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N.C. State Budget, 2003-05: Summary of Recommendations

I. Overview of the North Carolina State Budget

Overview of Current Situation

Unlike most states, North Carolina has not experienced a post-legislative budget shortfall
for 2002-03. Through January 2003, revenues were slightly ahead of schedule and expenditures
were below forecast. The Office of State Budget and Management reduced allotments to state
agencies last fall to combat any unforeseen budget issues. While Governor Easley was forced to
invoke his constitutional authority to balance budgets in 2001 and 2002, the current state budget
has required no such action. National observers have noted the state’s conservative revenue
forecast and aggressive confrontation of the budget problem as the primary reasons for its current
stable position.

The current stability, however, does not translate into a comprehensive solution of
ongoing budget issues. The Governor’s major challenges in preparing the 2003-05 budget stem
from three primary sources: 1) the use of approximately $400 million in one-time revenue and
spending reductions to fund recurring operations in the 2002-03 budget, 2) the sunset of
increases in state sales and income taxes that would reduce revenues, and 3) anticipated growth
in spending due to increased enrollments at all levels of education, increased health care costs for
the Medicaid program and State Employee Health plan, and increased debt service to finance
higher education facility construction.

Summary of 2003-05 Budget

In building the budget, the Governor first reviewed continuation budget proposals from
state agencies. The 2003-05 continuation budget outlines the cost of providing the same level of
service in future years as was provided in the current budget year, with the exception of items
funded in the current year on a one-time basis. The 2003-04 continuation budget
recommendations would increase spending by $967 million. The primary sources of the increase
include Medicaid ($344 million), debt service ($176 million), public education ($144 million),
and prisons ($111 million). The gap between expected revenues and the proposed continuation
budget recommendations for 2003-04 totaled $1.15 billion.

After reviewing the continuation budget, Governor Easley then reviewed expansion
budget requests from state agencies. The Governor is dedicated to maintaining the state’s
commitment to the classroom at all levels of education, as well as providing essential health care
services. When recommended expansion items were included, the gap between revenues and
proposed expenditures increased to $1.69 billion for 2003-04.
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Summary of 2003-05 Budget - Continued

Governor Easley’s budget closes the gap by freezing the current tax structure in place for
an additional two years, as well as making substantial budget reductions to state agencies. This
freeze would halt scheduled tax cuts and some hold-harmless payments to local governments,
generating $461 million in 2003-04. In addition to these freezes, the Governor also recommends
intercepting some payments from the national tobacco settlement and using monies left over at
the end of the current fiscal year. Finally, Governor Easley recommends $836 million in
operating budget reductions in 2003-04 to balance the budget.

The final budget recommendation is $15,032 million for 2003-04 and $15,612 million for
2004-05. Overall General Fund operating and capital appropriations would increase by 4.7

percent in 2003-04 from current year levels and 3.8 percent in 2004-05 from recommended
2003-04 levels.

The original budget plans provided to Governor Easley when he assumed office in
January 2001 were $14,996 million for 2001-02 and $15,681 million for 2002-03. Governor
Easley’s proposed budget for 2004-05 is less than the budget provided to him for 2002-03.

Summary of Major Expansion Budget Recommendations

The Governor proposes a modest expansion budget focused primarily on education and
health initiatives. This recommendation provides full funding for enrollment increases in the
UNC system ($46.6 million), private colleges and universities ($2.8 million), and the community
college system ($29.8 million), as well as financial aid for needy UNC students ($10.3 million).
In addition, the Governor recommends providing funds for additional teachers to reduce class
size in the second grade and to support an additional 2,400 slots to prepare at-risk four year olds
for success in school through the More at Four Program. The budget also provides funds for the
annual step increase for public school teachers ($48.1 million) and for ABC bonuses earned in
the 2002-03 school year ($101 million).

The budget recommends additional funding for Health Choice, which will allow all
eligible children to receive health care insurance. In addition, expansion funds are recommended
for the Mental Health Trust Fund to facilitate the progress toward mental health reform and the
ACCESS program to promote less expensive, preventive care to Medicaid recipients. The
budget also provides funds to promote public health initiatives statewide, as well as additional
child abuse and neglect investigation teams to help regulate child care providers.

