Funds” in the “Financial Statements” section of this document.

Federal Funds consist of any financial assistance made directly to any state department/bureau/commission/
division by the United States government, whether a loan, grant, subsidy, augmentation, reimbursement or any
other form of such assistance, including federal matching funds.

As required by Chapter 4, Article 11, Section 6 of the West Virginia Code, Federal Funds must be included in
the Budget Act and appropriated by the Legislature with the following exceptions:

* Federal Funds received by state institutions of higher education or by students or faculty members of
such institutions for instructional or research purposes and federal funds received for student
scholarships or grants-in-aid

* Federal nondiscretionary pass-through funds that are earmarked in specified amounts or
appropriations for transmittal to local political subdivisions or to designated classes of organizations
and individuals which do not require state-matching funds and do not permit discretion in their
distribution by the receiving state spending unit.

* Federal Funds made available to the state for costs and damages resulting from natural disasters, civil
disobedience, or other occurrences declared by the Governor as a state of emergency.

* Federal Funds received by the West Virginia Division of Highways or the West Virginia
Commissioner of Highways.

Special Revenue Funds consists of individual accounts created for a specific purpose and may be expended
only for that specific purpose unless otherwise directed by the Legislature. These accounts generate revenue
derived from established rates or fees for services provided either to the public, other state agencies, or nonstate
governmental entities. These accounts are generally “from collections” and the spending is limited to the
amount collected or the amount appropriated by the Legislature, whichever is less. Proprietary funds and trust
funds are included in the budget as Special Revenue Funds.

Certain special revenue accounts are specifically appropriated by the Legislature and included in the Budget
Act. Other special revenue accounts, generally referred to as “nonappropriated,” are not specifically
appropriated and are not included in the Budget Act. These nonappropriated Special Revenue accounts derive
their authority to expend funds from general law and language contained in the Budget Act for that particular
fiscal year.

Special Revenue accounts that are specifically appropriated in the Budget Act expire on June 30, and bills may
be paid through July 31 in the same manner as General Revenue Funds. Appropriated Special Revenue
accounts may also be reappropriated into the next fiscal year in the same manner as General Revenue accounts.
Nonappropriated Special Revenue accounts do not expire but continue forward with the next fiscal year
provided the requirements of general law are met.

All funds of the State of West Virginia fall into one of the above categories and are subject to legislative review

and oversight.
M{l_m

State of West Virginia w FY 2007 Executive Budget




Budget Overview

All funds of the state are not included in the Governor’s Executive Budget Documents since it does not include
quasi-governmental entities along with certain other financial information that would be included in the States’
CAFR for reporting purposes but not directly appropriated by the Legislature.

Basis for Budgeting All Funds

The State’s annual budget is prepared on a cash basis, a statutory basis of accounting not in conformity with
generally accepted accounting principles (GAAP), modified only at year-end to allow for a 31-day period for the
payment of obligations incurred in that fiscal year. The cash basis means that all revenue is recognized when
actually received and that expenditures are recognized when paid.

Budgeted general government activities are summarized into the following budgetary funds: General Revenue
Fund, State Road Fund, Federal Funds, and Special Revenue Funds. As required by Chapter 11B, Article 2,
Section 4 of the West Virginia Code, the budget for each department/bureau/commission/division shall show
all funds including those from regular and supplementary appropriations, federal funds, private contributions,
transfers, allotments from an emergency or contingency fund, and any other expenditure made by or for the
spending unit.

Because all funds available to a department/bureau/commission/division are included and presented as part of
their total budgets, enterprise funds and other transfers may be “double-counted” in the budgets of several
different spending units. Since the budgetary basis differs from GAAP, this causes the budgetary figures to
exceed the amounts contained in the state’s Comprehensive Annual Financial Report (CAFR) by over $1 billion.

The State’s CAFR presents the State’s finances in conformity with GAAP for governments. GAAP requires that
the State’s Proprietary Funds apply GAAP in a similar manner as applied to business activities in the private
sector. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
governmental and financial accounting.

The Executive Budget Process Policy

The budget process begins approximately one year prior to the beginning of the fiscal year for which
appropriations are being made. The state fiscal year begins July 1 and ends on June 30.

The Secretary of Revenue, along with the Governor’s Office and the State Budget Office, develops guidelines to
be used by the various spending units when submitting their appropriation (Budget) requests that are due by law
on September 1. These guidelines establish a “current level” or base budget for each department/bureau/
commission/division.

For all appropriated accounts, the “current level” for FY 2007 is defined as the same amount of funds the
department/bureau/commission/division has for the current fiscal year (FY 2006) less any one time
appropriations. For the budget request, the department/bureau/commission/division is permitted to move
funds between appropriations, programs, or agencies within the department; however, there can be no increase
in the total request over the current year’s appropriation with the exception of the legislative and judicial budgets
and statutory increases for the Department of Education. The “current level” request allows department/
bureau/commission/division heads to redirect their limited amount of resources to the highest priority areas
without an increase in their total budget.

All appropriation requests that are above the “current level” must be submitted as a separate “improvement

package” stating what the additional funding will accomplish, how it will be expended, and justifying the need
for the additional funds. Each such improvement above the “current level” is considered individually.
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When these requests are received on September 1, they are reviewed by the Secretary of Revenue and the State
Budget Office, and budget hearings are generally held with the departments/bureaus/commissions/ divisions to
discuss their requests. During these budget hearings, the departments/ bureaus/commissions/divisions have the
opportunity to provide the Governor’s Office and the Department of Revenue with additional information to
support their requests, answer questions, and bring to the forefront any specific needs such as legislative or
federal mandates or court ordered funding.

This is also the time any future capital projects and funding options are discussed in general terms. All the
departments/bureaus/commissions are required to submit capital expenditure plans with their appropriation
requests. These show the projects budgeted for the current fiscal year, requested for the next fiscal year, and
estimated into the future four years. This allows the state to plan for future capital needs with sound financial
planning.

When the hearings are completed and the revenue estimates are determined for the budget year, the Governor
makes budget recommendations based upon program priorities, requirements, court orders, and the availability
of funding. The Governor, under the authority of the Constitution of West Virginia, has the sole responsibility
to establish the official revenue estimates of the State. The budget is developed on a cash basis, including only
revenues and expenditures expected to be realized during the fiscal year plus any surplus balances available for
appropriation, but the Governor is not legally required to submit a balanced budget. However, as a matter of
practice, the Governor submits a budget that is balanced. A “balanced budget” recommends and appropriates
only those revenues recognized in the “official revenue estimate” as provided by the Governor and may also
include any unappropriated surplus balances available from the prior year.

The Constitution of West Virginia requires the Governor to submit a proposed budget to the Legislature on the
second Wednesday of January of each year, except the year following a gubernatorial election, at which time
the budget is to be submitted on the second Wednesday of February.

The Governor’s Executive Budget consists of the Operating Detail, the Budget Report, and the Budget Bill. The
Operating Detail contains organizational charts, descriptive narrative information for every department/
bureau/commission, division, and program, detailed financial information related to actual expenditures,
current budget, and requested appropriations by program and by fund. The Budget Report contains the
executive message, a budget plan, economic forecast, capital projects, federal programs, and a profile of the
State. The Budget Bill includes the language required to legally enact the budget or appropriations bill.

The Operating Detail and the Budget Report both contain summary financial statements that include the
official estimate of revenues for the state along with available fund balances, actual prior year expenditures,
current year budgeted amounts, and the Governor’s recommendations for the next fiscal year.

The Legislative Budget Process Policy

After the Executive Budget is presented by the Governor to the Legislature, it is referred to the House of
Delegates (House) and Senate Finance Committees for their review and consideration. Each finance committee
also holds budget hearings with the departments/bureaus/commissions/divisions to determine their
recommended level of funding for the upcoming fiscal year. The House and Senate Finance Committees will
each pass a Budget Bill and present it to their respective legislative bodies for full approval. Once the House and
Senate have passed their individual bills, they are compared with each other and the differences are noted. The
Budget Bills are then referred to the Budget Conference Committee which is made up of members appointed
from the House and Senate Finance Committees. The Conference Committee works out any differences, agrees
to a single budget and, once again, presents it to their respective legislative bodies for full approval.
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The Legislature is legally required to pass a balanced budget, meaning that estimated revenues and
unappropriated fund balances must be equal to or greater than the appropriations.

If the budget has not been passed by the Legislature three days before the expiration of its regular 60 day
session, the Governor shall issue a proclamation extending the session for such further period as may, in his or
her judgment, be necessary for the passage of the Budget. The extended session begins immediately following
the expiration of the regular 60 day session. During the extended session, no bills or matters other than the
budget may be considered, except a bill to provide for the cost of the extended session.

The Budget Bill must be passed by a majority of the members of each legislative body and presented to the

Governor. The Governor may veto the bill or disapprove or reduce items or parts of items. If approved, it
becomes law. Items or parts disapproved or reduced by the Governor are returned, stating
the objections, to each house of the Legislature.

Issue Appropriation

Request Guidelines Upon passage by the Legislature, the Budget Bill becomes the Budget Act and appropriates,
Quly) by spending unit, the funds required to operate state government for the next fiscal year.

!

Schedules entered Any Budget Act items or parts
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Agencies submit o Ao (10 e into WV Financial thereof which have been vetoed
Requests a n%ents WheoniscaI < Information h
(September) P \?,ear i dvly i Management System by the Governor may be restored
(umey by two-thirds vote of each house
i T of the Legislature. The Budget

Act must be approved or

State Budget Office . Sy
disapproved within five days

N Secretary approves
reviews Requests y app

(June) .
(September) (Sundays excepted) after it has
i T been presented to the Governor.
Should the Governor fail to
SO G The BUDGET State Budget Office approve or disapprove it within
REEES W'.th Slac reviews Schedules .
- PROCESS e the allotted five-day period, the
i CALENDAR T Budget Act will become law as if
the Governor had signed it.
for the 8
Official Revenue .I: Aggncies;jiubmit .
Estimates completed State o A After the Legislature has passed a
(November) . . .
West Vi rginia (May) bud.get, WVa..Code Chapter 4,
i T Article 1, Section 18 directs that a
* digest or summary of the Budget
Final Budget Issue Expenditure Bill be prepared at the direction
Recommendations Schedule Guidelines
(December) (April) of and approved by the members
of the Conference Committee on
i T the Budget Bill. The Conference
% | Governor presents R % Committee on the Budget must
P'S,pfigeiﬁfﬂiet apprmzfé\:stoes approve the Budget Digest in a
(anuary) meeting open to the public.
House *
i » Finance Bill T
The Budget Digest does not carry
* Legislative w ) * .
BRI CEETiGs Legislature the force and effect of law and it
with Sqfate Agengies > [PESRES EUElE :
R R (March) does not appropriate any money
Senate * from the state treasury. However,
» Finance Bl the Budget Digest does contain
__ recommendations developed by

% Following a gubernatorial election, these steps in the budget process are delayed by one month.
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the Conference Committee that reflect, in its judgment, the intent of members of the Legislature, as to how
certain Budget Bill appropriations should be expended. However, no such recommendation contained in the
Budget Digest should be construed as legally binding.

Budget Amendment Policy

Supplemental Appropriation Bills

The Budget Act may be amended at a later date by the Legislature by the introduction of a supplementary
appropriation bill. Each supplementary appropriation bill must be for a single purpose or object and shall
provide the source of revenue necessary to pay the appropriation unless there is sufficient revenue currently
available.

A supplementary appropriation bill will generally be introduced in either the House or Senate Finance
Committees by a member or members of the committee. The Governor may also request a member of the
Legislature to introduce a supplementary appropriation bill “By Request of the Executive.” A supplementary
appropriation bill may increase or decrease the current appropriation, create a new appropriation, or otherwise
amend the Budget Act by changing or correcting language that directs the expenditure of appropriations.

A supplementary appropriation bill must follow the same procedures and requirements necessary to adopt the
original budget.

Budget Act Specific Transfer Language
In addition to the legislative amendment process, the Budget Act contains specific language allowing:

* Department secretaries the authority to transfer not more than 5% of any General Revenue
appropriation between various agencies within the department or bureau.
Any spending unit to transfer “personal services” and “employee benefits” to other appropriations
within the same account.
Any spending unit in any fund to transfer “personal services” and “unclassified” to “employee
benefits.”
The Budget Bill also requires the payment for the Board of Risk and Insurance Management (BRIM)
premiums and payments for employee benefits to be paid or transferred from various sources should
the appropriations be insufficient.

The commissioner of the Division of Corrections has specific authority to transfer funds between the individual
correctional units and from the correctional units to “Payments to Federal, County, and/or Regional Jails” or
“Inmate Medical Expenses.”

The director of the Division of Juvenile Services has specific authority to transfer funds between individual
juvenile centers.

The secretary of the Department of Health and Human Resources may also transfer up to five percent of funds
appropriated to one item to another item(s) within the Division of Human Services provided, however, that
funding for “Personal Services” (salaries) may not be increased.

Legislative and Judicial Amendments
The Legislative and Judicial branches of government may make other transfers as adopted in the joint rules of

the Legislature and the rules of the Supreme Court.

Governor’s Increased Spending Authority Authorization
Appropriated Special Revenue accounts and Federal Fund accounts may be increased by the Governor as

authorized by the West Virginia Code.
%
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Chapter 11B, Article 2, Section 18 of the Code authorizes the Governor to increase the spending authority for
accounts which are funded “from collections” (Special Revenue) provided the amount actually collected exceeds
the amount authorized for expenditure by the Legislature.

The spending officer must submit a plan of expenditure showing the purpose for which the funds are to be
expended and a justification statement showing the reasons why the additional expenditure is necessary and
desirable.

If the Governor approves the plan of expenditure and justification statement and is satisfied the expenditure is
required to defray the additional cost of the service or activity of the spending unit, the Governor may authorize
the use of the additional funds. If the Governor intends to authorize the additional spending, notification of the
intent is provided to the President of the Senate, the Speaker of the House, and the Chairmen of the Senate and
the House Finance committees providing them a three week opportunity for review and concurrence. If there
are any questions or issues regarding the need for additional spending authority, all parties work together to
reach a mutual agreement on the issue. If the agreement is to proceed with the authorization, notices of such
authorization are sent to the State Auditor, the State Treasurer, and the Legislative Auditor.

Chapter 4, Article 11, Section 5 of the West Virginia Code authorizes the Governor to increase the spending
authority for federal accounts.

If additional Federal Funds become available to the spending unit while the Legislature is not in session and the
availability of such funds could not reasonably have been anticipated and included in the budget approved by
the Legislature, the Governor may authorize, in writing, the expenditure of such funds in the same manner as
Special Revenue funds described above. However, the Governor may not authorize the expenditure of such
funds received for the creation of a new program or for a significant alteration of an existing program. A mere
new source of funding of federal moneys for a program that has been approved by legislation is not considered
a new program or a significant alteration of an existing program, and the Governor may authorize the
expenditure of such funds.

The Governor submits to the Legislative Auditor two copies of a statement describing the proposed expenditure
of such funds in the same manner as it would be described in the state budget and explain why the availability
of such Federal Funds and why the necessity of their expenditure could not have been anticipated in time for
such expenditures to have been approved as part of the adopted budget.

Budget Summary—Fiscal Year 2007

During the last half of FY 2005, the economy in both the United States and West Virginia began to improve, in
large part due to energy prices reflected in the severance tax and higher corporate profits as reflected in the
corporate income/business franchise tax collections. (See the Economic Forecast section for additional
economic details). The General Revenue Fund ended FY 2005 with actual collections approximately $294
million higher (9.8%) than the original estimate and the Excess Lottery Fund with actual collections
approximately $174 million higher than the original estimate. Of these surplus revenues, $259.9 million was
used to help pay down the unfunded liability in the Trooper Retirement System Plan A. This amount, along
with an additional $58 million funded in FY 2006 from various sources, brings the Trooper Retirement System
to approximately 90% funded making it actuarially sound and eliminating a significant portion of the $344
million unfunded liability that existed on July 1, 2004.

The improved economy in FY 2005 has continued during FY 2006 and is anticipated to remain fairly strong in

West Virginia into the near future. The FY 2006 revenues are anticipated to be higher than the original estimates
for the General Revenue Fund and the Excess Lottery Fund by approximately $232 million (7.0%) and $120

million respectively.
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As in past years, the surplus in the Excess Lottery Fund is actually anticipated to be available at years’ end by
keeping the appropriations made from this fund fairly constant from year to year. The base appropriations from
this fund are at a level that can be sustained in the future after anticipated competition from other states
materializes. At this time, only Pennsylvania has passed legislation authorizing gaming that will have an adverse
affect on West Virginia lottery revenues. Until such time as competition from other states directly impacts West
Virginia, we will continue to have surplus Excess Lottery revenues. When we are adversely impacted, likely
beginning in late FY 2007 and continuing more severely into FY 2008 and FY 2009, only the amount of the
end of the year surplus funds will decrease. Since we have historically used the surplus funds for “one-time”
appropriations and have not included them in “base budgets,” the programs funded from Excess Lottery
revenues will not need to be reduced.

In September 2005, Governor Manchin called a special session of the Legislature to address salary increases for
state employees and public school teachers and school service personnel. Based upon the recommendations
provided, salary increases in the amount of $1,350 were provided to school teachers, State Police, and selected
other state employee groups where the salary penetration into their pay range was 25% or less after five years of
service. All other state employees and school service personnel received a $900 salary increase. Public school
teachers also received additional funding to address the difference in years of service pay by including
additional steps, or years of service. Due to the weak economy during FY 2002 through FY 2004, this was the
first salary increase since July 1, 2002. The salary increase went into effect November 1, 2005 and funding for
eight months totaling $57.8 million was included in the FY 2006 budget.

Looking forward to FY 2007, the anticipated General Revenue forecast remains stable and revenue growth is
projected to be within the 3.0% to 3.5% range, much more in line with normal growth patterns. However,
because the recent growth in the General Revenue Fund for the past two years has outpaced the expenditure
need in the short term, we anticipate a General Revenue surplus of approximately $175.0 million in FY 2007.
Excess Lottery is projected to have a surplus above the current level of appropriation of approximately $83.3
million. The General Revenue and the Excess Lottery funds taken together will result in surplus revenues for
FY 2007 and possibly FY 2008. However, beginning FY 2009, we will once again be in a position where
expenditures are anticipated to outpace revenues due to certain major items in the budget such as Medicaid
match, payments for public employees’ health insurance, and payments for the unfunded liability in the
Teachers Retirement System continuing to increase at a rate in excess of revenue growth.

For this reason, Governor Manchin has included, for the first time in the FY 2007 budget, a five year plan
showing the projected revenues and expenditures from FY 2006 through FY 2011. Using this plan, it is easy to
see where the projected expenditures begin to outpace projected revenues and it becomes obvious that the
surplus revenues, actual and projected, should not be expended for items that would add new obligations to the
Abase budget”, but rather should be deposited into a “savings” account to be available to be used in the future
to assist in offsetting these anticipated shortfalls.

Therefore, the Governor is recommending a total of $337.9 million of the FY 2006 anticipated surplus and a
total of $258.3 million of the FY 2007 anticipated surplus be put into the Revenue Shortfall Reserve Fund
(Rainy Day Fund). These funds, along with continued efficiencies and program review, will assist in providing
funds that will be needed in the future, not only for the anticipated shortfalls but also for unknown and
unanticipated contingencies or emergencies. These funds may also be used to fund additional payments of
unfunded liabilities in the Teachers Retirement System, possible payments required to address unfunded other
post employment benefits in the Public Employees Insurance Agency due to retiree premium subsidies and sick
leave conversion, or for other “one time” needs. As mentioned previously, these surplus funds are not intended
to be used for new programs. Also, they are not intended to add funding to existing programs that would
increase the current “base budget” of the State in FY 2007.
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In order to give back some of the State’s good fortune to the citizens, last year Governor Manchin requested and
the legislature approved a one percent decrease (six percent to five percent) in the consumer sales tax related to
food items beginning January 1, 2006. It is anticipated at least another one percent will be reduced during FY
2008.

In constructing the Appropriation Request Instructions for FY 2007, for the first time in four years, the
departments and agencies were not required to take budget reductions as part of the next fiscal year budget
request. Agencies were encouraged to move available funding within their department/agency to best address
the needs of their programs in order to provide the best possible service to the citizens of the state.

From the funds available for FY 2007, the major items of increased expenditures in the Governor’s Executive
Budget are as follows:

Funding for Medicaid, CHIP, and social service programs

Funding for public health and behavioral health programs

Funding for the operation of new or expanding correctional and juvenile facilities

Funding for the operation of the new Veterans Nursing Home

Funding to address ongoing routine maintenance and repair of state-owned facilities

Funding for higher education scholarships

Funding for nutrition programs and in-home services for senior citizens

Funding for the enhancement of state troopers salaries

Funding for the November 1, 2005 salary increase for the full year and statutory salary increases in
public education

* 0% X X Xk X ¥ X

Major Reserve/Stabilization Accounts and Other Items

Revenue Shortfall Reserve Fund (Rainy Day Fund)

In accordance with Chapter 11B, Article 2, Section 20 of the West Virginia Code passed March 11, 1994, the
State has established a Revenue Shortfall Reserve Fund (Rainy Day Fund) beginning with surplus funds
available at the close of FY 1994.