2
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Summary of Major Expansion Budget Recommendations - Continued

The Governor’s budget provides over $200 million in 2002-03 to support employee
benefit programs. Specifically, this proposal recommends a 1.6 percent pay increase for state
employees not included on the teacher salary schedule, as well as an additional 0.5 percent pay
increase for community college faculty and staff. In addition, the State Health Plan will receive
funds to cover increased employee related health care costs. The budget also begins repayment
of the funds withheld from the Retirement System in 2000-01 due to the budget crisis. Finally,
the Governor’s budget recommends a 1.5 percent cost-of-living adjustment for state government
retirees.

The following sections of this document provide details on the programs outlined above,
along with further reductions identified to balance the budget as submitted.
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Table 1A
Total North Carolina State Budget by Function
and Source of Funds
FY 2003-2004

General Highway

Function Fund Fund** Other Federal Total
General Assembly $ 41,561,463 - 928,000 $ - $ 42,489,463
Judicial 376,365,264 - 8,009,953 - 384,375,217
General Government 312,401,633 4,222,813 25,111,756 45,678,431 387,414,633
Public Safety & Regulation 128,663,519 134,878,475 75,158,660 263,033,296 601,733,950
Correction 940,718,058 - 10,450,055 - 951,168,113
Juvenile Justice 131,262,105 - 9,907,952 1,074,716 142,244,773
Education:

Public Education 5,998,996,820 31,822,636 3,231,819 913,941,236 6,947,992,511

Community Colleges 673,956,026 - 148,823,310 17,391,969 840,171,305

Universities 1,796,470,696 - 1,175,398,544 25,296,658 2,997,165,898
Subtotal Education 8,469,423,542 31,822,636 1,327,453,673 956,629,863 10,785,329,714
Transportation 11,429,525 1,910,003,926 6,703,890 866,112,666 2,794,250,007
Health and Human Svcs. 3,663,770,914 529,303 1,015,783,179 6,702,711,205 11,382,794,601
Environment

and Natural Resources 146,430,988 - 32,018,952 41,761,483 220,211,423
Agriculture and

Consumer Services 48,756,978 3,710,722 20,250,303 6,004,071 78,722,074
Clean Water Mgmt. Trust
Debt Service 388,941,868 33,706,050 15,500,000 - 438,147,918
Reserves and Transfers # 276,850,000 - - - 276,850,000
Total Current Operations 14,936,575,857 2,118,873,925 2,547,276,373 8,883,005,731 28,485,731,886
Capital Improvement - App 29,407,000 7,000,000 - - 36,407,000
Capital Improvement R&R - - - - -
Savings Reserve - - - - -
Clean Water Mgmt Trust 66,381,860 - - - 66,381,860
Total Appropriations 15,032,364,717 2,125,873,925 2,547,276,373 8,883,005,731 28,588,520,746
General Obligation Bonds 971,550,000 - - - 971,550,000
Grand Total $ 16,003,914,717 § 2,125,873,925 § 2,547,276,373 $  8,883,005,731 §$§ 29,560,070,746

*% Includes Highway Fund and Highway Trust Fund.
# Includes appropriation for the state employee's compensation increases and the state health plan.
Note: Highway Fund appropriation excludes $16.4 million transferred to the General Fund

and $252.4 million transferred from the Highway Trust Fund to the General Fund.
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Table 1B
Total North Carolina State Budget by Function
and Source of Funds
FY 2004-2005

General Highway

Function Fund Fund** Other Federal Total
General Assembly 44,971,305 - $ 978,000 $ - 45,949,305
Judicial 381,629,042 - 8,010,188 - 389,639,230
General Government 313,563,232 4,226,491 23,959,610 45,678,431 387,427,764
Public Safety & Regulation 122,662,020 135,176,134 74,375,329 263,041,917 595,255,400
Correction 945,911,249 - 10,430,355 - 956,341,604
Juvenile Justice 134,409,130 - 9,901,052 1,074,716 145,384,898
Education:

Public Education 6,018,823,114 32,506,800 3,231,819 913,941,236 6,968,502,969

Community Colleges 673,765,340 - 148,823,310 17,391,969 839,980,619

Universities 1,831,421,636 - 1,175,420,585 25,300,993 3,032,143,214
Subtotal Education 8,524,010,090 32,506,800 1,327,475,714 956,634,198 10,840,626,802
Transportation 11,460,101 1,209,571,437 6,708,387 890,114,395 2,117,854,320
Health and Human Svecs. 3,997,702,657 529,303 1,094,709,264 7,628,527,987 12,721,469,211
Environment

and Natural Resources 151,194,700 - 32,018,952 41,761,483 224,975,135
Agriculture and

Consumer Services 48,795,084 3,786,844 20,275,498 5,999,471 78,856,897
Debt Service 475,635,400 56,805,675 7,500,000 - 539,941,075
Reserves and Transfers # 394,000,000 - - - 394,000,000
Total Current Operations 15,545,944,010 1,442,602,684 2,616,342,349 9,832,832,598 29,437,721,641
Capital Improvement - App - 10,000,000 - - 10,000,000
Capital Improvement R&R - - - - -
Savings Reserve - - - - -
Clean Water Mgmt Trust 66,381,860 - - - 66,381,860
Total Appropriations 15,612,325,870 1,452,602,684 2,616,342,349 9,832,832,598 29,514,103,501

General Obligation Bonds

Grand Total

** Includes Highway Fund and Highway Trust Fund.

752,700,000

752,700,000

16,365,025,870  $

1,452,602,684 $ 2,616,342,349 $

9,832,832,598

$  30,266,803,501

# Includes appropriation for the state employee's compensation increases and the state health plan.

Note: Highway Fund appropriation excludes $16.9 million transferred to the General Fund
and $231.8 million transferred from the Highway Trust Fund to the General Fund.
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II. Economic Outlook for 2003-05

A. For the Nation

Summary of the Baseline Forecast

OSBM has consulted with Global Insight, Inc. (formerly DRI-WEFA) regarding the
prospects for economic growth for both the nation and North Carolina during the 2003-05
biennium. Global Insight’s baseline economic forecast for the U.S. economy assumes that the
current recovery proceeds somewhat erratically, but without slipping back into recession. As the
push from consumer spending and the housing market abates, business investment recovers and
picks up the slack.

Federal spending for security (both overseas and homeland) continues to surge, more
than offsetting any cutbacks at the state and local level. In the spring of 2003, new and
accelerated reductions in personal income taxes give a kick start to consumer spending.

Oil prices retreat at midyear 2003 as the war with Iraq is either won or indefinitely
postponed. The dollar falls from its high, but remains strong, as investors take a gradual
approach to moving funds away from the U.S. This caution allows the U.S. to continue running
a large current account deficit.

Despite the temporary run-up in oil prices, inflation remains well under control. With
both the fiscal and monetary stimulus, as well as declining oil prices, economic growth and job
creation improve markedly in 2004. Real GDP growth averages 2.9% in 2003, but accelerates to
4.5% and 3.7% in 2004 and 2005 respectively.

The Pessimistic Alternative Forecast

Global Insight routinely provides alternative economic forecasts, both upside and
downside scenarios. Given a perspective of caution, only the downside alternative is discussed
here. The pessimistic scenario assumes a mild, double-dip recession in the first half of 2003. As
the economy stalls, recent improvements in corporate profitability are reversed. In an effort to
improve the bottom line despite lagging revenues, businesses delay investment and postpone
hiring to even a greater extent than the baseline.

Consumer spending is also at risk. Household budgets are stretched thinner than ever,
and credit problems are on the rise. The housing market also shows signs of cooling off.
Average prices are slipping, and sales are taking longer. The pessimistic case assumes that the
housing bubble bursts, and consumer spending finally succumbs to the new reality of low wage
increases and falling interest rates.
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Weak final demand results in a decline in economic growth over the first half of 2003.
With federal spending increases, the Federal Reserve provides another monetary boost by
lowering the federal funds rate to 1.00%.

What finally comes to the rescue is time. Inventories are at bare bones levels and
companies are returned to profitability. The rehiring cycle begins in the second half of 2003.
With unemployment declining, the housing market picks up again, and nonresidential
construction follows.