The West Virginia Code requires the first 50% of all surplus revenues, if any, accrued during the fiscal year just
ended be deposited into the fund with the aggregate amount of the fund not to exceed five percent of the total
appropriations from the general revenue fund.

As mentioned previously in the “Budget Summary — Fiscal Year 2007” section, the future expenditure needs are
projected to exceed the available revenues beginning approximately FY 2009. In order to address the future
needs by allowing additional savings from current resources, the Governor will introduce legislation to change
the aggregate amount of the fund from the current five percent to ten percent while still requiring the first 50%
of all surplus revenues to be deposited into the fund. In addition, once the ten percent cap is reached from the
deposit of 50% of the surplus, thereafter, 25% of any surplus will continue to be deposited into the fund with no
cap on the total amount allowed to accrue.

Originally, the Revenue Shortfall Reserve Fund could be used only to offset a shortfall in revenues that would
otherwise require the Governor to impose expenditure reductions in accordance with Chapter 11B, Article 2,
Sections 20, 21, and 22 of the West Virginia Code.

In July 1996, the Code was amended to allow the Legislature to make appropriations from the fund for
emergency revenue needs caused by acts of God or natural disasters or for other fiscal needs as determined by
the Legislature.
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In October 1996, additional legislation was passed that directed the balance of funds in the Broker Litigation
Recoveries Fund be transferred to the Rainy Day Fund. The monies in the Broker Litigation Recoveries Fund
was generated from proceeds of court actions against brokerage firms responsible for previous investment losses
for the state.

Since the fund was created in 1994, a total of $267.8 million has been deposited into the fund including $23.2
million from the Broker Litigation Recoveries Fund, and $143.6 million has been appropriated for flood and
drought victim assistance, infrastructure, snow removal, and other projects mostly related to snow, flood, or
drought damage.

The Legislature also authorized the Governor, by executive order, to borrow funds from the Revenue Shortfall
Reserve Fund when revenues are inadequate to make timely payments of the state’s obligations. The amount
borrowed may not exceed 1.5% of the General Revenue Fund estimate for the fiscal year and shall be repaid to
the fund within 90 days of their withdrawal.

Because of an expected cash flow shortfall experienced each year in the first quarter of the fiscal year, the
Governor has borrowed from the fund each year since August 1996 in order to pay obligations in a timely
manner. The loans were repaid on September 29 or 30 of each year, all within the 90-day limit allowed by law.
On December 31, 2005, the balance in the Revenue Shortfall Reserve Fund was $124,153,400.18.

It should be noted the original legislation creating the Revenue Shortfall Reserve Fund was contained in
Chapter 5A of the West Virginia Code under the Department of Administration. Senate Bill 149, passed March
13, 2004, moved budget responsibilities from the Department of Administration to the Department of Revenue
and incorporated the responsibility for the Revenue Shortfall Reserve Fund into the newly created Chapter 11B
of the West Virginia Code.

Income Tax Refund Reserve Fund

In accordance with Chapter 11, Article 21, Section 93 of the West Virginia Code, an Income Tax Refund
Reserve Fund was established during FY 1990. This fund may be used to pay personal income tax refunds,
interest and penalties to taxpayers in a timely manner. It may also be used by the Legislature to make
appropriations from the fund to address other items as the Legislature so desires.

The State Tax Commissioner is responsible for determining the balance needed in the fund to ensure timely
income tax refunds.

Since the fund was established in March 1990, $138.8 million has been deposited into the fund and $60.4
million has been required to pay income tax refunds and $58.8 million has been appropriated for flood victim
assistance, infrastructure, and other projects including medical services payments. On December 31, 2005, the
balance in the Income Tax Refund Reserve Fund was $19,619,318.96 which represents 0.6% of the total FY
2006 General Revenue Fund.

Medicaid State Share Fund

Medicaid State Share Fund (Health Care Provider Tax) consists of provider taxes paid by the various health
care providers to be utilized as matching funds for the Federal-State Medicaid Program. The provider taxes
were initially enacted in 1993 as a funding mechanism to help supplement the General Revenue Fund
appropriation for the Medicaid Program. The federal medical assistance match is roughly $3 per $1 of state
matching funds. Medicaid State Share Funds are, by law, considered Special Revenue Funds and are included in
the Appropriated Special Revenue Fund column on the “Combined Statement of Revenues, Expenditures and
Changes in Fund Balances for Appropriated Funds” in the “Financial Statements” section of this document.
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Tax Reduction and Federal Funding Increased Compliance (TRAFFIC)

During the 1995 session of the West Virginia Legislature, an initial $20 million was set aside by appropriation in
an account titled Tax Reduction and Federal Funding Increased Compliance (TRAFFIC). This appropriation
was made to the Joint Expense account of the Legislative Branch and was intended for possible general state tax
reductions, to offset any reductions in federal funding for state programs, or to have funds available for other
unanticipated needs. It was not intended as a general appropriation for expenditure by the Legislature.

Since the inception of the TRAFFIC account in 1995, a total of $96.7 million has been deposited into the
account and $51.0 million has been appropriated from the account, most of which was used for meeting
shortfalls in Medicaid match funds or for flood victim assistance. As of December 31, 2005, $45.7 million
remains available for use as the Legislature may determine and an additional $10 million has been requested and
recommended for FY 2007.

‘West Virginia Tobacco Settlement Funds

In accordance with Chapter 4, Article 11A, Section 1 of the West Virginia Code, the Tobacco Settlement Fund
and West Virginia Tobacco Settlement Medical Trust Fund were established in June 1999 to receive moneys
from the Master Settlement Agreement. Each receipt of moneys was to be divided and deposited equally
between the two funds.

The Tobacco Settlement Fund is available for expenditures of principle and interest by appropriation of the
Legislature for the Public Employees Insurance Agency Reserve Fund, expansion of Medicaid, funding of
public health programs, services and agencies and funding for any state-owned and operated health facilities.
Funds have been used for the PEIA Reserve Fund, state-owned and operated health facilities, and in tobacco
cessation programs.

The West Virginia Tobacco Settlement Medical Trust Fund is available for expenditures of interest earnings/
returns on investment only by appropriation of the Legislature for the same items identified for expenditure by
the Tobacco Settlement Fund. No appropriations have been made from this fund to date. However, by legislation
passed during the 2003 Regular Session, the Medical Trust Fund loaned $24 million to the Board of Risk and
Insurance Management Physician’s Mutual Insurance Company account for use as initial capital and surplus of
the Physician’s Mutual Insurance Company to be repaid at $2.5 million per year from Insurance Tax receipts.

As of December 31, 20053, a total of $185,092,714 in principal has been deposited into each fund. Total
cumulative interest earnings/investment returns of $1,919,464 for the Tobacco Settlement Fund and
$57,950,487 for the West Virginia Tobacco Settlement Medical Trust Fund have been deposited into the two
funds. Expenditures from the Tobacco Settlement Fund have totaled $184,024,579 through FY 2005, with an
additional $25,400,000 being appropriated for FY 2006 and recommended for FY 2007.

In January 2004, the Legislature, at the request of Governor Manchin, passed Senate Bill 1004 allowing for the
creation of a workers’ compensation mutual company and privatization of the workers’ compensation program.
As part of the dedicated funding established to reduce the unfunded liability in the “old” Workers’
Compensation Fund, SB 1004 dedicated annually the first $30 million of the Tobacco Master Settlement
Agreement funds to the Workers” Compensation Debt Reduction Fund beginning July 1, 2005, and the
remainder will continue to be deposited into the Tobacco Settlement Fund to be expended primarily for the
operation of state hospitals and tobacco cessation programs. After July 1, 2005, no additional deposits will be
made to the West Virginia Tobacco Settlement Medical Trust Fund from revenues received in accordance with
the Tobacco Master Settlement Agreement.

The balance in the West Virginia Tobacco Settlement Medical Trust Fund as of December 2005 is $243,298,061,
including the accounts receivable from the Physician’s Mutual Insurance Company.
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Performance Measurement in the Budget Process

For the eleventh consecutive year, state agencies have been required to submit program-level performance
measures as part of the appropriation request process. Performance measures are a tool used by all levels of
management, as well as the public, to determine whether a program is accomplishing its mission efficiently and
effectively. Although every effort is made to provide services at the lowest possible unit, it is most important to
ensure the program provides a measurable benefit to the citizens it is designed to serve.

The focus for the FY 2007 performance measures is to show the trend of the program'’s performance for the
three most current fiscal years (FY 2003 to FY 2005) and the performance level goals the program is trying to
achieve in FY 2006 and FY 2007 based on current level funding. For FY 2005, both projected and actual
performance data is shown to provide information on the success of the agency in meeting their goals.
Although most program data is formatted in the State fiscal year (July 1-June 30), it may be formatted in
calendar year (January 1 — December 31), federal fiscal year (October 1-September 30), or a specific federal
program year, depending upon the established guidelines for that particular program. The measures should be
in terms of the benefits or impacts a program has on its clients.

During the appropriation request process, it is the intent of performance measurement to encourage cabinet
secretaries/agency heads to internally review their programs and make their recommendations to the State
Budget Office and the Governor regarding the best use of limited funds. The performance measurement process
is not intended to provide information to a central organization, such as the State Budget Office or the
Governor’s Office, for the central organization to make recommendations on behalf of the agency.

Many grants, federal and other sources, currently require the use of performance measures as a condition to
receive the grant funds.

Legislative Performance Review

The Legislature’s Performance Evaluation and Research Division (PERD) operates under the authority of the
West Virginia Sunset Law, W.Va. Code 4-10-1. The division conducts evaluations of executive agencies in
compliance with generally accepted government auditing standards. Results of the evaluations are reported to
the Joint Committee on Government Operations during interim sessions of the Legislature.

The sunset process begins each year when the Legislature passes a bill that sets a schedule of agencies to be
reviewed by PERD. The four types of reviews contemplated in the Sunset Law are preliminary performance
reviews, full performance evaluations, regulatory board evaluations, and compliance monitoring and further
inquiry updates.

Preliminary performance reviews address the following issues: 1) Was the agency created to solve a problem or
provide a service? 2) Has the problem been solved or has the service been provided? 3) To what extent have past
agency activities and accomplishments, current projects and operations, planned activities and goals for the
future been effective? 4) Would there be significant and discernible adverse effects on the public, health, safety
or welfare if the agency were abolished? and 5) Does the agency operate in a sound fiscal manner?

Full performance evaluations are more expansive in their scope and are meant to address whether the agency is

acquiring, protecting and using its resources efficiently and effectively; whether the agency is complying with
laws and regulations; and the extent to which the goals of the Legislature are being achieved.
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Regulatory Board Reviews are conducted on Chapter 30 boards that regulate certain professions. There are three
primary determinations the evaluation must make:

o Does the board comply with the general policies and provisions of Chapter 30 and other applicable laws
and rules?

e Does the board follow a disciplinary procedure that observes due process rights and protects the public
interest?

e Does public health and safety require that the board be continued?

Compliance monitoring and further inquiry updates determine if an agency has complied with
recommendations contained in a completed full performance evaluation, a completed preliminary performance
review, or a regulatory board evaluation.

Upon receiving the evaluation report from PERD, the Joint Committee on Government Operations makes one
of several possible recommendations. First, the audited agency may be terminated. Second, the audited agency
may be continued and reestablished. Third, the statutes governing the audited agency may be amended in
specific ways. Corrective legislation might address ineffective or discriminatory practices or procedures,
burdensome rules and regulations, lack of protection of public interest, overlapping or duplicating jurisdictions,
unwarranted exercise of authority either in law or in fact or any other deficiencies.
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The revenues necessary to finance state government are collected from a variety of sources. All sources are
dedicated to a specific fund or account and may only be appropriated or used in the manner as prescribed by
law. The major sources of revenue are described below.

The General Revenue Fund consists of taxes, fees, and licenses which are dedicated to the state fund or are not
specifically directed to special or other dedicated purposes. All General Revenue Fund expenditures, except
refunds or overpayments into the fund, must be specifically appropriated by the Legislature and may be
appropriated for any purpose as the Legislature so desires.

The State Road Fund consists of taxes, fees, and licenses which are dedicated solely to this fund. Federal funds
received for the purpose of road construction or maintenance are also included as part of the State Road Fund.
The State Road Fund is appropriated by the Legislature, but may only be used to fund the Division of
Highways and the Division of Motor Vehicles.

Lottery Funds consist of funds derived from the sale of lottery tickets or games and limited video lottery.
House Bill 102 provided for changes in the Lottery Act and Racetrack Video Lottery Act as well as the creation
of the Limited Video Lottery Act. In addition, House Bill 102 created an Excess Lottery Fund and stipulates to
which fund lottery profits are to be directed - the already existing Lottery Fund or the Excess Lottery Fund. The
Lottery Fund may be used to support the operation of the West Virginia Lottery, including expenses and prizes.
The net revenue from the Lottery must be appropriated by the Legislature. Currently, the Lottery Fund may be
used for PROMISE scholarships, senior citizen tax credits, the School Building Debt Service Fund, the West
Virginia Infrastructure Fund, Economic Development Project Fund, Higher Education Improvement Fund,
State Park Improvement Fund, and the General Purpose Fund.

Federal Funds are received directly from the federal government and may only be used for the specific purpose
for which they are intended. Federal Funds have become a substantial part of the operation of state
government, either as part of ongoing programs or structured to institute state action. In all cases, Federal
Funds are a significant feature of state services and the budget process. Most Federal Funds are appropriated by
the Legislature. Federal Funds received by the Division of Highways are appropriated as part of the State Road
Fund. Federal Funds received for Higher Education and declared emergencies are not required to be
appropriated by the Legislature.

Special Revenue Funds consist of revenues from fees, permits, licenses, services, or other purposes and may
only be used for the specific purpose for which the individual account is intended. Special Revenue Funds may
be either appropriated by the Legislature (specifically included in the Budget Act) or nonappropriated with the
authority to expend funds contained in general law.

The Medicaid State Share Fund (Health Care Provider Tax) consists of dedicated provider taxes paid by
various health care providers. The funds in the Medicaid State Share Fund supplement the General Revenue
Fund appropriation and Lottery Fund appropriation of State matching funds for the Medicaid Program. The
federal medical assistance match is roughly $3 per $1 of State matching funds.

Additional Revenue Information

The following pages contain graphs depicting the sources of estimated revenues and areas of expenditure for
General, State Road, Lottery, and Federal Funds. Due to the numerous sources of revenues, only the area of
estimated expenditures is depicted for the Special Revenue Funds. The Medicaid State Share Fund is included
in the Special Revenue Funds. However, since it is a substantial revenue source, a separate page providing
actual/estimated revenues is also included.

For a graphic presentation of the total state revenue by source and the expenditures by function, please refer to
“Where Your State Tax Dollar Comes From” and “Where Your State Tax Dollar Goes” in the Summary

Financial Statements section. M
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General Revenue Fund

Sources of Revenue
Fiscal Year 2007

$3.630 Billion
(Estimated)

Consumer Sales Tax and Use Tax 31.1%

Business and
Occupation Tax
4.8%

Corporate Net Income
Tax & Business
Franchise Tax 8.3%

8.6%
Severance Tax

2.9%
Insurance Tax

8.0% Other Taxes, Fees,
Miscellaneous
Personal Income Tax 36.3%

Recommended Expenditures
Fiscal Year 2007
$3.630 Billion

47.2%

Public Education

7.5%
Military Affairs
and Public Safety

*Other
Legislature - 0.9%
Judicial - 2.7%
Executive - 1.2%

Administration - 1.7% 8.6%

Commerce - 1.4% . .

Education & the Arts - 0.8% Higher Education

Environment - 0.2% i icai 21.9%

Rovenio - 560 Policy Commission

Transportation - 0.2% Health and Human

Claims vs the State - 0.1%

Resources

** Includes $175 million transfer to Revenue Shortfall Reserve Fund (Rainy Day Fund).
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Consumer Sales Tax and Use Tax

Consumer Sales Tax and Use Tax collections depend heavily upon retail sales (65%) and taxable services (15%)
activities. The tax base includes most retail sales except for automobiles, gasoline, prescription drugs, and
purchases made with food stamps.

Retail sales growth depends upon changes in population, disposable personal income, inflation rates, interest
rates, consumer debt, and consumer confidence. As the state population is forecast to rise slightly over the
forecast period, real disposable personal income growth will increase to roughly three percent per year. The sales
tax rate on food for home consumption was reduced from six percent to five percent, effective January 1, 2006.

Consumer Sales Tax collections are forecast to rise at an average annual rate of 2.8% during the FY 2006-FY
2009 forecast period. Use Tax collections are forecast to rise at an average rate of 7.8% per year. Consumer Sales
Tax and Use Tax collections account for roughly 28% and 3% of total General Revenue Fund collections,
respectively. In addition to the General Revenue Fund, some Consumer Sales Tax collections go into special
revenue accounts (i.e., $32.2 million in FY 2005 and every year thereafter).

e 6% Sales and Use Tax on most goods and services.
e 5% Sales and Use Tax on food and food ingredients that are not prepared.
o Total Sales and Use Tax accounts for nearly 31.1% of total General Revenue Fund.

Consumer Sales Tax and Use Tax
(Expressed in Millions)

$1,018.0 $1,022.3 $1,043.6

$928.0 $960.2 $991.0
$894.5 .
$83.8 $93.4 103.0 107.0) 112.0 116.5 121.0
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09

|DConsumer Sales Tax [CJUse Tax
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Personal Income Tax

Personal Income Tax collection trends depend upon changes in population, employment, personal income,
inflation rates, interest rates, and federal tax law. Employee withholding taxes account for roughly 75% of all
Personal Income Tax receipts. Employment fell from 2001 to 2003 but rebounded in 2004-2005. Employment is
forecast to grow by an average annual rate of roughly 0.7% over the forecast period. Real personal income
growth will rise from roughly 2.1% to 2.5%.

Income tax collections are projected to rise at an average annual rate of roughly 6.0% during the FY 2006-FY
2009 forecast period. Projected growth rates are attributable to growth in employment and earnings, business
profits and royalties.

o Tax on West Virginia taxable income.

e 3% on the first $10,000 of taxable income.

e 4% on taxable income between $10,000 and $25,000.

e 4.5% on taxable income between $25,000 and $40,000.
e 6% on taxable income between $40,000 and $60,000.

e 6.5% on taxable income in excess of $60,000.

o Accounts for 36.3% of total General Revenue Fund.

Personal Income Tax
(Expressed in Millions)

$1,470.5
$1,391.5
$1,316.5
$1,239.0
$1,170.9
$1,055.5 $1,068.2
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Business and Occupation Tax

The Business and Occupation Tax (B&O Tax) consists of four distinct components; a capacity or unit-based tax
on electric power generation and distribution, a gross receipts tax on nonelectric public utilities, a per unit tax on
gas storage operators, and a per unit tax on producers of synthetic fuel from coal. During the forecast period,
tax collections attributable to nonelectric public utilities and gas storage activity will increase while collections
from the other activities will decline.

The tax on natural gas receipts applies only to public utilities. In a deregulated environment, natural gas utilities
no longer have a monopoly on natural gas sales to end consumers. Sales of natural gas by nonutility companies
now exceed $300 million per year. These exempt sales represent roughly 45% of all natural gas sales in West
Virginia. The increasing loss of revenue from nonutility sales is partially offset by a unique tax on natural gas
storage activities. The natural gas storage tax is equal to the lesser of the taxpayer’s average tax liability for the
1990 — 1994 period or five cents per dekatherm of gas attributable to the net difference between monthly
injections into storage and monthly withdrawals from storage. However, during the forecast period, increases in
the cost of natural gas attributable to hurricane damage to natural gas processing and transmission facilities will
lead to an increase in the gross receipts of natural gas utilities. Also, gas storage activity will rise as withdrawals
are made to replace reductions in the supply of natural gas from normal sources.

For electric power producers, the precredit tax generally equals the average precredit tax liability for the producer
from tax years 1991 through 1994. Electric power company proposals to install flue gas desulphurization
systems at existing power plants will result in the shift of a large portion of the tax base to a lower tax rate and
an increase in annual credits attributable to the investment. Over the forecast period, the reductions in tax from
electric power producers will offset the short-term increase attributable to higher natural gas prices.