By 2004, both consumers and businesses make up for lost time. Vehicle sales surge
briefly to an 18-million unit annual rate. Investment in equipment and software climbs at a
double-digit pace. Manufacturing activity gets a double boost, first from the pickup in sales,
then from the need to rebuild inventories.

Following an anemic 1.0% gain in 2003, real GDP growth jumps to 4.7% in 2004 and
4.1% in 2005. A comparative summary of both the baseline and pessimistic forecasts is shown
in Table 2.
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Table 2
UNITED STATES ECONOMIC OUTLOOK
BASELINE VS. PESSIMISTIC

2003 2004 2005

Real Gross National Product

Baseline 2.9 4.5 3.7

Pessimistic 1.0 4.7 4.1
Real Consumption

Baseline 2.7 4.1 3.5

Pessimistic 04 4.3 4.1
Real Business Investment — Equipment and Software

Baseline 8.0 11.8 8.5

Pessimistic 2.2 10.1 12.5
Nonfarm Employment

Baseline 0.8 2.5 1.9

Pessimistic -0.1 2.0 2.4
Unemployment Rate (%)

Baseline 5.9 53 5.0

Pessimistic 6.5 6.1 5.5
Personal Income (Nominal)

Baseline 4.7 6.4 6.0

Pessimistic 3.6 5.5 6.6
Corporate Profits (Before Tax)

Baseline 12.6 17.8 -1.9

Pessimistic 2.2 37.6 -1.1
Housing Starts

Baseline -6.1 -5.6 1.9

Pessimistic -13.2 9.3 6.0
Light Vehicle Sales

Baseline 1.6 -14 1.8

Pessimistic -9.6 16.3 0.1

Source: Global Insight, Inc.
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B. For North Carolina

Summary of the Baseline Forecast

The baseline forecast for North Carolina foresees the State improving in near lockstep
with the U.S. Total nonfarm employment will increase by an average of 0.8% in 2003, with the
unemployment rate slowly receding to 5.7% by year-end. Mirroring most of the 1980s and
1990s, the services sector will be the engine of job creation in North Carolina, increasing by
2.7% in 2003.

The resumption of business equipment investment is a mixed blessing. New orders to
North Carolina equipment manufacturers will begin to recover. However, the resultant gains in
productivity blunt improvement in the State labor market condition. Productivity gains, along
with a continued shift toward offshore sites, points toward a continued reduction in
manufacturing jobs.

After a 3.5% estimated gain for 2002, North Carolina. nominal personal income growth
accelerates to 4.3% in 2003. The 2004-2005 period projects continued economic improvement
in North Carolina. Total nonfarm employment growth jumps to 2.1% and 1.9% in 2004 and
2005 respectively. Although industrial output climbs at an average rate of 7.2% in 2004-2005,
the number of manufacturing jobs continues a long-run downward trend, declining at a 0.5%
average rate. It is no surprise that the upturn in new jobs is concentrated in services, particularly
medical, educational, and travel-related sectors.

State retail sales growth accelerates over the forecast period, averaging 4.5%, or about

2% above the rate of consumer price inflation. The North Carolina housing sector remains
healthy, with new housing starts averaging 80,000 units annually during 2004-2005.

The Pessimistic Alternative Forecast

As in 1990-1991, the 2003 economic slowdown will hurt North Carolina’s labor market
more than the rest of the nation. Nonfarm job growth in North Carolina. trails in both 2003 and
2004. North Carolina. will lose nearly 14,000 jobs from the second quarter of 2003 to year-end,
as opposed to a 57,000 gain in the baseline forecast. The main culprits behind the weakness are
manufacturing and services.

Manufacturing has lost jobs nearly every quarter since 1995, and losses accelerated from
the summer of 2001 to the summer of 2002 with 85,000 jobs vanishing. While the declines
slowed in the latter half of 2002, they will pick up again during the “double-dip” phase as firms
further defer investments in labor and capital. The hardest hit sectors are the usual suspects — the
State’s long-suffering traditional industries of textiles, apparel, and furniture, along with
machinery and computer equipment.
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While the service sector has been the main generator of jobs in North Carolina, its
weakness in 2001 and 2002 significantly slowed employment growth. In the downside
alternative forecast, an expected rebound in 2003 is delayed, as business services continue to
struggle and consumers limit discretionary spending, especially for recreation. Job gains in
services are limited to a moderate 1.2% in 2003 (compared to 2.7% in the Baseline) before
resurging to 3.4% in 2004 (but again not as strong as the 4.2% gain projected in the Baseline).

The weakened job market will lead to higher unemployment rates, including the State’s
highest in nearly 20 years. Instead of the worst being behind us, the pessimistic case calls for a
new rise in the jobless rate, peaking at 7.0% in late 2003.

Among the other indicators — retail sales, car registrations, and housing starts — there will
be significant weakness in 2003. All are off sharply in the pessimistic simulation compared to
the baseline, but each rebound in calendar 2004. A comparison of the key economic indicators

for North Carolina is shown on a calendar year basis in Table 3, along with State fiscal years in
Table 4.

10
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Table 3
NORTH CAROLINA ECONOMIC OUTLOOK
BASELINE VS. PESSIMISTIC

Calendar Years

2003 2004 2005

Total Nonfarm Employment

Baseline 0.8 2.1 1.9

Pessimistic -0.3 1.1 2.2
Total Manufacturing Employment

Baseline -0.6 -0.5 -0.7

Pessimistic -2.0 -2.0 0.5
Total Services Employment

Baseline 2.7 4.2 3.1

Pessimistic 1.2 34 34
Total Personal Income

Baseline 4.3 5.8 5.5

Pessimistic 2.5 5.0 6.1
Wage and Salary Disbursements

Baseline 4.2 6.1 5.9

Pessimistic 2.5 4.7 6.3
Retail Sales

Baseline 4.6 4.5 4.4

Pessimistic 1.6 4.5 5.3
Car and Light Truck Registrations

Baseline -3.8 10.3 -14

Pessimistic -15.2 22.1 04
Housing Starts

Baseline -2.8 53 4.1

Pessimistic -9.0 7.6 6.6

Source: Global Insight, Inc.

11
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Table 4
NORTH CAROLINA ECONOMIC OUTLOOK
BASELINE VS. PESSIMISTIC

State Fiscal Years

2002-03 2003-04 2004-05

Total Nonfarm Employment

Baseline 0.2 1.5 2.1

Pessimistic -1.7 -0.1 2.2
Total Manufacturing Employment

Baseline -1.7 -0.6 -0.5

Pessimistic -2.0 -3.1 0.2
Total Services Employment

Baseline 0.7 2.0 2.7

Pessimistic 0.2 0.6 2.6
Total Personal Income

Baseline 4.5 5.0 59

Pessimistic 39 2.8 6.4
Wage and Salary Disbursements

Baseline 3.8 5.1 6.2

Pessimistic 32 2.9 6.2
Retail Sales

Baseline 4.8 4.5 4.4

Pessimistic 3.8 1.6 6.3
Car and Light Truck Registrations

Baseline 2.6 2.0 3.7

Pessimistic -6.8 -5.8 204
Housing Starts

Baseline 0.2 0.6 6.4

Pessimistic -3.7 -4.4 12.1

Source: Global Insight, Inc.
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I11. General Fund — Revenue Forecast

Revenue Forecast under Current Law

The General Fund revenue forecast for fiscal year 2002-03 authorized by the 2002
Session of the General Assembly was founded on the “basis of a continued sluggish
[economic] recovery.” As a result of this conservative forecast, actual General Fund
collections for the first seven months of 2002-03 have exceeded the budget target slightly by
0.7%, or $60 million. The current forecast assumes a continuation of this positive
performance, with revenue overcollections reaching a total of $114 million by the end of the
fiscal year.

As discussed in Section II, with a bias toward caution, the range of nominal North
Carolina personal income growth for 2003-04 falls between 2.8% and 5.0%. Under both the
baseline and pessimistic economic forecast scenarios, personal income growth exceeds 5.5%
in 2004-05. Recognizing the high level of economic uncertainty in the near term, Governor
Easley’s budget recommendations for 2003-05 are founded upon an economic growth rate of
3.5% in 2003-04, followed by acceleration to 5.5% growth in 2004-05. General Fund
revenue estimates driven by these economic growth assumptions are shown in Table 5.
These estimates incorporate the fiscal impact of all revenue changes enacted by the 2001 and
2002 sessions.