Business and Occupation Tax
(Expressed in Millions)

$178.4  s177.4 1825 S840 w1750 0.0
$170. $165.0
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Business and Occupation Tax

Producers of synthetic fuel from coal are assessed a tax of $0.50 per ton. The first $8,060,000 in collections in
each fiscal year is dedicated as follows: the first $4,000,000 to the Mining and Reclamation Operations Fund;
the next $2,060,000 to the Synthetic Fuel-Producing Counties Grant Fund, and the next $2,000,000 to the
Synthetic Fuel-Nonproducing Counties Fund Tax collections in excess of $8,060,000 are deposited into the
General Revenue Fund. The expiration of a federal tax credit at the end of December 2007 is expected to result
in the loss of current synthetic fuel from coal production.

o Privilege tax on units of activity or gross receipts.

o Applies to public utilities, electric power generators, natural gas
storage, and producers of synthetic fuel from coal.

o Tax rates and base vary.

o Accounts for 4.8% of total General Revenue Fund.
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Severance Tax

Severance Tax collections are attributable to coal production (80%), natural gas production (17%), and the
production of various other natural resource products (three percent). Other natural resources products include
timber, oil, limestone, sandstone, gravel, sand, and gob (coal refuse). Tax receipts are allocated to the State
General Revenue Fund (79.9%), the State Infrastructure Fund (10.4%), local governments (8.2%), and the State
Division of Forestry (1.5%). The first $24 million of annual receipts is dedicated to the Infrastructure Fund.

Severance Tax collection growth largely depends upon changes in coal and natural gas production and their
respective prices. Energy prices rose by approximately 30% during 2004-2005, encouraging production and
collections growth. The forecast assumes West Virginia coal and natural gas production will continue to
increase slightly through the forecast period, even though energy prices are expected to begin to subside by
fiscal year 2007. Total State Severance Tax collections will rise at an average annual rate of approximately
12.9% during FY 2006 and FY 2007. However, collections are then expected to decline at an average annual
rate of approximately two percent during FY 2008 and FY 2009.

Uncertain long-run energy prices and the potential impact of environmental regulations on coal production and
electric power generation are risks to the forecast. A decline in energy prices results in less production incentive
for coal and natural gas producers. Further federal restrictions upon carbon and nitrogen-oxide emissions could
also reduce the demand for West Virginia coal in future years.

o Privilege tax on gross receipts with a base rate of 5%. (Reduced rates for
underground thin seam coal, waste coal, and timber)

o Applies to natural resources (coal, gas, oil, other) production.

e Accounts for 8.6% of total General Revenue Fund.

Severance Tax
(Expressed in Millions)

$302.0 $311.0 $305.0 $298.5
$248.1
$184.4
$162.3
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Corporation Net Income Tax
and Business Franchise Tax

The Corporation Net Income Tax is a tax on net profits of incorporated entities doing business in West Virginia.
The Business Franchise Tax is a tax on the net equity component (defined as the value of capital stock, preferred
stock, paid-in capital, and retained earnings) of business balance sheets and applies to most corporations,
partnerships, and limited liability companies. Collection trends for these taxes largely depend upon the overall health
of the U.S. economy, corporate profits, interest rates, inflation rates, the degree of preference for equity financing
over debt financing, the degree of business earnings reinvestment, and changes in federal tax policy. Following a
forecast of nearly 15% growth in calendar year 2005 and 12% growth in 2006, corporate profits are forecast to grow
at a much more modest rate of 0.2% in 2007. The remainder of the forecast period calls for modest growth of
approximately 2.5%.

Combined Corporation Net Income Tax and Business Franchise Tax receipts grew by 2.7% in FY 2002, but
declined by 17.7% in FY 2003. Collections held steady with only 0.2% growth in FY 2004. Following a couple years
of significant decline or stagnation, collections rose by a robust 54.7% in FY 2005. Over the FY 2006-FY 2009
forecast period, Corporation Net Income Tax and Business Franchise collections are forecast to decline at an
average annual rate of 0.83%.

Collection patterns tend to be very volatile because the majority of Corporation Net Income Tax and Business
Franchise Tax receipts are attributable to a small number of taxpayers. A change in the financial status of just a few
taxpayers can have a dramatic impact upon tax collection trends. Most large taxpayers have multistate operations.

e N

e 9% tax on modified federal taxable income apportioned to West Virginia (Corporation Net Income
Tax) and a 0.7% tax on the net equity (Business Franchise Tax)

o Corporation Net Income Tax applies to C corporations, but not S corporations or unincorporated
entities.

o Business Franchise Tax applies to most corporations, partnerships, and limited liability companies.

e Accounts for 8.3% of total General Revenue Fund.

Corporate Net Income Tax & Business Franchise Tax
(Expressed in Millions)

$308.0 $301.0 $300.0 $304.0
$280.8
$181.2 $181.5
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Insurance Tax

The Insurance Premium Tax is a gross receipts tax levied upon insurance premiums. Growth of health care
costs, homeowner premiums, and automobile insurance premiums fuel growth in Insurance Tax collections.
Beginning in FY 2004, a total of $2,500,000 in each fiscal year (the first $1,667,000 of the two percent premium
tax received from insurance policies for medical liability insurance and the first $833,000 of the additional one
percent premium tax received from insurance policies for medical liability insurance) was directed to replenish
the Tobacco Settlement Fund following the April 1, 2003, transfer of $24 million from the Tobacco Settlement
Fund for use as the initial capital and surplus of a physicians’ mutual insurance company created by the
Legislature.

o 3%-4% tax on gross premiums from business in West Virginia.
o Average annual growth rate of 4.6% during the forecast period.
o Accounts for 2.9% of total General Revenue Fund.

Insurance Tax

(Expressed in Millions)

$117.0
111.0
$106.5 $
$102.0
$97.7
$92.8 $93.2
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Other Taxes and Fees

These other taxes, licenses, fees, and receipts consist of Liquor Profit Transfers, Racing Fees, Beer Tax and
Licenses, Tobacco Products Excise Tax (including the Cigarette Tax), Business Franchise Fees, Charter Tax,
Property Tax, Property Transfer Tax, Departmental Collections, Interest Income, Special Revenue Transfers,
Miscellaneous Receipts, Miscellaneous Transfers, Video Gaming Revenues, and the Senior Citizen Tax Credit
Reimbursement (from Lottery Revenue). Also, Telecommunications Tax and the Estate Tax collections are
included in this group. Most of these other taxes and fees are dependent upon population growth, other
demographic trends, and changes in consumer behavior.

Many of these other taxes, licenses, and fees will remain unchanged through the forecast period. During the
forecast period, Telecommunications Tax and the Estate Tax collections will decline to zero. An expected ruling
by the West Virginia Public Service Commission that all telecommunications services are subject to competition
will eliminate the base of the Telecommunications Tax. Similarly, federal legislation has eliminated the West
Virginia Estate Tax base. However, an increase in interest rates will result in increased Interest Income.

[ ¢ Accounts for 8.0% of total General Revenue Fund. ]

Other Taxes and Fees
(Expressed in Millions)

$462.6
$356.9
$286.8 $290.4 $287.9 $288.9
$268.4
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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State Road Fund

Sources of Revenue
Fiscal Year 2007

$1.162 Billion*
(Estimated)

State Road Federal Funds Litter Control and Misc.
45.2% 0.6%

8.6%
Motor Vehicle
Registration Fees

17.2%
Privilege Tax

Motor Fuel Taxes 28.4%

*Includes Beginning Cash Balance plus FY 2007 Revenue.

Recommended Expenditures
Fiscal Year 2007
$1.053 Billion

Division of Highways 96.5%

3.5%

Division of Motor Vehicles
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Motor Fuel Taxes

The Motor Fuel Excise Tax and Motor Carrier Road Tax have been combined and are reported as Motor Fuel Taxes:

Motor Fuel Excise Tax

Contains a flat rate and a variable rate.

Current flat rate is $.205 per gallon.

Variable rate is equal to five percent of the average wholesale price of motor fuel.

Imposed and payable on all motor fuel upon import into this state, removal from a terminal within this
state, or removal from a terminal in another state for delivery in this state.

The average wholesale price shall not be less than $.97 per gallon which generates a minimum tax rate of
$.0485 per gallon.

Effective the first day of January annually, the tax commissioner must calculate the average wholesale
price from sales data from the previous July through October.

Motor Carrier Road Tax

Equivalent to the Motor Fuel Excise Tax on motor fuel.

Imposed upon every motor carrier with a vehicle that is designed to transport persons or property having
two or more axles with a gross vehicle weight exceeding 26,000 pounds, including road tractors and
tractor trucks.

Based upon each gallon of motor fuel used in the carrier’s operations in the state.

Carrier is entitled to a refund for fuel purchased in the state but used out of state.

Carriers domiciled in the state are charged an annual fee of $10 for two identification markers.

[- Accounts for 28.4% of the total State Road Fund. ]

Motor Fuel Taxes
(Expressed in Millions)

$309.3 $311.6 $318.0
$289.2 $290.0 $295.0
$260.0
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09

R

FY 2007 Executive Budget \M//” State of West Virginia



Revenue Sources/State Road Fund

Motor Vehicle Registration Fees

The Division of Motor Vehicles collects numerous fees which are required to be deposited in the State Road
Fund, including certificate of title, vehicle licenses (registration), dealers’ and wreckers’ licenses, and operator
licenses and renewals.

[ o Accounts for 8.6% of the State Road Fund. ]

Motor Vehicle Registration Fees
(Expressed in Millions)

$88.1 $88.0 $91.1 3915
$86.2 : :
$83.1 $85.2
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Privilege Tax

o The Privilege Tax is imposed for the privilege of effecting the certification of title on
a vehicle.

o Tax amounts to 5% of the value of the vehicle at the time of such certification.

o Accounts for 17.2% of the total State Road Fund.

Privilege Tax
(Expressed in Millions)

$176.7 $176.5 $179.4 $175.7 $175.3 $175.0
$167.7
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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State Road Federal Funds

o Federal funds are received by the Division of Highways for Interstate
Construction, Appalachian Programs, and Other Federal Aid programs.

o These funds become part of the State Road Fund and are appropriated as such.

e Accounts for 45.2% of the total State Road Fund.

State Road Federal Funds

(Expressed in Millions)

$476.0 $462.1 $465.7 $462.7
413.2
$396.6 $
$354.1
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Economic Trends
(Divisions of Highways and Motor Vehicles)

Highway Infrastructure

The need for an effective highway network touches every citizen of West Virginia and the United States.
Virtually every aspect of daily life—transporting children to school, getting to work, shopping, etc.—depends on
adequate roadways being in place. A sufficient highway network enables individuals to experience a higher
quality of life by improving access to social, economic, educational, and recreational opportunities.

In West Virginia, the responsibility for building and maintaining approximately 92% of the highway system falls
on the West Virginia Division of Highways (WVDOH), whose primary funding source is the State Road Fund.
Unfortunately, the Fund is facing a number of short and long-term issues that threaten the viability of the
WVDOH to pursue a balanced program of highway maintenance and construction. Fuel tax collections are
forecasted to decrease as a result of declining consumption due to higher fuel prices and the rapid growth in
purchases of hybrid and other more fuel efficient vehicles. The other tax revenues (Privilege Tax, Registration,
and Litter Control) are forecasted to have virtually no growth. At the same time, WVDOH costs are increasing
rapidly. Nondiscretionary costs, such as employee and liability /property insurances, continue to rise, and
routine maintenance costs must increase at least 2.2% yearly just to keep up with the current inflation rate. No
improvements in services can be funded, and there is little funding for over $16.5 billion in identified major
highway construction needs.

The Safe, Accountable, Flexible, and Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU),
which provides federal funding through FFY 2009, increases funding to West Virginia approximately 30%
above the amounts provided under the previous federal transportation reauthorization. Most federal funds are
matched with 20% state funding, which translates to a need for an additional $18,000,000 yearly in matching
requirements. The federal dollars can be used on about 10,000 of the 36,000 miles of state-maintained
highways; the remaining 26,000 miles are not eligible for federal funding. Although increased federal funding is
welcomed, it will constitute an additional demand on the State Road Fund.

The nonfederal programs that are operated from the State Road Fund will experience little, if any, increase in
the foreseeable future, and some programs, such as paving, bridge repair, and slip and slide repairs, likely will be
reduced significantly. The inability to fund these programs adequately impacts the quality of highway
infrastructure. Existing roads and bridges will deteriorate, and construction of new infrastructure will be
delayed. Since the condition of highway infrastructure is often a major factor in economic growth, the state
potentially faces a loss in development. Additionally, declines in the division’s various construction and paving
programs will reduce the number of projects awarded to private contractors and consulting firms. This could
result in a reduction in their workforces, which also would have a negative impact on the state’s overall
economy.

Rail Transportation

The number of rail cars handled by the South Branch Valley Railroad (SBVR) during FY 2005 increased to an
all time high of 4,366. Revenues grew because of the additional cars, new rate structures, and increases in the
hauling of higher priced commodities. Unfortunately, the freight revenue received from the operation of the
SBVR is inadequate to pay for needed capital improvements. Thousands of jobs are directly impacted by the rail
service provided by the SBVR. If the track is allowed to deteriorate, shippers will be forced to seek alternative
transportation; their increased costs will threaten operations, the overall economy of the region will decline
dramatically, and the costs associated with unemployment, loss of tax revenues, and the “ripple effect” will
significantly impact the state’s revenue collections. The SBVR track also is used by the Potomac Eagle, a tourist
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train operation that continues to work with the local communities to expand tourism business in the valley.
Consequently, it is critical that the State of West Virginia continue to provide funding support so the track
rehabilitation program can be completed.

The West Virginia Central Railroad (WVCR) operator, Durbin & Greenbrier Valley Railroad, continues to
promote and market that line. A study issued by Stone Consulting, which was hired by the SRA, determined the
expenditures made by tourists on the WVCR contribute $5,000,000 to the economy of the region. The tourist
operation also contributes to an incremental job creation of approximately 250 equivalent full-time employees.
In addition to the successful tourist business, the amount of freight handled on this line has increased. There is
also potential for additional freight shipments, such as coal and aggregates, to materialize in the near future. This
economic stimulus is the type of positive outcome that makes the investment in this line worthwhile.

Public Transportation

The National Business Coalition for Rapid Transit indicates that transit access is essential for the nation’s
economic health and prosperity. It connects workers to jobs, relieves traffic congestion, reduces energy
consumption, and generates jobs and a significant return on investment. In FY 2005 over 4.8 million passengers
used public transit statewide, resulting in a 5.7% increase from the previous year. If gasoline prices continue to
rise, it is likely that the demand for these services will increase.

As the state’s population continues to age and remain active, but is limited in its ability to drive, mobility issues
loom as a major concern for the state. The U. S. Census Bureau estimates that by the year 2030, 20% of the U. S.
population will be 65 or older. A United States Government Accountability Office report (GAO-04-971) on
transportation-disadvantaged seniors indicated that state governments must plan for alternatives to driving as
seniors age and must work toward accommodating seniors’ varied mobility needs. Community transportation
systems which benefit all individuals are critical to the state’s citizens who either do not have the income level to
own a vehicle or are not legally permitted or physically able to drive a vehicle.

In spite of the critical link between public transportation and community vitality, public transportation’s role in
creating economic opportunity and economic development is often overlooked. The presence of mobility
options that connect people to jobs, shopping, medical appointments and other quality of life destinations
greatly affects a community’s health, wellbeing and potential. Providing viable transit opportunities is critical to
the growth and quality of life of West Virginia’s citizens.

The future of transit and the addition of new service areas in West Virginia will be heavily dependent upon the
investment that the state and federal governments make. SAFETEA-LU, which provides federal funding through
FFY 2009, was signed into law on August 10, 2005. Under this legislation, the core program for rural public
transportation remains the Federal Transit Administration’s Section 5311 formula grant program, which
provides capital and operating assistance to nonurbanized areas. Section 5311 funds will grow steadily from the
current (FFY 2005) $250.9 million to approximately $535 million in FFY 2009. Additionally, two new federal
formula grants will be administered by states: Job Access and Reverse Commute (JARC) and New Freedom
programs. The Job Access grants are intended to assist lower income individuals in getting to jobs, training, and
child care. Reverse Commute grants are designed to develop transit services to transport workers to suburban
job sites. The New Freedom Program will provide formula funding for new transportation services and public
transportation alternatives beyond those required by ADA to assist persons with disabilities.

With the passage of SAFETEA-LU, there is great potential for expansion of existing services or development of
new ones that will contribute to the economic vitality of the state. These federal funds, however, require state or
local matching dollars. Since FY 1995, except for projects specified by the Legislature, there has been no
increase in state funding for rural public transportation projects. While the local programs have been creative in
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reducing costs and securing matching funds, increasing costs, particularly fuel prices, make reductions rather
than expansions of public transit service a continuing possibility.

Aviation

The West Virginia Aeronautics Commission provides matching funds to airports for Federal Aviation
Administration (FAA) airport improvement projects and other federal aviation grants. Under current federal
legislation, West Virginia airports receive around $33,500,000 yearly, which requires approximately $1,800,000
in state or local matching funds. Many of these projects involve consultant design services and extended
construction or maintenance of runways, terminals, approaches, etc., as well as the construction of aircraft
rescue and firefighting buildings and the purchase of firefighting and snow removal equipment. Greater aviation
activity and improved and expanded aviation infrastructure creates jobs and contributes to the growth of West
Virginia’s economy. FAA expects this level of funding to continue for several years, so continued economic
benefits are anticipated.

Intermodal Transportation

The operation of inland intermodal container ports has stimulated local economic growth through private
investment in warehousing distribution centers and associated activities, such as freight movement. The ability
to ship from these facilities has enabled local and regional businesses to save an estimated three to ten million
dollars annually in shipping costs, which are then available for reinvestment.

Developments that potentially will have major economic impact are the Central Corridor of the Heartland
Corridor and Prichard Port projects. The majority of $90 million in federal and $49.5 million in private sector
(Northfolk Southern Railroad) investment in the Central Corridor railroad tunnel clearance project will be spent
in West Virginia over a three to five year period. In conjunction with the Corridor project, an inland container
facility will be located at Prichard, West Virginia. That project is an $18 million dollar State investment in
infrastructure with the potential to create over 25 construction jobs, and upon opening, 20 full-time permanent
jobs. Clearance of the tunnels and operation of the port will enable local companies to enter the global supply
chain at a significant cost savings, making their products more competitive in the global marketplace.
Additionally, the port potentially will attract importers because it will provide a more direct route between the
eastern seaboard and Midwest markets. Conceivably, capital investment in import distribution centers could
total over $500 million, leading to the creation of over 600 new jobs which provide an annual income of $17
million in the region.

Long Term Debt

Both the Division of Highways (DOH) and the State Rail Authority (SRA) have long term debt. In FY 2005, the
DOH refinanced approximately $320,000,000 of Safe Road bonds as an advance refunding. This advance
refunding was undertaken to reduce total debt service payments over the next 20 years by $19,689,000 and
resulted in an economic gain of $18,821,000. As of June 30, 2005, the DOH had the following outstanding
General Obligation bonds (principal and interest), payable from the State Road Fund:

Final Maturity Balance
1973 Bond Amendment 2006 $1,566,950
1998 Safe Roads Bonds ($220 mil) 2023 $93,295,183
1999 Safe Roads Bonds (§110 mil) 2009 $9,600,760
2001 Safe Roads Bonds ($110 mil) 2013 $92,741,788
2005 Safe Roads Bonds Refinancing 2025 $497,347,000
Total Debt $694,551,681
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On July 1, 1992, the State Rail Authority entered into a 15—year note payable for four million dollars with the
county commissions of Hampshire and Hardy Counties. The note was assigned to a bank and secured with the
revenue earned by the South Branch Valley Railroad. During FY 1998, the SRA accepted a proposal made by
the investment firm of Crews & Associates, Inc. The proposal allowed the firm to obtain ownership of the bonds
from the local West Virginia banks for a price equal to 101% of the principal. In return, the SRA agreed to waive
all call privileges associated with the bonds and receive $150,000 in compensation. The yearly debt service
payment remained at $455,208 and will continue until July 2007.
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West Virginia Lottery

West Virginia Lottery gross revenue grew 20% in FY 2004 and seven percent in FY 2005. Gross revenues
include ticket sales of on-line and instant games, racetrack video lottery, and limited video lottery revenue.
Correspondingly, net revenue for those fiscal years grew 24% and ten percent, respectively. The growth during
these years was primarily attributable to the addition of video lottery terminals at state racetracks, an increase of
instant ticket sales, and an increase in the number of limited video lottery terminals in licensed locations. Instant
games increased by four percent during FY 2004 and by two percent during FY 2005. Both FY 2004 and FY
2005 established new records for instant ticket sales. On-line games increased by 12% in FY 2004 and decreased
by 15% in FY 2005 due to Powerball sales being higher in FY 2004 than anticipated.