General Fund Revenue Adjustments

For 2003-05, Governor Easley is recommending the following actions in order to
supplement General Fund revenue availability:

1. Maintain the state sales and use tax rate at 4 /2% through June 30, 2005.

2. Maintain the top individual income tax bracket at 8.25% until January 1, 2006.

3. Delay the scheduled changes to the individual income tax personal exemption for
married taxpayers filing jointly (“marriage penalty”) until January 1, 2006.

4. Delay the scheduled changes to the tax credit for children until January 1, 2006.

5. Provide no hold-harmless payments to local governments whose gain from a half cent
sales tax increase is less than 100% of their loss from the repealed state tax
reimbursements.

13
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These recommendations will provide support to the General Fund in the following amounts:

2003-04 2004-05
($ Millions)

1. Maintain state sales tax rate $346.5 $388.2
2. Maintain income tax top bracket 37.5 84.4
3. Delay personal exemption changes 334 47.0
4. Delay child credit changes 20.3 54.1
5. Provide no hold-harmless payments 23.0 19.0
Total additional revenue $460.7 $592.7

Lastly, as shown in Table 5, the Highway Trust Fund transfer reflects the continuation of the
2002-03 $80 million inflationary increase during the 2003-05 biennium and the scheduled
payback of the 2002-03 one-time transfer ($125 million), which begins in 2004-05.

14



15



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund - Revenue Forecast

Tax Revenue:
Individual Income
Sales and Use
Corporate Income
Franchise
Inheritance
Privilege License
Tobacco Products
Alcoholic Beverage
Gift
Insurance
Piped Natural Gas
Miscellaneous
Total

%Change
Nontax Revenue:
Investment Income
Judicial Fees
Insurance Department
Disp. Share Receipts
Miscellaneous

Total

Transfers:
Highway Fund
Highway Trust Fund

Total Revenue
%Change

Table 5
General Fund Revenue
2002-03 2003-04 2004-05
Current Law Adjustments Total Current Law Adjustments Total

$7,275,610,000 $7,483,390,000 $91,200,000  $7,574,590,000 $7,979,810,000 $185,500,000 $8,165,310,000
3,967,090,000 3,726,310,000 369,500,000 4,095,810,000 3,932,690,000 407,200,000 4,339,890,000
935,830,000 880,330,000 880,330,000 909,220,000 909,220,000
444,770,000 466,270,000 466,270,000 493,380,000 493,380,000
117,880,000 120,180,000 120,180,000 128,470,000 128,470,000
43,420,000 45,120,000 45,120,000 46,930,000 46,930,000
44,810,000 43,890,000 43,890,000 42,990,000 42,990,000
172,190,000 177,710,000 177,710,000 183,820,000 183,820,000
11,560,000 12,160,000 12,160,000 12,580,000 12,580,000
391,540,000 404,840,000 404,840,000 433,320,000 433,320,000
36,050,000 37,390,000 37,390,000 38,850,000 38,850,000
1,100,000 1,110,000 1,110,000 1,100,000 1,100,000
$13,441,850,000  $13,398,700,000 $460,700,000 $13,859,400,000 $14,203,160,000 $592,700,000 $14,795,860,000
3.1% 6.8%
$116,430,000 $113,900,000 $113,900,000 $119,690,000 $119,690,000
121,970,000 137,520,000 137,520,000 144,430,000 144,430,000
50,472,586 51,900,000 51,900,000 53,900,000 53,900,000
107,343,682 100,000,000 100,000,000 100,000,000 100,000,000
212,960,000 116,050,000 116,050,000 120,100,000 120,100,000
609,176,268 519,370,000 519,370,000 538,120,000 538,120,000
$15,300,000 $16,379,000 $16,379,000 $16,910,000 $16,910,000
377,400,000 252,422,125 252,422,125 231,774,330 231,774,330
$14,443,726,268  $14,186,871,125 $460,700,000 $14,647,571,125  $14,989,964,330 $592,700,000 $15,582,664,330