The official estimate for FY 2006 reflects an increase in gross revenue of one percent from the prior year. The
racetrack video lottery sales are not expected to be adversely impacted by surrounding state competition during
FY 2006 resulting in racetrack video lottery sales projected to increase two percent in FY 2006, which is
supported by favorable performance from the northern racetracks. Sales of on-line games are projected to
decrease three percent due to anticipated reductions in multistate games. Instant ticket sales are expected to
decrease one percent in F'Y 2006 due to the player base switching to other available lottery games. Limited video
lottery sales are expected to increase by two percent in FY 2006 due to the achievement of machines in service
versus authorized machines operating at 90% of capacity.

The estimate for FY 2007 and FY 2008 is a decrease in gross revenue of six percent and seven percent
respectively from FY 2006. Instant and on-line games sales are projected to show little growth and remain
relatively flat in both fiscal years. Racetrack video lottery revenue is projected to decrease eight percent in FY
2007 and decrease by 15% in FY 2008 with three of the state’s racetracks projected to be adversely impacted by
expected competition from Pennsylvania as early as the fourth quarter of FY 2007. The spring of 2008 is our
projected time to expect competition from Pennsylvania and Maryland video sales. We anticipate players will
migrate from West Virginia locations to Pennsylvania or Maryland locations. Limited video lottery revenue is
not expected to grow in FY 2007 and in FY 2008, reflecting the 90% operating level of authorized machines.

Net revenue, as indicated on the following pages, does not include the portion of lottery profits earmarked by
statute for other purposes and not available for appropriations.

FY 2007 Executive Budget w State of West Virginia



Revenue Sources

West Virginia Lottery

Sources of Revenue
Fiscal Year 2007

$457.3 Million
(Estimated)

Racetrack
Video Lottery 62.6%

Commerce
6.6%

Public Education
28.9%

28.6%

Limited Video
Lottery

8.8% Traditional Games

Recommended Expenditures
Fiscal Year 2007

$457.3 Million
Lottery Fund Excess Lottery Fund
$170.1 Million $287.2 Million
Senior Services Rainy Day Fund
24.5% 29.0% Senior Citizens

Tax Credit

Administration 2.1%

5.9%
Commerce
i 8.4%
Education & Arts
9.6%
Revenue*
27.1%
13.9%
Infrastructure
Council
24.5%
. X 9.4% 3.5%
Higher Education Y .
9 PROMISE 66% | igher Education
Scholarship Public
Education

* Transfer to General Revenue Fund
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West Virginia Lottery

Gross and Net Revenue
(Expressed in Millions)

[JGross Revenue

CINet Revenue $1.399.1 $1,416.6
$1,303.4 $1.330.5
$1,239.0
$1,161.4
$1,081.9
$530.7
$483.3 $493.0 $457.3
$388.9 $4116 $376.7
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
Net Revenue Distribution
(Expressed in Millions)
OLottery Fund
[CJExcess Lottery Fund $356.5
$322.9
$306.4
$287.2
$237.0
$214.4
$202.1
$174.5 $176.9 $172.2) $170.1] $170.1 $174.6 $174.6
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Federal Funds

Sources of Revenues
Fiscal Year 2007

$3.896 Billion
(Estimated)

U.S. Department of Health
and Human Services

57.2%

10.4% Other

U.S. Department of Labor

1.3%
1.3%

U.S. Environmental
Protection Agency

13.1%
U.S. Department of Transportation

12.3% 4.4%
U.S. Department of Education U.S. Department of Agriculture

Recommended Expenditures**

Fiscal Year 2007
$3.896 Billion

Health and Human Resources

60.6% Commerce

2.5%

2.8%
Environment

12.5%
Transportation***

*Other

Executive - 1.2%
Administration - 1.0%
Education & Arts - 1.4%
Senior Services - 0.4%
Higher Education - 0.1%

4.4%

Military Affairs and
Public Safety

4.1% 13.1%
Other* Public Education

** Expenditures include FY 2007 revenues and beginning balances.
***Includes Federal Funds that are appropriated as part of the State Road Fund.
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Special Revenue Funds

Does not include:

o Payments of claims from the Insurance Commissioner workers’ compensation trust funds.
o Payments of retiree benefits from the Consolidated Public Retirement Board.

Payment of claims from the Public Employees Insurance Agency.

o Appropriated Lottery Funds and State Road Fund which are depicted separately.

Recommended Expenditures

Fiscal Year 2007
$2.66 Billion

Executive
4.2%

Higher Education
43.7%

Other* 8.9%

Administration
8.9%

Health and
Human Resources**
14.6%
* Other o
Legislative - 0.1% . 8.7% Commerce
Public Education - 1.8% 4.8% 6.20%

Education & Arts - 0.5% il f
Revenue - 4.0% Mllltary_Affal rs and
Transportation - 0.8% Public Safety
Senior Svcs. - 0.1%
Misc. Bds. - 1.6%

Environment

** Includes Medicaid State Share Fund (Health Care Provider Tax)
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Medicaid State Share Fund

The Medicaid State Share Fund consists of provider taxes, paid by the various health care providers, to be
utilized as matching funds for the Federal-State Medicaid Program. The provider taxes were initially enacted in
1993 as a funding mechanism to help supplement the general fund appropriation for the Medicaid Program.
The Federal-State Medicaid Program grew significantly from roughly $300 million in FY 1989 to nearly $2.3
billion in FY 2006, a rate of growth that was more than two times greater than the growth rate for the State
General Revenue Fund. The federal government funds roughly 73% of the Medicaid Program in West Virginia
through a match of $3 per every $1 of State funds appropriated for the program. In FY 2005, the Medicaid
State Share Fund generated nearly $156.5 million or roughly 28.3% of the State matching funds for the
Medicaid Program. Medicaid Program costs are rising by approximately 7% to 10% per year while General
Revenue Fund collections are increasing by an average of roughly three to five percent per year.

Legislation enacted in 2001 phases out various individual provider taxes over a ten—year period beginning in FY
2002 and provides for a malpractice insurance premium tax credit for physicians beginning in FY 2003. An
additional malpractice insurance premium tax credit was enacted in 2003. The recent legislative changes will
eventually reduce total provider tax collections by one-third. However, even with the phase out of tax on certain
provider groups, increases in utilization and gross receipts as it relates to other taxed provider groups provides
some net growth in overall tax collections which are expected to increase by an estimated two percent per year.

e 0.70% to 5.95% tax on gross receipts from various medical service providers
in West Virginia.
e Accounts for 28.3% of State match for Medicaid Program.

Medicaid State Share Fund

(Expressed in Millions)

$179.1
$170.8 $172.6 $176.2
$152.6 $156.5
$145.3
Actual Actual Actual Estimate Estimate Estimate Estimate
FY 03 FY 04 FY 05 FY 06 FY 07 FY 08 FY 09
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Long-Range Issues

Introduction

At the beginning of the last decade, the state was faced with several major issues that had immediate and long-
term implications. The state has been focused on its water and sewer systems, school facilities, correctional
facilities; unfunded liabilities in workers' compensation and retirement systems; and the growing cost of health
insurance. Those building blocks of West Virginia's economy will require continued attention as we continue
through this century.

Infrastructure Projects/Improvements

Safe Roads Amendment of 1996

In November 1996, a constitutional amendment was ratified by the state's citizens to permit the sale of up to
$550,000,000 in highway bonds over the next five years. Increments of $110,000,000 could be sold July 1 of
each year in which the Legislature authorized their sale. Bonds not sold in any year could be carried forward
and sold in a subsequent year, except no bonds could be sold after FY 2002. Proceeds must be used for general
highway construction and improvements in each of the 55 counties. Debt service is to be paid from the State
Road Fund.

The final $110,000,000 in bonds was sold in July 2001, and all funds, including interest earned and federal
reimbursement, were expended by June 20, 2004. In total, the bond proceeds were used to finance five programs
at the following approximate rates:
*  21% for matching federal funds available under TEA-21
46% for expressway, trunkline, and feeder improvements
25% for state and local service improvements
4% for bridge improvements
4% for economic development projects
The total cost of all projects financed with these bonds was $716,192,664.

E

Some of the major projects funded entirely or in part from these bond proceeds were:
* WYV Route 35 upgrade to a four-lane road in Mason and Putnam Counties

Monongalia/Fayette Expressway in Monongalia County

Tolsia Highway in Wayne and Mingo Counties

West Virginia Route 10 connector from Logan to Man

Philippi Bridge Bypass in Barbour County

Merritts Creek Connector in Cabell County

Beckley Bypass in Raleigh County

WYV Route 2 upgrade in Brooke County

EE T

In FY 2005, the DOH refinanced approximately $320,000,000 of Safe Road bonds as an advance refunding.
This refunding was undertaken to reduce total debt service payments over the next 20 years by $19,689,000 and
resulted in an economic gain of $18,821,000.

‘West Virginia Regional Jail and Correctional Facility Authority

The West Virginia Regional Jail and Correctional Facility Authority has two fundamental mission—operating
the regional jails and constructing the state's secure facilities for not only the authority itself, but for the Division
of Corrections and the Division of Juvenile Services, as well.

First, the authority is charged with the responsibility of operating regional jails with management plans that
meet or exceed all state and federal jail operational standards. The operational budget for the jails is exclusively
funded through per diem collections from counties, municipalities, the West Virginia Division of Corrections,
the federal Department of Justice, and other jurisdictions that house inmates in regional jails.
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The regional jail facilities were developed as a result of a master plan approved in 1989 that outlined ten regions
in the state. There are nine regional jails currently in operation (Eastern in Berkeley County, Central in Braxton
County, South Central in Kanawha County, Southern in Raleigh County, Northern in Marshall County,
Southwestern in Logan County, Potomac Highlands in Hampshire County, North Central in Doddridge
County, and Western in Cabell County). The tenth and final regional jail—Tygart Valley in Randolph County—
opened in June, 2005.

The authority's second mission is to acquire, construct, and/or renovate regional jails, correctional facilities,
and juvenile detention facilities. The first phase of construction occurred as a result of the 1990 sale of
$118,694,767 of lease revenue bonds by the West Virginia Building Commission. The sale met approximately
50% of the adult correctional construction needs of the State at that time. The original bond was refunded in
1998 to reduce interest cost from 6.92% to 4.97% and to fund the construction of the Tygart Valley Regional
Jail from the additional savings realized.

In 1998, the Public Employees Retirement System (PERS), under the direction of the Investment Management
Board, invested $150 million for continued construction of correctional and detention facilities. The Legislature
created a special revenue fund (from up to $20 million per year of current insurance taxes) to repay PERS for
the capital invested and investment earnings. The amount of payment was calculated every year by averaging
the previous five years' interest returned on PERS's fixed income investments.

Recognizing that a great deal of savings in interest payments could be realized, the Legislature, during its
December 2001 Special Session, passed legislation authorizing the issuance of bonds through the Economic
Development Authority secured by lease payments; these payments are made from the same special revenue
source that was created to repay PERS.

The first two series of these bonds were issued by the Economic Development Authority in January 2002. The
first series repaid the balance owed to PERS, funding the construction of the North Central Regional Jail,
Potomac Highlands Regional Jail, Eastern Regional Jail, Lakin Correctional Center for Women, Donald R.
Kuhn Juvenile Center, Western Regional Jail, and the renovation of the Warden's Residence at Pruntytown.
The second series is funding the $6 million second phase of construction at Lakin Correctional Center for
Women and the $6 million Tiger Morton Juvenile Center.

During February 2003, the third series of these bonds were sent to market. This sale funded the $6.8 million
JM. “Chick” Buckbee Juvenile Center, the $6 million Robert Shell Juvenile Center, the $6 million Gene
Spadaro Juvenile Center, and $3.1 million for renovations to transform the old Eastern Regional Jail into the
Martinsburg Correctional Center, a 120-bed intake center for the Division of Correction.

In January 2004, the final series of these lease revenue bonds were issued in order to fund the construction of a
new Davis Juvenile Center in Tucker County (renamed the Kenneth “Honey” Rubenstein Juvenile Center),
renovations and additions to the Eastern Regional Juvenile Detention Center (which will then be reopened as
the Vickie V. Douglas Juvenile Center), additions to Huttonsville Correctional Center, and renovations to the
Johnston School at the Industrial Home for Youth at Salem.

Infrastructure Improvement Amendment
The Infrastructure and Jobs Development Council was created to cope with the billions in need relating to
water, wastewater, and economic development in West Virginia. The Infrastructure Improvement Amendment

to the West Virginia Constitution was ratified at the general election held November 8, 1994. The amendment
authorized the issuance of $300 million in general obligation bonds for the purpose of construction, repair, and
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improvement of water supply and sewage treatment systems and for economic development sites. The
amendment irrevocably dedicates the first $24 million of severance taxes collected each year for their repayment.

In 1998, the authority to issue infrastructure revenue bonds was provided in the legislation. Repayments on the
loans to project sponsors from previous loans provide the debt service for the revenue bonds. In October 2000,
$45 million in revenue bonds were issued, and, in October 2003, the Infrastructure Council issued another $45
million in revenue bonds. The Council is planning a 2006 Revenue Bond issue.

As regulations and legislation change, the definition of need changes. In order to keep up with the changing
need, legislation was passed in the 2001 session earmarking up to $40 million annually thereafter for
infrastructure projects from excess lottery revenues. To date, the Infrastructure Fund has received approximately
$138 million from the Excess Lottery Fund.

The Infrastructure and Jobs Development Council reports that approximately $2.5 billion in projects have been
funded to date by leveraging council funds with federal and other sources.

Also, during the 2002 legislative session, HB 4005 was passed establishing the West Virginia Economic
Development Grant Committee to authorize bonds for economic development, infrastructure, and capital
improvement projects. A legal challenge was filed questioning the formation of the committee. After the
Legislature addressed the concerns of the West Virginia Supreme Court of Appeals through the passage of SB
2007 on July 1, 2003, the Grant Committee was reappointed and approved a total of 48 projects, all but one of
which is in the form of a grant, with the remaining project receiving a low interest loan.

Nineteen million dollars a year from the Excess Lottery Fund has been dedicated to pay debt service for the
bond issue. The bond issue closed in January 2004 in the amount of $249,895,000 which generated funds to
cover the entire $225,855,802 needed to fund the 48 approved projects, $18,989,900 to the debt service reserve
account, $4,904,054 to fund the cost of issuance, and $145,244 deposited to the bridge loan fund to be
administered by the Council for Community and Economic Development.

Projects approved by the committee range from traditional infrastructure including water, sanitary sewer, storm
water facilities, and roadways for industrial parks to revitalization projects that will result in economic
development in some the state's larger cities. The approved projects leverage approximately $700,000,000 from
other sources of funding resulting in close to $1 billion of investment in the State of West Virginia.

School Building Authority
The School Building Authority of West Virginia was created in 1989 to provide state funds for the construction
and maintenance of primary and secondary school facilities to meet an estimated $1.2 billion need.

To meet immediate needs, the Legislature authorized the School Building Authority to issue five series of bonds.
These five bond series produced approximately $436 million for school facility construction, renovation, and
repair. The annual debt service requirement of the first four series of bonds is approximately $23.5 million
funded from the General Revenue Fund through the year 2019. The 1994A Series Bonds are secured by
dedicated Lottery proceeds and require an annual debt service of approximately $18 million. The original
1994A series matured in 2004 and has been reissued with a new maturity payable through the year 2014.

In 1994, the West Virginia Legislature initiated a “pay-as-you-go” program to continue funding school
construction without continued issuance of debt. The “pay-as-you-go” program was initiated with
approximately $36 million in Budget Surplus funds. Thereafter, the School Building Authority has received
annual funding for both new school construction and major improvements for existing facilities. This annual
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funding, statutorily dedicated from Consumer Sales Tax revenues, began at a level of $10 million and grew to
the maximum allowed of $22 million from that source. Of this dedicated amount, $5 million was for major
improvements to existing facilities and $17 million for new construction.

Effective July 1, 1998, the statute was amended to direct any annual difference between FY 1997 actual debt
service payments and funds required for the current fiscal year for all previously issued school capital
improvement bonds be added to the amount available in the pay-as-you-go program for new construction. Due
to this amendment, the amount available for new construction, including the $17 million mentioned above, was
as follows: $17.81 million in FY 1999, $20.21 million in FY 2000, $22.54 million in FY 2001, $22.76 million in
FY 2002, $24.97 million in FY 2003, and $25.10 million in FY 2004. The maximum amount of $27.22 million
per year began in FY 2005 and will continue into the future.

During the 2001 Legislative Session, $25 million in additional annual funding was earmarked from excess
lottery revenues for the School Building Authority’s Debt Service Fund but stipulated that monies were
available for the “pay-as-you-go” program until such bonds were authorized by the Legislature. This amount
was reduced to $19 million beginning in FY 2005 and was subsequently depleted during that budget year to
utilize funds for other purposes in the general budget. These funds statutorily returned to the school
construction program in FY 2006 and will continue into the future.

Since the inception of the SBA, $972 million in state dollars and $407 million in local dollars have been
dedicated to West Virginia school facilities. This equates to 32 new high schools, 36 new middle schools, 48
new elementary schools, 80 major school addition/renovation projects and over 1,200 minor renovation
projects. Over 75% of West Virginia’s students now attend classes in better school facilities than they did in
1990.

Health Care

The State of West Virginia faces many challenges and obstacles in health care. Nationally, medical costs are
increasing significantly after having maintained a stable level for several years, and the prices for prescription
drugs are increasing even more significantly. An aging population, new, more costly medical technologies, and
increasingly expensive “new generation” drugs are all contributing factors to rising health care costs.

In addition to these national trends, West Virginia faces other obstacles unique to the Mountain State.
According to a report by the National Center for Health Statistics, West Virginia has one of the least healthy
populations in the country. The state has the highest death rate from heart disease and lung disease and the
second highest death rate from cancer and diabetes of any state in the United States. West Virginia's
government sponsored health insurance plans (Public Employees Insurance Agency, Children’s Health
Insurance Program, Medicaid, Workers' Compensation) have begun working together to jointly reduce costs
and improve the quality of health care.

Medicaid

West Virginia began its Medicaid program in 1966, one year after it was approved as an amendment to the
Social Security Act. Starting in 1988, the federal oversight agency, Health Care Financing Administration (now
the Centers for Medicare and Medicaid Services), began requiring states to expand coverage to include new
classes of eligible individuals.

For the federal fiscal year ended September 30, 2005, the West Virginia Medicaid Program provided insurance

coverage to approximately 370,000 West Virginia citizens. Children make up almost half of the beneficiaries at
48%, the blind and disabled approximately 26%, the elderly approximately 8%, with the remaining 18% being

adults.
%{OLVW

State of West Virginia w FY 2007 Executive Budget




Long-Range Issues

Five types of services account for approximately 71 % of expenditures. These services are nursing homes,
prescription drugs, inpatient/outpatient hospitals, home and community-based services, and physician services.
The largest increases in FY 2005 occurred in pharmacy and nursing home services.

Medicaid offers a comprehensive benefit package to the state’s poorest and most disabled citizens that includes a
pharmacy benefit, as well as a variety of long-term care options, including community-based care, nonmedical
transportation, and other benefits not offered in the private insurance market. Financial support for this program
comes from federal and state revenue. Unlike the PEIA program which is financed with all state dollars, the
Medicaid program is financed at an approximate 27% state / 73% federal match, which means that for every
dollar the state invests, we are able to match that with approximately three federal dollars.

Medicaid funding is dependent primarily on four funding sources: General Revenue, Lottery, Medical Services
Trust Fund, and Provider Tax. Medicaid funding has increased from approximately $334 million in 1995 to over
$610 million in 2006.

Since Medicaid operates as an entitlement program for all citizens that meet the eligibility criteria, the cost of
the program is determined by the number of eligible individuals, how often they utilize health care services, and
the cost of the health care services. Therefore, the state must budget for all program costs that are incurred by
the clients. The program costs cannot be controlled through budget restrictions and appropriation caps without
changes to the eligibility criteria, the types of services covered, or the rates paid for services.

Tt is currently estimated that without any program changes the cost for the Medicaid program will increase at a
rate of approximately 10% per year. It is also assumed that as the economy continues to improve the federal
match will decline by approximately 0.5% per year. Assuming that the provider tax, trust fund, and lottery
sources of state match remain relatively constant, the general revenue fund of the state will have to supply the
additional funds to cover future increases in cost. However, any future increase or decrease in these sources will
impact the amount of general revenue required to cover the total state match cost.

Public Employees Insurance Agency

The Public Employees' Insurance Agency (PEIA) was established by the Legislature in 1971 to provide a
program of health, life, and prescription insurance for its member agencies. In accordance with the State Code
Chapter 5-16, PEIA provides coverage for all state employers, including institutions of higher education. In
addition, political subdivisions in the state and certain other charitable and public service organizations may
request to be covered by PEIA.

In 1991, a Finance Board was created by the Legislature to bring fiscal stability through the development of an
annual financial plan designed to meet the agency's estimated total financial requirements. The annual financial
plan takes into account all projected revenues and apportions costs equitably among participating employers,
employees, and retired employees and providers of health care services. The plan has been solvent since FY
1990, ensuring timely payments of PEIA obligations.

Effective January 1, 2000, the Finance Board must submit a prospective financial plan encompassing five fiscal
years. Beginning with FY 2002, the finance board must develop annual financial plans that generate revenues
sufficient to fund a reserve of at least 10% of projected total plan costs. The financial plan must be submitted to
the Governor and the Legislature by January 1 of the preceding year with an effective date for the financial plan
of July 1 of each plan year. Legislation passed in the 2001 session requires that the premium cost-sharing
between employer and employee reach 80%-20% by FY 2007. PEIA continues to adjust rates annually to
achieve this ratio. The pending financial plan for FY 2007 does attain the mandated 80%-20% ratio.

Rising drug costs, increasing costs of health care, state budget constraints, 80%—-20% premium cost sharing,
funding of the retiree fund and the 10% reserve requirement are all issues the Finance Board must consider in
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preparing the agency's five-year financial plan. The implementation of the Medicare prescription drug plan on
January 1, 2006 does provide savings for the retiree fund starting FY 2006; however, the retiree fund must still
be subsidized by the active policy premiums. The current rate of subsidization for the retiree fund is 68.7%.

The current financial plan projects positive net assets through FY 2010. PETA completed FY 2005 with total net
assets of $168 million and total claims expense of $483 million. Current claim expense trend assumptions for
FY 2006 and FY 2007 are as follows:

Eligibility Medical Drugs
Non-Medicare 8.5% 17.0%
Medicare 9.0% 17.0%

‘West Virginia Children's Health Insurance Program (WV CHIP)

WYV CHIP provides full-range health insurance coverage to children of working families, with incomes up to
200% of the federal poverty level. At September 30, 2005, 24,648 children were enrolled, an increase of 3%
over last year. Targeted outreach efforts are focused on the goal of enrolling all eligible children. The West
Virginia Children's Health Insurance Board oversees WV CHIP's benefit plan and finances to ensure that
funding is sufficient to support the services covered by the insurance program.

Insurance Reform

Auto and Homeowner

At the request of Governor Joe Manchin, the West Virginia Legislature addressed civil justice and insurance
reforms that have resulted in lower insurance premiums for both auto and homeowner consumers. West
Virginia consumers have benefited by saving $69,369,409 in auto and homeowners’ insurance premiums and
have seen a rise in the number of products available. Total rate reductions exceeded the initial pledged reduction
by $19,369,409.

Medical Malpractice

The Board of Risk and Insurance Management (BRIM) provides a comprehensive risk management program
for the state and also provides the states’ self-insurance fund. BRIM also provides the program to qualifying
nonstate entities such as local governments and nonprofit organizations.

In December 2001, the West Virginia Legislature passed House Bill 601 which authorized BRIM to provide
medical malpractice and general liability coverage to private health-care providers. This included medical
malpractice coverage for private physicians, clinics and hospitals and was known as “BRIM II.” House Bill 601
was passed as a result of the medical malpractice insurance crisis that was created when commercial insurance
companies began nonrenewing policies for health-care providers on a national basis and, in particular, within
West Virginia. Many West Virginia physicians began to seek employment in other states, a dilemma that
threatened the availability of health care for our citizenry.

During the Legislative session of 2003, House Bill 2122 was passed which provided: (1) a mechanism for those
private physicians who were being insured through BRIM II, to become insured through the creation of a West
Virginia Physicians’ Mutual Insurance Company (WVPMIC) and; (2) significant medical liability reform.

The process of transferring those private physicians to the WVPMIC is called a “novation.” On July 1, 2004,
BRIM successfully novated approximately 1,300 private physician medical malpractice insurance policies, with
the attendant liabilities and assets, to the WVPMIC. The hospitals and clinics that did not novate were
nonrenewed by BRIM prior to July 1, 2004. BRIM offered “tail coverage” to the nonrenewed entities and
continues to “run-off” the minimal exposure of that tail coverage.
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The significant areas of medical liability reform included, but was not limited to: (a) a board to study the
feasibility of creation of a patient injury compensation fund; (b) enhancement of the “certificate of merit;” (c)
limits on third party bad faith; (d) a $250,000 cap on noneconomic damages; (e) elimination of joint liability;
and (f) limit on trauma liability at $500,000.

The medical professional liability Insurance market in West Virginia has stabilized, providing the workers in our
healthcare industry with accessibility to appropriate liability coverage. Market stability has been reflected in rate
relief for our physicians as three of West Virginia’s major medical liability writers, representing over 66% of the
market, have filed for rate reductions in 2005. Physician recruitment efforts have improved significantly. The
actions of all branches of government, working with private industry to establish the West Virginia Physicians’
Mutual Insurance Company, has led to positive change in the medical malpractice liability results of West
Virginia.

BRIM management has also worked to eliminate the prior year’s reported net asset deficiency. The deficiency in
net assets developed due to unanticipated losses and adverse loss development in each of the state agency and
Senate Bill 3 (nonprofit) coverages in the areas of general liability and medical malpractice. In FY 2004, BRIM
management adopted a financial stability plan which enabled the deficiency in net assets to be eliminated.
Consequently, as of June 30, 2005, BRIM eliminated such deficiency reflecting year-ended $527,000 net assets.
Management anticipates that the net assets will remain positive and, in fact, continue to increase in growth in
years to come.

Unfunded Liabilities

‘Workers’ Compensation

West Virginia was one of five states operating an exclusive, state-managed workers’ compensation insurance
system; private insurance companies were not able to offer this type of coverage to employers. Established in
1913, the Workers’” Compensation Commission was an agency of state government and operated as a special
revenue fund. The goal of the Workers’ Compensation Commission was to provide a prompt and equitable
system of wage replacement compensation, as well as medical, vocational and rehabilitation services, for
employees injured in the course of and resulting from employment.

On January 29, 2005, the West Virginia Legislature passed Senate Bill 1004, which moves the state into the
private workers’ compensation market over time. Under the law enacted, the Workers’ Compensation
Commission ceases to exist as a state entity that is the sole provider of workers’ compensation insurance in the
state of West Virginia as of December 31, 2005. The legislation also establishes, on January 1, 2006, a private
employer’s mutual insurance company, since named BrickStreet Mutual Insurance Company, which will be the
sole provider of workers’ compensation insurance coverage until July 2008. On July 1, 2008, the insurance
market will be opened to competition, and West Virginia employers may elect to purchase insurance for
workers’ compensation liabilities from any private carrier of the insurance licensed by the state of West Virginia.

A plan developed and contained within the new law will address the outstanding liabilities of the formerly
monopolistic state Workers’ Compensation Fund. The liabilities shall be split into separate funds according to
the dates of injury of the claims filed. The custodian of the Old Workers’ Compensation Fund shall be the
Treasurer of the State of West Virginia, and revenues to pay the existing liabilities shall be provided from several
sources, including a premium surcharge on workers’ compensation policies; an assessment to self-insured
employers; an increase on severance taxes for extraction industries such as coal, natural gas and timber; tobacco
settlement funds; and excess lottery revenues.
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As of June 30, 2004 the fund deficit in workers’ compensation was estimated to be $2.965 billion (liabilities
discounted at 5%). A new audit report, anticipated for completion in December 2005, was expected to reflect a
decrease of $400 million to $600 million in that long-term liability.

On July 1, 2003, the Legislature enacted major workers’ compensation reform legislation that has affected and
will continue to affect the actuarially determined estimated liability for unpaid claims. The legislation, approved
as Senate Bill 2013:

* Changed the methodology regarding the determination of eligibility for and the computation of
disability benefits in order to provide responsible benefit reductions;
Provided for tighter control on health care expenditures;
Provided for tighter control of premium dodgers and created an employer violator system; and,
Prohibited premium base rate increases for a period of three years

Senate Bill 2013 also established the West Virginia Workers’ Compensation Commission as a separate entity
governed by the Workers’ Compensation Commission Board of Managers. The primary responsibilities of the
Board of Managers was to:

* Ensure the effective administration and financial viability of the Commission;
Review and approve, reject or modify rules that are proposed by the executive director for the
operation of the workers’ compensation system;
Establish and monitor performance standards and measurements to ensure the timeliness and
accuracy of activities performed under the workers’ compensation laws and rules;
Review and approve, reject or modify all classifications of occupations or industries, premium rates
and taxes, administrative charges, rules and systems of rating, rating plans, rate revisions, deficit
management and deficit reduction assessments, and merit rating for employers;
In conjunction with the executive director, initiate, oversee and review all independent financial and
actuarial reviews of the Commission;
Approve the allocation of sufficient administrative resources and funding to efficiently operate the
workers’ compensation system;
Review and approve, reject or modify the budget for the operation of the Commission;
Approve the designation of health care providers to make decisions for the Commission regarding
appropriateness of medical services;
Require the Workers’ Compensation Commission to develop, maintain and use an effective program
of return-to-work services for employers and workers;
Require the Workers’ Compensation Commission to develop, maintain and use thorough and
efficient claims management procedures and processes, and fund management in accordance with the
generally accepted practices of the workers’ compensation insurance industry;
Review and approve, reject or modify standards to be considered by the Commission in making
decisions on all levels of disability awards; and
Study the feasibility of, provide a plan for, and provide a proposal for a request for proposals from the
private sector for, privatizing the workers’ compensation system.

*

On July 1, 2004, the West Virginia Supreme Court upheld a key piece of the legislation in the Wampler Foods,
Inc. v. Workers” Compensation Div. (602 S.E. 2nd 805, W.Va., Jul 01, 2004) decision affirming that the new law
enacted under Senate Bill 2013 will be applied to new awards on or after July 1, 2003, regardless of the effective
injury date. As a result of this decision, a $330 million reduction (due to Senate Bill 2013) recognized in the
June 30, 2003, discounted claims liability number was not modified, and an additional $144 million related to
the new law was recognized in the June 30, 2004, financial statements.

The commission made considerable improvement in its operations and demonstrated the ability to operate a

solvent fund on a prospective basis. However, the outstanding deficit attributable to decades of inefficient
operations remained an issue. The commission’s cash balance available for investment is not sufficient to
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produce investment earnings equal to the annual unpaid claims liabilities amortization, which is necessary to
avoid expansion of the deficit in future periods. The deficiency in 2004 was offset through the additional deficit
related premium charges incorporated into the rate-making process.

State Retirement Systems
The Consolidated Public Retirement Board (CPRB) was created by legislation passed in 1990, effective July 1,
1991, to administer all of the state’s public retirement plans.

In 1992, CPRB completed actuarial studies on the various retirement systems of the State of West Virginia to
determine the amount of the systems’ unfunded liabilities. At that time, the Teachers’ Retirement System (TRS),
the Judges’ Retirement System (JRS) and the Public Safety Retirement System (Plan A) were found to have
unfunded liabilities of $2.89 billion, $23.20 million, and $107.30 million respectively. The Public Employees’
Retirement System (PERS) was found to be well-funded. The State committed to a plan to increase the funding
of the underfunded plans as shown in the chart below. Contributions to the various retirement plans are made in
such a manner as to satisfy the unfunded liabilities as follows:
» Teachers’ Retirement System—Instituted a 40-year payment plan to be completed by June 30, 2034.
The payment plan was revised in 1999 to provide that all improvements be funded over seven years
from the improvement date. Effective in 2005, only retiree improvements of not more than one
percent of liabilities are allowable and must be amortized over six years;
* Judges’ Retirement System—Instituted a 25-year payment plan to be completed by June 30, 2018.
effective in 2005, active improvements are not allowable until after the payment plan is completed;
* Public Safety Retirement System (Plan A)—Instituted a 30-year payment plan to be completed by
June 30, 2025. Effective in 2005, active improvements are not allowable until after the payment plan is
completed.

The unfunded actuarial liability for each plan is as follows:

July 1, 2004 Actuarial Valuation 2004 Results Projected
Unfunded Actuarial Liability to June 30, 2005
PERS $774,541,000 (80.0% funded)* $668,465,000 (83.6%)
TRS $5,013,263,000  (22.2% funded)* $5,013,608,000 (24.5%)
JRS $22,219,000 (74.1% funded)* $17,649,000 (80.9%)
Public Safety — Plan A $344,039,000 (25.6% funded)* $117,464,000 (75.5%)
State Police — Plan B $2,220,000 (90.0% funded)* $1,099,000 (95.8%)

*Per plan, funded percentage of plan assets as a percent of actuarial accrued liabilities, including projected salary increases.
NOTE: Public Safety - Plan B was enacted March 12, 1994.

The 2004 Results Projected to June 30, 2005 project the July 1, 2004 Actuarial Valuation results assuming no
actuarial gains or losses but recognizing investment experience, contributions, and distributions for each plan’s
trust fund as reported by the Investment Management Board for the year ending June 30, 2005. The July 1,
2005, Actuarial Valuations will update the remaining actual experience when they become available.

During 2005 pension, reform legislation was passed to limit certain benefit improvements and to require
adequate funding for any improvements that are granted. In addition to the limitations noted above, PERS and
State Police — Plan B may not improve benefits for active members until the funded percentage reaches 85%.
Retiree improvements are also limited to one percent of actuarial liabilities and must be amortized over six years
when determining the adequacy of the employer contribution rate to fund those plans.
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Summary

Over the last 15 years, the groundwork has been laid for an infrastructure geared toward economic development:

*  Imposed fiscal discipline in funding the state's retirement systems, health care plans, and workers’
compensation costs

* Performed a statewide overhaul of school facilities and established measurable performance standards
for all grade levels

* Replaced an inefficient, costly, and outdated system of county jails with a modern, efficient, and
effective system of regional jails, along with the renovation and construction of prisons and juvenile
facilities

*  Addressed water and sewer project needs through bond financing and cost-sharing with federal grant
and loan programs

* Focused state transportation network improvements in areas that leverage the state's proximity to
thriving markets such as Columbus, Ohio, and Washington, D.C.

The efforts have had a tangible effect on the following indicators:
* The gap between the state's unemployment rate of 18% and the national rate was 8.4% in 1983. As of
November 2005, the state's seasonally adjusted rate of 4.9% is 0.1% lower than the national rate of
5.0%.
* QOver 75% of all students are in facilities that are new or have been renovated since 1990.
* 15.3% of West Virginians held a college degree in 2003, compared to 12.7% in 1995.

Continued change is needed to achieve greater results faster. West Virginia must make the complete transition to
jobs based on technology and education. Improvements to all facets of our infrastructure (roads and schools,
workforce, health care systems) are the key to accomplishing that transition. The Governor and Legislature
share a commitment to making those improvements.
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West Virginia’s commitment to fiscal integrity and economic development should enable it to continue
experiencing positive growth and to continue meeting the needs of its citizens. At the same time, the State is
committed to maintaining its moderate debt levels and debt management practices.

Ratings and Ratios

The State’s general obligation bonds are rated AA— by Standard & Poor’s Corporation and Fitch Investors
Service. The Moody’s Investors Service rating is Aa3. There are eleven other states which carry a Aa3 rating on
their general obligation debt from Moody’s Investors Service. These states, of course, differ from West Virginia
in their fiscal composition, debt issuance practices, population, income levels, and other economic indicators.
However, a comparison of debt ratios demonstrates that West Virginia is within the moderate range of these key
indicators as shown below.

Net Tax Supported Debt as a Percentage of Personal Income and Per Capita
of Similarly Rated States (Rated Aa3 by Moody’s Investors Service)
(taken from Moody’s Investors Service, 2005 State Debt Medians, May 2005)

% of Personal Income Per Capita
Montana 1.1% Montana $274
Oklahoma 1.2% Oklahoma $306
Alabama 2.0% Alabama $523
Rhode Island 4.3% Mississippi $1,116
Wisconsin 4.3% West Virginia $1,127
West Virginia 4.6% Wisconsin $1,312
Oregon 4.7% Oregon $1,351
Mississippi 4.8% Rhode Island $1,373
Tllinois 6.2% Illinois $2,019
New Jersey 7.4% New Jersey $2,901
Connecticut 8.5% Hawaii $3,343
Hawaii 11.1% Connecticut $3,614

Ovutstanding Debt

At June 30, 2005 and 2004, approximately $2.9 and $2.6 billion, respectively, were recorded for the
governmental activities on the Statement of Net Assets and detailed in Note 10 of the West Virginia
Comprehensive Annual Financial Report. The business type activities recorded approximately $4.0 billion and
$4.5 billion in outstanding debt at June 30, 2005 and 2004, respectively. Component Units recorded
approximately $1.9 billion and $1.6 billion in outstanding debt at June 30, 2005 and 2004, respectively.

Future Issuances

During the budget process, all departments/bureaus are required to project capital expenditure needs five years
into the future. These needs and funding mechanism options are discussed in general terms at that time. As
projects are actually approved, funding plans are completed. The five—year projections allow the state to plan for
future capital needs in an orderly fashion with sound financial planning.

Currently the West Virginia Water Development Authority is planning to issue Infrastructure Revenue Bonds in
an amount not to exceed $45,000,000 to meet the funding needs for water, wastewater, and economic
development projects. The West Virginia Infrastructure and Jobs Development Council anticipates that the
closing for this revenue bond issue will occur in June 2006. However, it is possible these may not be issued until
FY 2007. At this time, there are no plans to issue any General Obligation bonds during FY 2007.
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Debt Limits

Neither the West Virginia Constitution nor its statutes establish a general limit on all types of debt. For general
obligation bonds, the limits are established in the amendment authorizing the debt. For revenue bonds and
mortgages, debt limits are established at the individual issuer level, either by establishing a dollar ceiling on total
outstanding principal allowable or setting the amount of the appropriation for debt service. While no limits are
placed on the other debt instruments, all agreements for installment purchases or capital leases must be
approved in advance by the Department of Administration. That review encompasses the entire transaction,
including the repayment ability of the agency.

The existing and any proposed debt is well within acceptable limits and our debt levels are considered
moderate. At the present time, the current and planned future bonded debt does not have any adverse impact on
the general operating budget of the state.

State of West Virginia Bond Issuing Authorities

Issuing Authority Debt Limit (Cap)

Governor Per amendment

Armory Board Per available revenues
Community Infrastructure Authority Per available revenues

Division of Natural Resources, Director Per available revenues
Economic Development Authority N/A

Education, Board of Per available revenues
Governing Board of Higher Education Per available revenues
Hatfield-McCoy Regional Recreation Authority Per available revenues

Higher Education Policy Commission Various—Per available revenues
Highway Commissioner Per available revenues

Hospital Finance Authority N/A
Housing Development Fund N/A
Parkway Authority $200 million
Public Port Authority Per revenues

Rail Authority

Regional Jail & Correctional Facilities Authority
Solid Waste Management Board

School Building Authority

Water Development Authority

Per revenues

Various—per project and available revenues
$100 million

Per appropriation

Per available revenues
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Debt Summary
Summary of Primary Government Long-Term Debt

Outstanding at June 30, 2003 through 2007

(Expressed in Thousands)

Estimated Estimated
6/30/03 6/30/04 6/30/05 6/30/06 6/30/07
General Obligation Debt
Road Bonds $517,500 $494,430 $467,915 $447,995 $429,845
Better School Buildings Bonds 2,000 0 0 0 0
Infrastructure Bonds 281,679 277,449 273,014 265,521 254,889
SUBTOTAL 801,179 771,879 740,929 713,516 684,734
Revenue Bonds
School Building Authority 300,440 275,950 385,965 365,935 343,175
EAST Fund 62,545 55,855 48,830 41,455 33,675
Economic Development Authority 0 249,895 236,005 228,840 221,565
WV Infrastructure and Jobs
Development Council 44,865 89,550 88,710 87,415 86,080
Education 2,238 2,186 2,129 2,070 2,008
Stonewall Jackson Lake 0 0 41,815 41,590 41,350
SUBTOTAL 410,088 673,436 803,454 767,305 727,853
Capital Leases
Governmental Funds 283,762 273,194 343,350 315,031 285,829
Internal Service 17,137 11,434 10,558 8,000 6,000
SUBTOTAL 300,899 284,628 353,908 323,031 291,829
TOTAL $1,512,166 $1,729,943 $1,898,291 $1,803,852 $1,704,416
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General Obligation Bonds

General obligation bonds pledging the full faith and credit of the State may be authorized only by constitutional
amendment. Each amendment must be approved by two-thirds of both houses of the Legislature before
submission to the voters. Enabling legislation is then required for amendments receiving voter approval. At June
30, 2005, $740,929,000 (net of advance refunded bonds) were outstanding in general obligation bonds.

General Obligation Bonds Outstanding
June 30, 2005
Principal Outstanding

Amendment June 30, 2005 (in thousands) Payable From
Better Highways of 1973 $1,480 Road Fund
Infrastructure Improvement

Amendment of 1994 $273,014 First $24 million of Severance Tax
Safe Roads Amendment of 1996 (net) $466,435 Road Fund

General Obligation Debt
Various Ratios as of June 30, 2005
Notes

Ratio As of June 30, 2005 (figures listed in thousands)
GO Debt Service as a percent of the GO Debt Service of $65,916
General Revenue Fund (GRF) 1.8% GRF of $3,504,830
GO Debt as a percent of personal income (PI) 1.5% GO Debt of $740,929

PT of $48,400,000

GO Debt per Capita $408 GO Debt of §740,929

Population of 1,815
Issued General Obligation Bonds

1950 Veterans Bonus Amendment

The 1950 amendment authorized general obligation bonds to be issued in an amount not to exceed $90 million
for the purpose of paying a bonus to veterans of World War I and World War II. In 1951 and 1952, $67.5
million were sold and have been retired.

1956 Korean Veterans Bonus Amendment

The 1956 amendment authorized general obligation bonds to be issued in an amount not to exceed $90 million
for the purpose of paying a bonus to veterans of the Korean Conflict. In 1957 and 1958, $21.652 million were
sold, and $11 million were refunded in 1962. All outstanding bonds have been retired.

1972 Better School Building Amendment

The 1972 amendment authorized $200 million in general obligation bonds to be distributed to the county boards
of education for the construction, renovation, remodeling, and equipping of elementary and secondary public
school buildings or facilities. All outstanding bonds have been retired.

1973 Better Highways Amendment
General obligation bonds were authorized to be issued in an amount not to exceed $500 million, with $230
million for bridge replacement and improvement, $130 million for completion of the Appalachian highway

s

State of West Virginia w FY 2007 Executive Budget




Debt Summary
General Obligation Bonds

system, $50 million for upgrading sections of trunkline and feeder systems, $50 million for upgrading West
Virginia Route 2, $100 million for upgrading state and local service roads, and $50 million for construction,
reconstruction, improving, and upgrading of U.S. Route 52 between Huntington and Bluefield. At June 30,
2005, $1.4 million were outstanding. The bonds will be fully retired during FY 2006 and are payable from the
State Road Fund.

1994 Infrastructure Improvement Amendment

The 1994 amendment authorized $300 million in general obligation bonds for construction, repair, and
improvement of water supply and sewage treatment systems and for the acquisition, preparation, construction,
and improvement of economic development sites. Severance taxes have been dedicated to fund repayment of
the bonds. Enabling legislation was enacted in 1995. Litigation challenging the passage of the amendment was
decided on December 14, 1995, by the West Virginia Supreme Court of Appeals validating the amendment. The
initial issue of $60 million was sold May 22, 1996, and the second issue of $57 million was sold December 10,
1996. An issuance of approximately $92 million occurred in February 1998. The final issue of approximately
$91 million was issued in May 1999, bringing the aggregate amount of bonds to the authorized $300 million
amount. By structuring the bond issue with capital appreciation bonds to minimize debt service over the next
seven years, an additional $50 million were freed up for projects. At June 30, 2005, $273,014,000 were
outstanding. The bonds will be fully retired in 2028.

1996 Safe Roads Amendment

The 1996 amendment authorized $550 million in general obligation bonds to match available federal funds for
highway construction and general highway construction or for improvements in each of the 55 counties. The
legislation authorizing the amendment specified the bonds to be sold over a five-year period in increments of
$110 million each. The bonds are payable from the State Road Fund. Enabling legislation was passed during the

General Obligation Debt Outstanding
Fiscal Years 2005 - 2011 (Projected)
As of June 30, 2005

(Expressed in Millions)

$740.9
$713.5 $684.7

$645.3
$604.4
$561.9
$517.7

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

R
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Debt Summary
General Obligation Bonds

1997 legislative session. $220 million in Road Bonds were issued in July 1998 and another $110 million were
issued in July 1999, July 2000, and July 2001, respectively. In May 2005, the State issued $321.4 million of
refunding bonds which refunded approximately $320 million of the previously issued bonds. At June 30, 2005,
$466,435,000 (net of advance refunded bonds) were outstanding. The bonds will be fully retired by 2025.

Authorized But Unissued General Obligation Bonds

1973 Vietnam Veterans Bonus Amendment

This amendment authorized general obligation bonds to be issued in an amount not to exceed $40 million to pay
a bonus to veterans of the Vietnam Conflict. However, General Revenue Funds were appropriated to pay the
bonuses in lieu of the issuance of bonds.

1992 Veterans Bonus Amendment

This amendment authorized general obligation bonds to be issued in an amount not to exceed four million
dollars to pay a bonus to veterans who served in conflicts in the Persian Gulf, Lebanon, Grenada, and Panama.
However, General Revenue Funds were appropriated to pay the bonuses in lieu of the issuance of the bonds.

2004 Veterans Bonus Amendment

This amendment authorized general obligation bonds to be issued in an amount not to exceed eight million
dollars to pay a bonus to veterans who served in Kosovo, Afghanistan, and Iraq. However, General Revenue
Funds were appropriated to pay the bonuses in lieu of the issuance of the bonds.

s
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Debt Summary

General Obligation Debt

Summary of Debt Service Requirements

Outstanding at June 30, 2005
(Expressed in Thousands)

Final
Maturity Interest 06/30/05
Date Rate(s) % Balance
Road Bonds
(Payable from State Road Fund)
Issued Under:
1973 Amendment 2006 5.875 $1,480
1996 Amendment (net) 2025 3.00-5.50 466,435
SUBTOTAL 467,915
Infrastructure Bonds
(Payable from dedicated Severance Tax revenues)
Issued Under:
1994 Amendment 2028 4.00-6.93 273,014
TOTAL $740,929

Future amounts required to pay principal and interest on general obligation debt at June 30, 2005,

were as follows (expressed in thousands):

Year Ending June 30 Principal Interest Total
2006 $27,412 $35,258 $62,670
2007 28,782 35,096 63,878
2008 39,368 34,130 73,498
2009 40,892 32,608 73,500
2010 42,485 31,006 73,491
2011-2015 201,311 128,725 330,036
2016-2020 157,701 90,823 248,524
2021-2025 171,871 63,162 235,033
2026-2030 31,107 15,871 46,978

TOTAL $740,929 $466,679 $1,207,608
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Debt Summary

Revenue Bonds

Revenue bonds are issued by various state departments, agencies, and authorities which are part of the primary
government pursuant to specific statutory provisions enacted by the Legislature. Principal and interest payments
are made from specifically dedicated fees and other revenues. Revenue bonds do not constitute general debt of
the State.

Certain revenue bonds have call provisions providing for redemption at the option of the State, beginning ten
years following the date of issuance, in whole or in part, in inverse order of maturity, and pay a redemption
price not exceeding 103% of par value.

$803 million in revenue bonds were outstanding at June 30, 2005. The amount is expected to be $767 million at
June 30, 2006. A brief review of each issuer follows.

School Building Authority

The School Building Authority was created to provide funding for the construction and maintenance of public
school facilities through the issuance of revenue bonds and use of other available funds. Series 1990B, 1997A,
1997B, and 2002A are secured by a pledge of general revenue funds appropriated by the Legislature and
deposited in the Capital Projects Fund held by the trustee. Litigation determined that this funding mechanism
violated the West Virginia Constitution and precluded such use of general revenue funds for future issues.
However, the court did authorize the existing bonds and their refunding. Subsequent litigation authorized the
use of lottery profits as a funding mechanism for certain School Building Authority bonds. At June 30, 2005,
$386 million was outstanding, which includes two original “new money” issues (1990B and 2004A) and three
refunding issues (1997A, 1997B, and 2002A). Debt limitations are established by the sum appropriated for debt
service for each issue.

Cedar Lakes Conference Center Revenue Bonds

In 1995, the West Virginia Board of Education issued the Cedar Lakes Conference Center Revenue Bonds in
the principal amount of $§2,497,500 for the purpose of constructing a lodge. The Rural Economic and
Community Development Services (formerly the Farmers Home Administration), part of the USDA, purchased
the bonds which bear interest of 5.75% to 6.00%. The bonds will mature November 2, 2025. At June 30, 2005,
$2.1 million were outstanding.

West Virginia Infrastructure and Jobs Development Council

The West Virginia Infrastructure and Jobs Development Council was created to review the preliminary
application for waste water facilities, water facilities or combination projects, or infrastructure projects seeking
state funding. The council is to make a written recommendation as to the infrastructure project financing in
terms of the kind, amount, and source of funding, which the project sponsor should pursue and which the state
infrastructure agency or agencies should consider an appropriate investment of public funds. In the alternative,
the council may make a determination that the project or infrastructure project is not eligible for funding
assistance from any state infrastructure agency or the project or infrastructure project is not otherwise an
appropriate or prudent investment of State funds, and make a recommendation that the project sponsor not
seek funding from any state infrastructure agency. The primary source of repayment for the revenue bonds is
the receipt of repayments of principal and interest on a set of loans, known as defined loans, previously made
to projects from general obligation bond proceeds. At June 30, 2005, $88.7 million were outstanding.

AR
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Debt Summary
Revenue Bonds

State Building Commission Lottery Revenue Bonds

The State Building Commission issued bonds secured by a pledge of revenues appropriated by the Legislature
from certain net profits of the West Virginia Lottery and deposited in the debt service fund. Bond proceeds were
used to provide financial support for constructing, equipping, improving, and maintaining capital improvement
projects promoting education, arts, sciences, and tourism (EAST Fund) in West Virginia. At June 30, 2005, $49
million were outstanding.

Economic Development Grant Committee/Economic Development Authority

The West Virginia Economic Development Grant Committee was created to issue economic development grants
throughout the State of West Virginia. During FY 2004, the Economic Development Authority issued bonds
totaling more than $249.8 million to fund the grants of the committee. The bonds are secured by an annual
pledge of $19 million from the Excess Lottery Fund and, under certain circumstances, from a portion of the
moneys on deposit in the State Lottery Fund. At June 30, 2005, $236 million were outstanding.

Stonewall Jackson Lake State Park Project

The West Virginia Economic Development Authority issued $42 million in bonds to fund the Stonewall Jackson
Lake State Park Project during FY 2000. The bond proceeds were used to finance costs of the planning,
construction, development, and initial operation of the new facilities. The bonds are payable solely from
revenues and receipts generated by the facility, to be deposited with the trustee. At June 30, 2005, $41.5 million
were outstanding.
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Debt Summary
Revenue Bonds

Summary of Debt Service Requirements

Outstanding at June 30, 2005
(Expressed in Thousands)

Final
Issue Maturity Interest
Date Date Rate(s) % Balance
School Building Authority 1990-2004 2004-2022 5.70-7.45 $385,965
Education 1996 2025 5.75-6.00 2,129
WV Infrastructure and Jobs Devel opment Council 2001 2039 4.50-5.75 88,710
Education, Arts, Sciences, and Tourism Fund 1997 2011 5.00-5.50 48,830
Economic Development Authority 2004 2026 1.20-6.07 236,005
Stonewall Jackson Lake 2005 2030 7.70-8.00 41,815
Subtotal 803,454
Less School Building Authority
Debt Service Fund (51,516)
Economic Development Authority
Debt Service Fund (33,571)
Education, Arts, Sciences, and Tourism
Debt Service Fund (25,336)
Net revenue bonds outstanding $693,031

Future amounts required to pay principal and interest on revenue bonds at June 30, 2005,
were as follows (expressed in thousands):

Y ear Ending June 30 Principal Interest Total
2006 $36,149 $41,314 $77,463
2007 39,452 39,834 79,286
2008 41,136 37,986 79,122
2009 43,325 35,987 79,312
2010 45,414 33,882 79,296
2011-2015 207,518 138,536 346,054
2016-2020 163,637 92,506 256,143
2021-2025 139,025 48,176 187,201
2026-2030 52,723 15,987 68,710
2031-2035 17,620 7,035 24,655
2036-2040 17,455 2,053 19,508

$803,454 $493,296 $1,296,750
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Debt Summary

Capital Leases

A capital lease is a lease in which the lessee (entity leasing from another) assumes substantially all the risks
and benefits associated with the asset, which must meet one or more of the following criteria:

o The lease transfers ownership of the leased asset at the end of the lease term.

o The lease terms and conditions contain a bargain purchase option which allows the state to buy the
leased asset for substantially less than the estimated value of the leased item.

o The term of the lease is 75% or more of the estimated economic life of the leased asset. Estimated
economic life is the estimated useful life of the asset for the purpose for which it was intended,
regardless of the term of the lease. For example, if a copier with an estimated economic life of ten years
were leased for eight years, it would meet this criterion.

o The present value of the future minimum lease payments at the beginning of the lease equals or exceeds
90% of the fair value of the asset.

Capital leases have been entered into by numerous state agencies to meet equipment needs, such as
telecommunications and postal equipment. The leases are short-term and are subject to annual appropriation

and availability of general and special revenues.

The outstanding balance of primary government capital leases was $353.9 million at June 30, 2005.
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Schedule of Recommended Budgeted

Full-Time Equivalents (FTE)

Permanent Positions
FY 2007
37,678.67 FTEs

By Department

Health and
Military Affairs and Human
Public Safety Resources
14.7% 16.6% )
Education
and the Arts
2.8%

Revenue 3.2%
Public
2.1% Education

1.8%

Transportation Administration

14.1%
7.6% Other*

2.5% Environment

5.3%

: Commerce
* OTHER
Legislative - 0.6%
Judicia! -3.2%
Executive - 2.6% 29.3% Higher Education
Senior Services - 0.1%
Miscellaneous Boards & Commissions - 1.1%
By Fund
General 41.7%
Federal
13.3%
State Road
13.8%
9.0%
Special

22.2% Other
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Schedule of Budgeted Full-Time Equivalents

All Funds

Permanent Positions
FY 2005 through FY 2007

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
LEGISLATURE
Senate 52.00 51.00 51.00
House of Delegates 57.00 59.00 59.00
Joint Expenses 115.25 118.00 115.25
TOTAL - LEGISLATURE 224.25 228.00 225.25
(TOTAL - JUDICIAL 1,182.35 1,184.50 1,184.50)
(EXECUTIVE A
Governor’s Office ' 101.78 88.29 86.95
Auditor’s Office 157.00 151.00 155.00
Treasurer’s Office 127.85 132.25 131.75
Agriculture, Department of 2 338.55 347 .44 342.11
Attorney General’s Office 182.59 185.82 185.01
Secretary of State 3 50.50 56.00 54.80
TOTAL - EXECUTIVE 958.27 960.80 955.62
"FY 2006 increased three FTEs for field reps, reduced six FTEs from the Cabinet on Children and Families, and moved eight
FTE’s from the Governor’s Office of Technology to the Department of Administration.
2FY 2007 recommendation includes one FTE for an information technology director.

\3FY 2007 recommendation reduces 1.2 FTEs related to HAVA. )
(DEPARTMENT OF ADMINISTRATION h
Office of the Secretary 2.39 2.13 2.13
Consolidated Public Retirement Board 66.00 68.00 68.00
Finance, Division of 16.33 16.65 16.65
Information Services & Communications, Division of ' 236.94 238.09 211.09
General Services, Division of 104.35 96.95 96.95
Purchasing, Division of 2 61.69 69.53 77.53
Board of Risk and Insurance Management 27.05 26.05 26.05
Education & State Employees’ Grievance Board 11.05 10.05 10.05
Ethics Commission 2.55 5.55 5.55
Public Defender Services 13.80 13.25 13.25
Personnel, Division of 66.80 67.18 67.18
Public Employees Insurance Agency 58.60 58.60 58.60
WV Prosecuting Attorneys Institute 8.43 8.43 8.43
Children’s Health Insurance Agency 8.60 8.60 8.60
Office of Technology 2 0.00 8.00 8.00
TOTAL - ADMINISTRATION 684.58 697.06 678.06

"FY 2007 recommendation reduces 27 FTEs for Workers’ Compensation privatization.
2FY 2007 recommendation includes eight FTEs for purchasing reform initiatives.
\3 FY 2006 includes eight FTEs moved from the Governor’s Office. )

R
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FTE Schedule of All Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
(DEPARTMENT OF COMMERCE h
Office of the Secretary 0.00 4.00 4.00
Tourism, Division of 71.87 70.80 72.80
Forestry, Division of 122.50 122.50 122.50
Geological and Economic Survey 57.90 62.25 59.75
WV Development Office 164.60 127.48 127.48
Labor, Division of 106.95 106.60 106.60
Natural Resources, Division of 2 868.55 852.55 852.55
Miners’ Health, Safety and Training, Division of 110.50 115.50 115.50
Board of Coal Mine Health and Safety 2.00 2.00 2.00
Bureau of Employment Programs 506.30 504.17 504.17
Governor’s Workforce Investment Office’ 0.00 32.00 32.00
TOTAL - COMMERCE 2,011.17 1,999.85 1,999.35
' FY 2006 moved 31 FTEs from the WV Development Office to the Governor’s Workforce Investment Office by Executive Order 5-05.
\ZFY 2006 reduced 16 FTEs from Litter Control Programs and moved to Division of Environmental Protection. )
(DEPARTMENT OF EDUCATION A
Education, State Department of ' 506.00 525.08 523.45
WV Schools for the Deaf & the Blind 217.20 217.70 217.70
State FFA-FHA Camp & Conference Center 41.00 39.92 38.92
School Building Authority 9.00 10.00 10.00
TOTAL - EDUCATION 773.20 792.70 790.07
"FY 2006 includes 3.5 FTEs for juvenile detention centers; FY 2007 recommendation includes two FTEs for juvenile detention
\centers. )
(DEPARTMENT OF EDUCATION AND THE ARTS )
Office of the Secretary 23.60 25.10 25.10
Culture and History, Division of ' 112.92 115.32 112.32
Library Commission 54.20 57.00 57.00
Educational Broadcasting Authority 101.50 98.50 98.50
Rehabilitation Services, Division of 2 784.36 777.36 777.36
TOTAL - EDUCATION AND THE ARTS 1,076.58 1,073.28 1,070.28
1FY 2007 recommendation does not include three FTEs previously funded with reappropriated funds.

\2 FY 2006 decrease from an effort to delete vacant positions. )
(DEPARTMENT OF ENVIRONMENTAL PROTECTION h
Air Quality Board 1.35 1.30 1.30
Environmental Protection, Division of ' 937.05 940.45 940.45
Environmental Quality Board 2.65 1.70 1.70
Solid Waste Management Board 15.00 13.00 13.00
Oil and Gas Conservation Commission 2.50 2.50 2.50
TOTAL - ENVIRONMENTAL PROTECTION 958.55 958.95 958.95

1FY 2006 includes 16 FTEs moved from DNR for Litter Control Programs and an overall department effort to delete vacant
\positions. )
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FTE Schedule of All Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
(DEPARTMENT OF HEALTH AND HUMAN RESOURCES )
Office of the Secretary 1.13 1.32 1.32
Barbers and Cosmetologists, Board of 9.00 9.00 9.00
Health, Division of 2,669.25 2,664.70 2,675.54
Health Care Authority 45.00 47.00 47.00
Human Rights Commission 29.00 31.00 31.00
Human Services, Division of ' 3,466.36 3,472.13 3,477.13
TOTAL - HEALTH AND HUMAN RESOURCES 6,219.74 6,225.15 6,240.99
CFY 2007 recommendation includes five FTEs for Medicaid fraud project. )
(DEPARTMENT OF MILITARY AFFAIRS AND PUBLIC SAFETY )
Office of the Secretary ! 7.00 11.00 11.00
Adjutant General 2 257.00 301.00 301.00
State Armory Board 52.00 52.00 52.00
WYV Board of Parole 10.00 11.00 11.00
Homeland Security & Emergency Management 4475 45.50 45.50
Corrections, Division of 3 1,841.85 1,944.85 1,946.85
WV State Police 1,029.00 1,039.50 1,035.50
Veterans’ Affairs, Division of (includes Veterans’ Home) * 88.00 93.40 233.40
Regional Jail and Correctional Facility Authority 5 913.00 1,010.10 1,010.10
Fire Commission 45.00 46.00 46.00
Criminal Justice, Division of 30.50 30.50 30.50
Juvenile Services © 767.00 782.00 790.00
Division of Protective Services 28.00 29.00 30.00
TOTAL - MILITARY AFFAIRS AND PUBLIC SAFETY 5,113.10 5,395.85 5,642.85

"FY 2006 includes five FTEs for grant management of Homeland Security funds.

2FY 2006 includes 44 FTEs for federally funded programs.

3FY 2006 includes 14 FTEs for Lakin and 85 FTEs for Huttonsville Correctional Centers.

4FY 2007 recommendation includes 140 FTEs for the Veterans’ Nursing Home.

5FY 2006 includes 80 FTEs for Potomac Highland Regional Jail.

8FY 2006 includes 12 FTEs for Eastern Regional Juvenile Center; FY 2007 recommendation includes five FTEs for Eastern
\Juvenile Center and three FTEs from increased federal funding.

J

(DEPARTMENT OF REVENUE )
Office of the Secretary 8.00 8.00 8.00
Tax Division ' 463.00 466.00 472.00
State Budget Office 10.00 10.00 10.00
Insurance Commissioner 2 85.00 170.60 407.00
Lottery Commission 110.00 116.00 116.00
Racing Commission 36.50 36.50 36.00
Alcohol Beverage Control Administration 120.12 120.12 120.12
Office of Tax Appeals 10.00 10.00 10.00
Municipal Bond Commission 4.00 4.00 4.00
Banking, Division of 33.50 32.50 32.50
TOTAL - REVENUE 880.12 973.72 1,215.62

"FY 2007 recommendation includes three FTEs for Abusive Tax Avoidance Transactions and three FTEs to establish appraisal system.
2FY 2006 includes 46 FTEs transferred from Workers’ Compensation; FY 2007 recommendation includes 196 FTEs transferred from
\Workers‘ Compensation by Dec. 31, 2005, and 22 new FTEs for Workers’ Compensation duties. Y,
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FTE Schedule of All Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
(DEPARTMENT OF TRANSPORTATION )
Motor Vehicles, Division of 612.00 608.00 602.00
Highways, Division of 4,868.50 4,683.50 4,683.50
State Rail Authority 24.00 24.00 24.00
Public Transit, Division of ! 8.00 8.00 10.00
Public Port Authority 3.00 3.00 3.00
Aeronautics Commission 3.00 3.00 3.00
TOTAL - TRANSPORTATION 5,5618.50 5,329.50 5,325.50
\* FY 2007 recommendation includes two FTEs for new programs. )
(TOTAL - BUREAU OF SENIOR SERVICES 36.30 36.30 36.30)
(HIGHER EDUCATION POLICY COMMISSION )
HEPC - Administration 56.72 57.22 57.22
West Virginia University ' 5,663.10 5,904 .40 5,904.40
Potomac State College of WVU * 118.50 0.00 0.00
Marshall University 1,601.16 1,633.87 1,633.87
Osteopathic School of Medicine 157.44 166.25 166.25
Bluefield State College 218.22 221.14 221.14
Concord University 257.25 262.05 262.05
Fairmont State University 418.34 426.82 426.82
Glenville State College 155.85 158.48 158.48
Shepherd University 361.37 379.10 379.10
West Liberty State College 236.86 241.26 241.26
West Virginia State University 356.16 354.69 354.69
WVU Institute of Technology 215.20 226.50 226.50
WVNET 52.00 48.33 48.33
TOTAL - HIGHER EDUCATION POLICY COMMISSION 9,868.17 10,080.11 10,080.11
\“ Potomac State College of WVU consolidated with WVU on July 1, 2005. )
(COUNCIL FOR COMMUNITY AND TECHNICAL COLLEGE EDUCATION )
Council - Administration 6.00 6.00 6.00
Marshall Community and Technical College 62.83 69.58 69.58
New River Comminity and Technical College 61.00 69.00 69.00
Fairmont State Community and Technical College 78.66 91.83 91.83
Community and Technical College of Shepherd 25.47 31.50 31.50
WV State Community and Technical College 49.00 51.00 51.00
Comm. and Tech. College of WVU Institute of Technology = 39.50 39.30 39.30
WVU at Parkersburg 184.30 191.30 191.30
Southern West Virginia Community and Technical College 245.49 246.49 246.49
West Virginia Northern Community and Technical College 131.00 132.00 132.00
West Virginia Eastern Community and Technical College 26.80 27.20 27.20
\TOTAL - COUNCIL FOR C&T COLLEGE EDUCATION 910.05 955.20 955.20/
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FTE Schedule of All Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
(MISCELLANEOUS BOARDS AND COMMISSIONS )
Courthouse Facilities Improvement Authority 2.00 2.00 2.00
Hospital Finance Authority 1.00 1.00 1.00
Licensed Practical Nurses 4.00 4.00 4.00
Public Service Commission 332.92 328.32 327.82
Real Estate Commission 5.80 5.80 5.80
Registered Nurses 9.00 9.50 9.50
Water Development Authority 12.00 12.00 12.00
Workers’ Compensation ’ 854.20 774.00 0.00
Other Boards 2 56.34 50.90 57.90
TOTAL - MISC. BOARDS AND COMMISSIONS 1,277.26 1,187.52 420.02
1Workers’ Compensation ceased operation on January 1, 2006; 196 FTEs transferred to Insurance Commissioner.
\2 FY 2007 recommendation adds seven FTEs for Board of Treasury Investments. )
[[TOTAL BUDGETED FTE PERMANENT POSITIONS 37,692.19 38,078.49 37,678.67]]
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Schedule of Budgeted Full-Time Equivalents

By Source of Funds
Permanent Positions
FY 2005 through FY 2007

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2005 Recommended
(LEGISLATURE )
General 219.25 223.00 220.25
Federal 0.00 0.00 0.00
Special 5.00 5.00 5.00
Other 0.00 0.00 0.00
| TOTAL 224.25 228.00 225.25 )
(JUDICIAL h
General 1,182.35 1,184.50 1,184.50
Federal 0.00 0.00 0.00
Special 0.00 0.00 0.00
Other 0.00 0.00 0.00
 TOTAL 1,182.35 1,184.50 1,184.50 |
(EXECUTIVE )
General 595.91 583.22 589.82
Federal 64.72 69.33 56.36
Special 181.39 177.49 178.68
Other 116.25 130.76 130.76
( TOTAL 958.27 960.80 955.62 )
(DEPARTMENT OF ADMINISTRATION h
General 88.76 84.20 92.20
Federal 1.25 7.85 7.85
Special 301.63 311.11 284.11
Other 292.94 293.90 293.90
| TOTAL 684.58 697.06 678.06
(DEPARTMENT OF COMMERCE h
General 579.50 584.40 584.40
Federal 709.14 703.60 700.60
Special 478.93 465.85 470.85
Other 243.60 246.00 243.50
 TOTAL 2,011.17 1,999.85 1,999.35 |
(DEPARTMENT OF EDUCATION )
General 548.96 563.09 560.48
Federal 109.67 116.42 116.42
Special 71.74 72.72 72.70
Other 42.83 40.47 40.47
( TOTAL 773.20 792.70 790.07 |
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FTE Schedule by Source of Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-2006 Recommended
(DEPARTMENT OF EDUCATION AND THE ARTS )
General 394.70 415.96 415.96
Federal 619.99 596.75 596.75
Special 25.29 24.92 21.92
Other 36.60 35.65 35.65
 TOTAL 1,076.58 1,073.28 1,070.28 )
( DEPARTMENT OF ENVIRONMENTAL PROTECTION A
General 88.00 91.69 91.69
Federal 352.66 350.86 350.86
Special 289.21 303.33 300.83
Other 228.68 213.07 215.57
( TOTAL 958.55 958.95 958.95 )
(DEPARTMENT OF HEALTH AND HUMAN RESOURCES )
General 2,566.13 2,700.79 2,798.55
Federal 2,217.51 2,152.44 2,497.85
Special 1,215.80 1,164.42 651.03
Other 220.30 207.50 293.56
( TOTAL 6,219.74 6,225.15 6,240.99
(DEPARTMENT OF MILITARY AFFAIRS AND PUBLIC SAFETY )
General 3,677.68 3,805.10 3,959.10
Federal 306.39 358.14 347.98
Special 107.18 110.67 113.83
Other 1,021.85 1,121.94 1,121.94
( TOTAL 5,113.10 5,395.85 5,542.85 )
( DEPARTMENT OF REVENUE A
General 424.00 427.00 433.00
Federal 0.00 0.00 0.00
Special 303.12 384.72 620.62
Other 153.00 162.00 162.00
( TOTAL 880.12 973.72 1,215.62 )
(DEPARTMENT OF TRANSPORTATION A
General 11.50 11.50 11.50
Federal 13.50 13.50 15.50
Special 56.00 60.00 54.00
State Road Fund 5,393.00 5,199.00 5,199.00
Other 44.50 45.50 45.50
 TOTAL 5,518.50 5,329.50 5,325.50 )
(BUREAU OF SENIOR SERVICES )
General 2.33 217 217
Federal 17.70 17.04 17.04
Special 0.00 0.00 0.00
Other 16.27 17.09 17.09
( TOTAL 36.30 36.30 36.30 )
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FTE Schedule by Source of Funds (Continued)

FY 2005 FY 2006 FY 2007
Department/Agency 11-30-2004 11-30-20056 Recommended
(HIGHER EDUCATION POLICY COMMISSION )
General 4,061.00 4,054.04 4,059.51
Federal 271.33 247.90 249.73
Special 315.68 294.85 289.13
Other 5,220.16 5,483.32 5,481.74
(TOTAL 9,868.17 10,080.11 10,080.11 )
(COUNCIL FOR COMMUNITY AND TECHNICAL COLLEGE EDUCATION )
General 677.41 700.54 702.24
Federal 14.80 11.19 14.20
Special 2.00 1.70 0.00
Other 215.84 241.77 238.76
\TOTAL 910.05 955.20 955.20 )
(MISCELLANEOUS BOARDS AND COMMISSIONS h
Federal 28.25 26.95 27.40
Special 1,168.61 1,086.53 334.77
Other 80.40 74.04 57.85
\TOTAL 1,277.26 1,187.52 420.02 )
(7 N\
ALL DEPARTMENTS/AGENCIES
General 15,117.48 15,431.20 15,705.37
Federal 4,726.91 4,671.97 4,998.54
Special 4,521.58 4,463.31 3,397.47
State Road Fund 5,393.00 5,199.00 5,199.00
Other 7,933.22 8,313.01 8,378.29
\TOTAL 37,692.19 38,078.49 37,678.67/
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Economic Forecast

Executive Summary

West Virginia is on the upswing, adding jobs and residents, pushing down the unemployment rate, and making
progress closing the per capita personal income gap. The forecast calls for state gains to be sustained during the next
five years, but for growth rates to fall below the national level.

The state has added 17,600 jobs from the third quarter of 2003 to the second quarter of 2005, which is the most
recent quarter for which we have data. That’s quite a turnaround from the 9,700 jobs the state lost from the fourth
quarter of 2000 through the third quarter of 2003. West Virginia’s job losses during the first three years of this
decade were concentrated in the goods-producing sector, which is very common during economic downturns. The
state lost 12,000 goods-producing jobs, with those losses coming primarily in manufacturing, while the service-
providing sector added 2,300. The majority of the manufacturing job losses (6,600) came in durable-goods sectors
(glass, steel, and fabricated metals). Nondurable manufacturing also contributed to the job losses, with the chemicals
sector losing the most jobs (2,800). The service-providing sector added jobs during the period, but at a slow pace,
with health care and leisure and hospitality leading the way.

While goods-producing sectors, as a group, lost jobs at a rapid clip during the 2000-2003 period, they have
contributed to state job gains since 2003. In particular, job growth has been strong in the natural resources and
mining and construction sectors. Gains in natural resources and mining reflect high coal and natural gas prices
which are spurring activity. Construction job gains reflect low interest rates and an explosion of residential building
activity in the Eastern Panhandle. As usual, the state has seen large numbers of new jobs in the service-providing
sectors from the third quarter of 2003 to the second quarter of 2005. Most of these new jobs have come in health
care and social assistance (3,000); leisure and hospitality (including gaming, 2,700); professional and business
services (1,800); and government (1,800).

With rebounding job growth in the state since the third quarter of 2003, matching the national rate of growth (1.4%
annualized), the state has pushed the unemployment rate down from 6.1% in 2002 to 5.3% on average in 2004.

The state has also made progress in closing the per capita personal income gap since 2001. Indeed, the percentage
difference between West Virginia and the U.S. has fallen from -23.9% in 2001 to -22.3% by 2004. The gap has been
driven down by state gains in net earnings from work and transfer payments, with slower gains coming in dividends,
interest, and rent.

Finally, the state has added 7,900 residents since 2000, with net domestic migration accounting for the growth. West
Virginia remains the only state in the nation with negative natural increase (more deaths than births) and grew faster
than only North Dakota and the District of Columbia, both of which lost population during the period.

As summarized in Table 1, the state is forecast to continue on its upward swing during the next five years, with
expanding employment and rising inflation-adjusted income per capita, assuming continued national economic
growth. However, the state’s job and income growth is expected to fall below national rates during the forecast
period, which contributes to population stability in the neighborhood of 1.8 million residents.

The job forecast calls for the state to add 5,200 jobs per year during the next five years, which translates into an

annual rate of growth of 0.7% per year. That’s well above the average growth of the previous five years (0.3% per
year), but well below the expected national growth rate of 1.1% per year from 2005-2010.
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TABLE 1
W.Va. Anp U.S. Economic GROWTH
West Virginia Average Annual Growth Rates
Actual Forecast 1999-2004 2005-2010
1999 2004 2005 2010 W.Va. US. W.Va. U.S.

Total Nonfarm Jobs (000s) 726.0 736.2 743.9 770.1 0.3 0.4 0.7 11
Real Per Capita Income ($2000) 21,301 23,723 24,488 27,815 2.2 1.3 2.6 2.7
Population (000s) 1,812 1,815 1,816 1,808 0.0 1.0 -0.1 0.9
Unemployment Rate* (Percent) 6.3 5.3 4.8 4.6 -0.2 0.3 -0.0 -0.0

*Growth rate is average annual change.

Natural resources and mining continues to add jobs during the forecast, reflecting increased production of coal and
natural gas. Construction jobs also continue to grow, but at a slower pace than during the last five years, as rising
mortgage rates slow residential construction activity. Manufacturing continues to lose jobs, although the pace of the
decline slows. Manufacturing job losses are concentrated in primary metals and chemicals, with wood and furniture
products, transportation equipment (defense munitions, auto parts, aircraft), and plastic products expected to post
employment gains.

The bulk of the state’s job gains during the next five years are forecast to come in the service-providing sectors,
primarily professional and business services; health care and social assistance; and leisure and hospitality. Indeed,
these three sectors generate 75% of annual net job growth during the forecast. Professional and business services
benefit from continued national economic expansion, which supports activity at call centers and back-office
operations. Continued development of the state’s biometric and high-tech sectors also supports gains in this sector.
Health care and social assistance employment continue to rise, as health care accounts for an increasing share of
economic activity in the state and nationally. Leisure and hospitality jobs are forecast to continue to rise in the state,
reflecting growth in the tourism sector.

Job growth contributes to continued inflation-adjusted income gains during the forecast, which averages 2.6% per
year on a per capita basis. This rate comes in just below the national average of 2.7% per year. Together, these two
forecasts imply that the state does not fall much further behind the nation, but does not make much more progress in
closing the gap either.

Continued job and real income gains in the state, but at rates below those expected for the U.S., contribute to rough
migration balance (about the same number of residents moving in as moving out) during the forecast. Combined
with the state’s negative natural increase, this results in modest population losses during the next five years. However,
the state’s demographic transition continues during the forecast, with continued population losses in the younger age
groups (birth—-17 and 18-44) and population gains in the older age groups (45-64 and 65—-and-older).

Risks to the state forecast include the risk of a national economic downturn, which remains a possibility during the
forecast, with high energy prices and rising interest rates combined with declining federal fiscal stimulus. The state
also faces risks related to the primary metals and chemicals sectors, where large plant closures could disrupt overall
job gains.

The leisure and hospitality sector has significantly contributed to job gains in the state, but even this sector faces
increasing competitive pressures, with Pennsylvania preparing to ramp up slot machines at racetracks in the state.
Maryland continues to debate the issue, and if they decide to allow this activity at Maryland racetracks, that would
increase the pressure on similar operations in the Eastern Panhandle of West Virginia.
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Finally, there have been no cases of avian flu reported in the U.S. to date, but a potential outbreak poses a risk for the
poultry processing and agricultural sectors of the state economy, which are particularly concentrated in the Potomac
Highlands region. Should an outbreak in the state precipitate the destruction of a large share of poultry, the result
would adversely impact manufacturing employment and income growth.

This publication contains a wealth of information on the West Virginia economy. The next section, “West Virginia
Outlook,” covers in detail the state’s current economic performance and the forecast for the next five years. The
“Risks” section follows and investigates a number of possible alternative scenarios. The national forecast is
summarized in the “National Outlook” section, and the publication concludes with a data appendix and definitions
of frequently used terms.
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West Virginia Outlook

Recent Developments
In the Clear Again

The state is once again supporting record numbers of jobs, after nearly three years of dismal job growth performance
for both the state and the nation. Indeed, the state has added 17,600 jobs from the third quarter of 2003 to the
second quarter of 2005, which is the most recent quarter for which we have data. That translates into an annualized
rate of growth of 1.4%. That is also quite a turnaround from the 9,700 jobs the state lost from the fourth quarter of
2000 through the third quarter of 2003.

As Figure 1 shows, the jobs recession of 2000-2003 was much longer and a bit more severe than the recession of the
early 1990s, which lasted just a year in the state and produced 2,700 job losses. This decade’s state jobs recession,
dating from late 2000, lasted until the third quarter of 2003 and more than tripled the job loss of the previous
recession.* However, the difference between recession of the early 1990s and the recession of the early 2000s was
more in length than intensity. Indeed, the annualized rate of job loss was similar for the two downturns, with the rate
of job loss averaging 0.43% per year, while job loss during the more recent downturn was 0.48% per year.

FIGURE 1
W.VA. AND U.S. EMPLOYMENT
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The same general story holds for the U.S. jobs recessions: the recession of the 2000s was longer but of about the
same intensity, with annualized jobs losses of 1.1% for the early 2000s recession compared to 0.9% for the early
1990s. Note that the overall timing of the peaks and troughs in employment was very similar, although not exactly
the same, for the state and the nation. Note also that the intensity of both downturns was roughly twice as severe
nationally, but that U.S. growth, at an annualized rate of 1.4%, has matched the state since job growth revived in
2003.

* There was a spike in state jobs in the second quarter of 2000, due to hiring for Census 2000. Since the author’s interest is the state
business cycle, he ignored this temporary surge and chose the last quarter of 2000 as the peak in state jobs in 2000.
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As Figure 2 shows, West Virginia’s job losses during the first three years of this decade were concentrated in the
goods-producing sector, which is very common during economic downturns. The state lost 12,000 goods-producing
jobs, with those losses coming primarily in manufacturing. The service-providing sector added jobs during the
period, but at a slow pace, with health care and leisure and hospitality leading the way.

FIGURE 2
W.VA. JoBs FINALLY ON THE UpSwWING
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The manufacturing job loss from the fourth quarter of 2000 to the third quarter of 2003 totaled 10,700, which
translates into an annualized rate of job loss of 5.5%. The majority of the manufacturing job losses (6,600) came in
durable-goods sectors (glass, steel, and fabricated metals). Nondurable manufacturing also contributed to the job
losses, with the chemicals sector losing the most jobs (2,800). The manufacturing job losses during 2000-2003 were
depressingly common across states during the period, as national manufacturing jobs fell at an even higher rate
(6.3% annualized rate).

The manufacturing job losses during the early 2000s were connected to the overall U.S. recession, slow world
growth, intense competitive pressure, and a relatively strong U.S. dollar. As U.S. economic growth has gained
strength and the U.S. dollar has fallen, state manufacturing job losses have moderated, but not stopped, since the end
of 2003. Indeed, durable manufacturing has added jobs since the end of 2003, with gains in wood products,
fabricated metals, transportation equipment (defense munitions, auto parts, and aircraft). Steel and glass products, in
contrast, have continued to lose jobs due to intense national and international competition.

Nondurable manufacturing has continued to post job losses, with those losses concentrated in chemical products.
Indeed, job losses over the years have reduced chemical products employment to the point that it may no longer be
the largest manufacturing employer in the state.* While job losses have continued in the chemicals sector, they have
abated somewhat, likely due to rebounding economic growth and a falling dollar (which has dropped by 21.0% since
the beginning of 2002, on a West Virginia export-weighted basis). Offsetting the potential positive impact of the
falling dollar, which makes U.S. exports cheaper and imported goods more expensive, have been dramatically rising

* According to the state data from the Quarterly Census of Employment and Wages, there were 11,005 chemical product (NAICS 325) jobs
in 2004. Using the same dataset, there were 8,446 wood products jobs (NAICS 321), 2,093 furniture product jobs (NAICS 337), and
1,276 forestry and logging jobs (NAICS 113), for a total of 11,815 wood product and closely related jobs. These do not include indirect

or induced jobs.
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natural gas prices. Natural gas is an important input into the production process for some chemicals and has
experienced wellhead price increases from $2.95 per thousand cubic feet in 2002 to $6.06 per thousand cubic feet on
average through the first seven months of 2005 (before the hurricanes hit), according to the Energy Information
Administration. More recently, Hurricanes Katrina and Rita have significantly raised spot prices for natural gas, in
some cases doubling the spot price.

While goods-producing sectors, as a group, lost jobs at a rapid clip during the 2000-2003 period, they have jointly
contributed to state job gains since 2003. Note in particular the strong job growth rates posted by natural resources
and mining, as well as construction.

Gains in natural resources and mining reflect rising prices for coal and natural gas. In particular, spot coal prices for
selected grades of Northern and Central Appalachian steam coal remain in roughly double their 2002 levels, at $54
and $62 per ton, respectively. This has contributed to rising employment during the period, with coal mining jobs up
2,300 from the third quarter of 2003. Rising prices have also contributed to additional production during the period,
along with the reopening of several mines closed due to bankruptcy and accidents. As Figure 3 shows, production is
now back above 150 million tons at an annual rate, much improved from the 2003 level of 140 million tons.

FIGURE 3
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Construction jobs have also rebounded lately, adding 5,200 jobs from the third quarter of 2003. This rebound has
been accompanied by a surge in the value of construction contracts, as measured by F.W. Dodge, which suggests
that the value of construction contracts in the state (including infrastructure, nonresidential, and residential projects)
has risen from $1.7 billion in 2003 to $2.0 billion in 2004, and may reach $2.3 billion in 2005 if they stay on the pace
established during the first eight months of the year. The F'W. Dodge data shows the massive increase in residential
construction activity in the state since 2001. Indeed, the value of residential contracts has risen from $309 million in
2001 to $830 million by 2004, and data through the first eight months of the year suggests that the value could reach
$1.1 billion in 2005. Finally, residential construction activity has been highly concentrated in the Eastern Panhandle
region of the state (particularly Berkeley and Jefferson counties), which together accounted for 39.0% of the value of
statewide residential construction value in 2004.
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Even with skyrocketing residential building activity in West Virginia, the state has posted rising single-family home
prices, according to data from the Office of Federal Home Enterprise Oversight shown in Table 2. Note the marked
difference between the metropolitan areas, including the Eastern Panhandle and Potomac Highlands region counties
(Hagerstown-Martinsburg, which includes Morgan and Berkeley counties; Washington, which includes Jefferson
County; and Winchester, which includes Hampshire County). These metropolitan areas have posted single-family
house prices increases far above the national rate, including house price appreciation rates of nearly 20.0% from
2003-2004 alone. Strong house price appreciation in these markets is related to their strong population growth and
low mortgage interest rates and may also reflect a speculative bubble, according to research from the FDIC.

TABLE 2
Housk PRICE APPRECIATION IN
W.VA. METROPOLITAN STATISTICAL AREAS (MSAS)*

OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT

Annual Percent Change

2003-  1996- 1996- 2000-

2004 2004 2000 2004
Charleston MSA 3.4 3.0 2.6 34
Cumberland MSA 8.5 3.9 2.1 5.7
Hagerstown-Martinsburg MSA 18.0 6.2 2.4 10.0
Huntington-Ashland MSA 5.0 4.0 3.4 4.7
Morgantown MSA 10.6 4.2 2.4 6.1
Parkersburg-Marietta MSA 4.5 3.9 3.6 4.2
Wash.-Arl.-Alex. MSA 19.8 8.6 4.1 13.4
Weirton-Steubenville MSA 3.9 5.1 5.3 4.9
Wheeling MSA 5.3 4.6 4.2 5.0
Winchester MSA 19.8 7.1 2.8 115
Maryland 18.3 7.4 31 11.8
Virginia 15.2 7.0 4.0 10.2
West Virginia 6.8 4.0 2.9 5.2
U.S. 11.0 6.6 5.1 8.2

*MSAs with at least one West Virginia county.

Overall house price appreciation is lower for West Virginia as a whole, at 6.8% last year. Morgantown has seen
strong gains, but these do not seem strong enough to qualify as a bubble. Most of West Virginia’s metropolitan areas
have seen house price appreciation rates of between 3.0% and 10.0% during the last year, reflecting their slower (and
in some cases negative) population growth.

As usual, the state has seen large numbers of new jobs in the service-providing sectors from the third quarter of 2003
to the second quarter of 2005. Most of these new jobs have come in health care and social assistance (3,000); leisure

and hospitality (including gaming, 2,700); professional and business services (1,800); and government (1,800).

Professional and business services, an engine of new jobs during the 1990s, added just 300 jobs from the end of 2000
to the third quarter of 2003. Sluggishness in this sector can be traced to the overall national slowdown, which hit call
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center and employment service activity in all states. The rebound in activity lately is also likely attributable to
rebounding economic growth nationally. Professional and technical jobs, including engineers, lawyers, accountants,
computer programmers, among others, have continued to post steady gains since 2000, which reflects the gradual
development of the state’s high-tech and biometrics sectors.

Health care continues to support job growth in the state, as does leisure and hospitality. Gains in the tourism sector
are related both to gaming/gambling establishments in the state and to growth in restaurant and bar hiring.

Unemployment Rate Remains Near National Average
West Virginia’s unemployment rate fell from 6.0% in 2003 to 5.3% in 2004, while the national rate fell from 6.0% to
5.5%. For the state, the drop in the unemployment rate was driven by a large decline in the number of unemployed,
with no accompanying increase in resident employment. Thus, the household data suggest that the fall in the
unemployment rate has been more related to either the out-migration of unemployed residents or their lack of labor
market participation, than to revived employment opportunities. However, it is important to remember that the
household survey in the state relies on a much smaller sample than does the establishment survey. In addition, the
top priority of the household survey is to estimate the unemployment rate, not the levels of unemployment,
employment, or the labor force.

Population Crawls

According to the latest estimates from the Census Bureau, West Virginia added 3,900 residents in 2004 over 2003.
These estimates also suggest that the state added 7,900 residents since 2000, which translates into an annual rate of
growth of 0.1%. That’s the third slowest rate of growth posted by any state (including the District of Columbia) and
is well below the national rate of 1.0% per year, as Figure 4 shows. Both the District of Columbia and North Dakota
posted population losses during the period.
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Economic Forecast/West Virginia Outlook

While state population growth has been slow during the last four years, it has nevertheless been positive. The state’s
population growth has also been very concentrated in the Eastern Panhandle region (Berkeley, Jefferson, and
Morgan counties), which together added nearly 19,000 new residents since 2000. That means that without the
population gains in the Eastern Panhandle, the state’s population would have declined since 2000.

‘We can decompose West Virginia’s population growth into two major components: natural increase (births minus
deaths) and net migration. From 2000 to 2004, the state has posted negative natural increase, because 2,000 more
residents died than were born. This arises partly from the state’s high median age (highest in the country in 2000 at
38.9 years) and partly from health problems experienced by many of the state’s residents. In contrast, according to
the latest estimates, the state attracted nearly 10,000 more migrants than it lost. The majority of these net in-migrants
were from other U.S. states, but during this period about one-third came from outside the U.S.

West Virginia Income Gains Ground

West Virginia’s per capita personal income has risen from $23,256 in 2001 to $25,681 in 2004, which translates into
an annual growth rate of 3.4% per year. That’s well above the national rate of consumer price inflation during the
period of 2.2% per year, and it implies that the average standard of living of the state’s residents has risen. Indeed, it
has risen faster than nationally, because U.S. per capita personal income growth during the period was just 2.6% per
year, barely above the inflation rate.

Further, with the state’s income growth exceeding the national rate, West Virginia has made progress in closing the
per capita personal income gap. The income gap, measured as the percentage difference between the state and the
nation, has fallen from -23.9% in 2001 to -22.3% in 2004. The gap has been driven down by state gains in net
earnings from work and transfer payments, with slower gains coming in dividends, interest, and rent, relative to the
UsS.

Unfortunately, during the same period, the state’s rank in per capita personal income has fallen from 49th in 2001 to
50th in 2004. Thus, while West Virginia has made progress in closing the income gap, Arkansas has made a little
more progress. Mississippi still ranks last in the nation in per capita personal income.

West Virginia Commodity Exports Rise

The value of West Virginia’s commodity exports rose again in 2004, hitting $3.26 billion. That’s up significantly over
2003 with $2.38 billion, as Figure 5 shows. The state posted increases in all of the top five largest export industries,
with chemicals; transportation equipment (auto parts and aircraft); minerals and ores; computer and electronic
components; and primary metals posting increases over 2003.

West Virginia’s posted increases in the value of exports to each of its top five export destinations in 2004, which
were Canada, Mexico, Japan, Belgium, and the Netherlands. In 2004, 76.1% of the value of commodity exports
went to Canada, the Pacific Rim (including Japan and China), and the enlarged European Union. This is down from
the 84.9% share for these regions in 2003, due to a major surge in state commodity exports to Mexico.

West Virginia commodity export growth is related to overall world economic growth, which generates demand from
foreign consumers and businesses for our goods, and also to a major depreciation in the value of the U.S. dollar. As
the U.S. dollar depreciates against the currencies of our trading partners, U.S. (and West Virginia) produced goods
become cheaper to foreigners. Indeed, as noted above, since the first quarter of 2002, the West Virginia export-
weighted value of the U.S. dollar has fallen by 21.0%.
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FIGURE 5
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West Virginia Forecast

West Virginia’s economic performance depends in part on the growth of our trading partners, whether they are
located in New York, California, Canada, China, Belgium, or Mexico. Likewise, the state outlook depends in part
on a national forecast, which is summarized in detail in the “National Outlook” section of this publication.

In summary, the national forecast calls for the U.S. economy to continue growing during the next five years, but for
growth to slow as high energy prices, rising interest rates, and declining fiscal stimuli take their toll on the national
economy. This continued national growth sets the stage for continued economic growth in West Virginia. The state
forecasts for jobs by industry, the unemployment rate, population, and income are summarized in Tables 3 and 4.

The state is forecast to continue on its upward swing during the next five years, with expanding employment and
rising inflation-adjusted income per capita. However, the state’s job and income growth is expected to fall below
national rates during the forecast period, which contributes to population stability in the neighborhood of 1.8
million residents.

The job forecast, summarized in Figure 6, calls for the state to add 5,200 jobs per year during the next five years,
which translates into an annual rate of growth of 0.7% per year. That’s well above the average growth of the
previous five years (0.3% per year), but well below the expected national growth rate of 1.1% per year from 2005-
2010.

Natural resources and mining job growth is expected to remain positive during the forecast, as energy production in
the state rises. Coal production is forecast to rise from 154 million tons in 2005 to 163 million tons by 2008 as
additional coal mine investments come on-line. However, coal production drifts downward near the end of the
forecast period, as rising emission restrictions and the gradual installation of scrubbers at coal-burning electric
power generating plants (as well as rising competition from coal produced in western states) eats into the demand for
lower sulfur coals produced in the southern part of the state.
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Construction jobs continue to rise in the state, in part reflecting infrastructure and nonresidential building activity.
However, the pace slows from that set during the previous five years, as residential construction activity is likely to
soften as 30-year mortgage rates rise from 5.84% in 2004 to 7.6% by 2010.

FIGURE 6
W.VA. JoB GROWTH ACCELERATES DURING THE FORECAST
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Manufacturing job losses continue, but slow, during the forecast as many of the state’s largest sectors contend with
intense international competition and high energy costs. Both the primary metals (dominated by steel) and chemical
products sectors are expected to continue to post job losses during the forecast. However, those losses are partially
offset by gains in wood and furniture products, transportation equipment (defense-related ammunition, auto parts,
aircraft), and plastics and rubber.

The bulk of the state’s job gains during the next five years are forecast to come in the service-providing sectors,
primarily professional and business services; health care and social assistance; and leisure and hospitality. Indeed,
these three sectors generate 75% of annual net job growth during the forecast.

Professional and business services benefit from continued national economic expansion, which supports activity at
call centers and back-office operations. Continued development of the state’s biometric and high-tech sectors also
supports gains in this sector. Health care and social assistance employment continues to rise, as health care accounts
for an increasing share of economic activity in the state and nationally. Leisure and hospitality jobs are forecast to
continue to rise in the state, reflecting growth in the tourism sector of the state economy.

Job growth contributes to continued inflation-adjusted income gains during the forecast, which average 2.6% per
year on a per capita basis. This rate comes in just below the national average of 2.7% per year. Together, these two
forecasts imply that the state does not fall much further behind the nation, but does not make much more progress in
closing the gap either, as Figure 7 shows.
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FIGURE 7
W.VA. PER CAPITA PERSONAL INCOME GAP STABILIZES
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Continued job and real income gains in the state, but at rates below those expected for the U.S., contribute to rough
migration balance (about the same number of residents moving in as moving out) during the forecast. Combined
with the state’s negative natural increase, this results in modest population losses during the next five years. However,
the state’s demographic transition continues during the forecast, with continued population losses in the younger age
groups (birth-17 and 18-44) and population gains in the older age groups (45-64 and 65—-and-older).
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Economic Forecast

Risks

The baseline state outlook calls for continued economic gains during the next five years. However, since the future is
uncertain, we should consider risks to that forecast in order to be better prepared for the future.

Since West Virginia’s future economic growth depends in part on the future growth of our trading partners, the state
outlook depends on a national forecast. Thus, one obvious risk to the West Virginia outlook is the risk of
significantly slower national growth. Global Insight has created a pair of simulations designed to explore both
upside and downside risks to the national forecast.

Taking the upside risks first, Global Insight considers the impact of stronger (than under baseline assumptions)
productivity growth, better foreign economic growth, stronger business investment, lower federal deficits, better
housing performance, and lower energy prices. Not surprisingly, these more optimistic assumptions generate stronger
U.S. real GDP growth, as Figure 8 shows.

Turning to the downside risks, which Global Insight believes have a higher probability of occurring, this alternative
to the baseline U.S. outlook assumes slower productivity growth, a weaker dollar, a wider federal fiscal deficit,
higher energy and raw materials prices, and a major drop in construction activity which results from sharply higher
interest rates, as well as the assumption that recent house price increases turn out to be caused by an unsustainable
bubble. As Figure 8 also shows, the pessimistic scenario generates sharply lower real GDP growth through 2007.

FIGURE 8
U.S. REaL GDP GrowTH

BASELINE AND ALTERNATIVES
Forecasts FRoM GLOBAL INSiGHT OcToBER 2005
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Energy and raw materials prices are an important factor in generating the alternative forecasts, and the expectations
differ strongly across the three scenarios. However, as Figure 9 shows, one common element in the oil price forecasts
is the strong decline in those prices over time. Persistently higher energy prices play a role in the pessimistic
alternative by raising core inflation during the forecast, which prompts the Federal Reserve to raise the federal funds
rate 50 basis points above the level expected under baseline assumptions. This translates into lower consumer and
business investment spending, and also helps to further undercut the housing sector.
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FIGURE 9
WEST TEXAS INTERMEDIATE OIL PRICE
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Finally, the pessimistic alternative assumes rapidly retrenching residential construction activity and sharply lower
house prices by 2007. As Figure 10 shows, housing starts plummet from over 2.0 million units in the third quarter of
2005 to just 1.55 million by the end of 2007. The dramatic drop in housing construction activity reflects the rapid
decline in house prices, which fall by more than 20% during 2007, compared to 2006 levels. It also reflects sharply
higher 30 year mortgage rates in late 2006, which just exceed 10.0% by the end of 2006.

Sharply higher energy and raw materials prices will affect the state in several ways. In particular, higher coal and
natural gas prices have the potential to expand production activity with respect to these raw materials, benefiting
capital owners and employees in these sectors. However, the state is also composed of users/consumers of energy
which will be faced with higher prices that may dampen activity and employment in energy-consuming sectors. In
particular the chemical products sector is a major consumer of natural gas, both for energy and as a feedstock.
Further, to the extent that higher energy prices slow national economic growth, it has the potential to eat into the
demand for West Virginia’s finished goods and services, thus slowing state economic growth.

In addition, a scenario including sharply higher mortgage rates and declining house prices would dampen
construction activity in the state, just as it would nationally. Further, with the logging, wood products, and furniture
sectors accounting for a large share of manufacturing employment in West Virginia, slowing or declining
construction activity nationally would eat into expected growth in these sectors in the state.

Finally, there are state-specific risks to the forecast, including the possibility of major plant closures in chemical
products and steel. Both sectors face stiff international competition which is unlikely to abate in the near future.
Major closures in either or both of these sectors would significantly reduce the state job growth outlook. In addition,
service-providing sectors are increasingly subject to international competitive pressures, with call center activity in
the U.S. facing pressure from firms around the world.

There have been no cases of avian flu reported in the U.S. to date, but a potential outbreak poses a risk for the
poultry processing and agricultural sectors of the state economy, which are particularly concentrated in the Potomac
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Highlands region. Should an outbreak in the state precipitate the destruction of a large share of poultry located in
the state, the result would adversely impact manufacturing employment and income growth.

Finally, the leisure and hospitality sector has significantly contributed to job gains in the state, but even this sector
faces increasing competitive pressures, with Pennsylvania preparing to ramp up slot machines at racetracks in the
state. Maryland continues to debate the issue, and, if they decide to allow this activity at Maryland racetracks, that
would increase the pressure on similar operations in the Eastern Panhandle of West Virginia.

FIGURE 10
U.S. HOUSING STARTS

BASELINE AND ALTERNATIVES
ForecasTs FROM GLOBAL INSIGHT OcTOBER 2005
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Economic Forecast

National Outlook

George W. Hammond, Ph.D.
Justin Ross, Graduate Research Assistant

Trade is an important component of any state economy. After all, no state produces all of the goods and services
desired by its residents. Thus, state and regional economies are connected to the economic and political events
taking place in the U.S. and around the world. This also implies that the future performance of any single state
depends, at least to some extent, on the aggregate performance of all states and the world economy in general.
Likewise, the forecast for the West Virginia economy depends on a forecast for the U.S. and world economies. This
forecast, which comes from Global Insight, Inc. (a worldwide consulting and forecasting group), is summarized in
this section.

Recent Developments

The national economy is decelerating to its long-term rate of economic growth, as real GDP growth slowed from
4.2% in 2004 to 3.6% for the first half of 2005. Slower, but still positive, growth has been generated in part by
tightening monetary policy from the Federal Reserve (our nation’s central bank) and by rising oil prices. Indeed, as
shown in Figure 11, the price of a barrel of West Texas Intermediate oil spiked from about $30 at the end of 2003 to
around $60 by the third quarter of 2005.

FIGURE 11
ReAL GDP GrowTH SLows As Oi1L PriCES STABILIZE NEAR $45 PErR BARREL
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Strong output growth has been reflected in the job market as nonfarm payroll employment has added jobs at an
annual rate of 1.7% over the last three quarters. As a result, the unemployment rate has steadily declined from 5.5%
in 2004 to 5.1% in the second quarter of 2005, and nominal personal income has grown an average annual rate of
4.0% in the first half of 2005. However, inflation accelerated in the second quarter of 2005, as the consumer price
index rose 4.2%.

Anticipating accelerating inflation, the Federal Reserve’s monetary policy-making arm (Federal Open Market
Committee) has raised the target federal funds rate a quarter of a percent at each meeting since June 2004 (that’s 11
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times). This has raised the target federal funds rate from one percent in mid-2004 to 3.75% in September 2005, as
Figure 12 shows. With this advance action by the Federal Reserve, inflation has remained relatively timid during this
period with increases in the consumer price index, less the volatile food and energy prices, fluctuating between 1.5%
and 2.5%.

Consumers have been taking advantage of the historically low mortgage interest rates, which have fueled a housing
market boom, with the prices of existing homes growing over 8.3% every quarter since the beginning of 2004.

The nation has seen the twin deficits, the current account and the federal budget, widen significantly throughout the
2001 to 2004 period. The federal budget, shown in Figure 12, has fallen from a §127 billion surplus in 2001 to a $413
billion deficit in 2004. Meanwhile the current account deficit has grown at an annual rate of 19.7% over this period,
going from $389 to $668 billion in 2004. The current account deficit in 2004 is an all time record, even relative to
GDP.

This increase in liabilities to foreign investors has played a role in the devaluation of the U.S. dollar. The value of the
dollar against major trading partners has steadily declined since 2002, falling by 28.4% from the second quarter of
2002 to the second quarter of 2005. If it continues to drop, it will put cost pressure on businesses that depend on
inputs from abroad, but help firms that sell in foreign markets.

FIGURE 12
MOoNETARY AND FiscAL PoLicy TIGHTEN

DURING THE FORECAST
U.S. FORECAST FROM GLOBAL INSIGHT OcTOBER 2005
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National Forecast

The national forecast is summarized in Table 5 and was produced by Global Insight, Inc. in October 2005. Real
GDP growth is expected to remain above 3.0% into 2009, finishing 2005 at 3.5%. The effect of Hurricanes Katrina
and Rita are revealed in the second half of 2005, where quarterly growth is expected to be 3.4%