1.4%

6.4%
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Table 6
Recommended Availability and Appropriations
2003-05
FY 2003-04 FY 2004-05
Description Recommended Recommended
Beginning Availability:
Easley Executive Order # 22 100,000,000 $ -
Credit Balance FY 2002-03 (Reversions & Overcollections) 375,000,000 -
Credit to Savings Reserve Account (100,000,000) -
Credit to Repairs and Renovations Reserve (50,000,000) -
Beginning Unreserved Credit Balance 325,000,000 -
Revenue:
Tax:
Income (Individual & Corporate) 8,448,920,000 9,064,530,000
Sales and Use 4,095,810,000 4,339,890,000
Other Tax 1,314,670,000 1,391,440,000
Total Tax 13,859,400,000 14,795,860,000
Nontax 519,370,000 538,120,000
Transfers 328,801,125 308,684,330
Total Revenue 14,707,571,125 15,642,664,330
Total Availability 15,032,571,125 15,642,664,330
Appropriations:
Recommended Continuation Budget 15,322,038,681 16,008,250,667
Recommended Budget Reductions (835,920,867) (930,972,021)
Recommended Expansion Budget 546,246,903 535,047,224
Total Recommended Appropriations 15,032,364,717 15,612,325,870
Total Ending Balance 206,408 $ 30,338,460
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Table 7A

R ded Changes to the FY 2003-2004 General Fund Budget
FY 2003-04
General R ded FY 2003-04 Net

Line | Budget Continuation Reductions Expansion Net R ded Position

# Code Function Appropriation Recurring Nonrecurring Position Recurring Nonrecurring Position Change Appropriation Change

1 Health and Human Services:

2 14410 |Central Administration $ 99,449,713 | § (23,265,880) | $ - (1.00)| $ 7,400,000 | $ 1,200,000 - (14,665,880) | $ 84,783,833 (1.00)

3 14411 |Aging 28,585,838 (1,000,000) - - - - - (1,000,000) 27,585,838 -

4 14420 |Child Development 267,002,174 (7,823,536) - - 613,529 - 15.00 (7,210,007) 259,792,167 15.00

5 " Smart Start - - -

6 14424 |Education Services 33,168,936 (1,302,074) - (9.23) - - - (1,302,074) 31,866,862 (9.23)

7 14430 |Public Health 130,648,960 (2,906,673) - (3.25) - - - (2,906,673) 127,742,287 (3.25)

8 14440 |Social Services 184,886,538 (6,731,604) - - - - - (6,731,604) 178,154,934 -

9 14445 |Medical Assistance 2,538,978,314 (253,386,419) - - 1,423,761 - - (251,962,658) 2,287,015,656 -

10 | 14446 |Child Health 37,317,907 - - - 13,050,123 - - 13,050,123 50,368,030 -

11 14450 |Services for the Blind 9,533,508 (180,838) - (4.00) - - - (180,838) 9,352,670 (4.00)

12 14460 |Mental Health/DD/SAS 581,275,947 (23,651,964) - - - - - (23,651,964) 557,623,983 -

13 14470 |Facility Services 14,442,802 (5,000,272) - - - - - (5,000,272) 9,442,530 -

14 | 14480 |Vocational Rehabilitation 40,645,338 (603,214) - - - - - (603,214) 40,042,124 -

15 Total Health & Human Services 3,965,935,975 (325,852,474) - (17.48) 22,487,413 1,200,000 15.00 (302,165,061) 3,663,770,914 (2.48)

16

17 Natural and Economic Resources:

18 13700 |Agriculture & Consumer Services 51,041,728 (2,284,750) - (16.00) - - - (2,284,750) 48,756,978 (16.00)

19 | 14600 |Commerce 35,569,253 (2,435,811) - - - - - (2,435,811) 33,133,442 -

20 14601 Commerce - State Aid to Nonstate Entities 20,808,730 (746,266) - - - - - (746,266) 20,062,464 -

21 14300 Environment and Natural Resources 153,070,901 (6,069,123) (1,070,790) (18.11) - 500,000 8.00 (6,639,913) 146,430,988 (10.11)

22 14301 |Clean Water Management Trust Fund 100,000,000 (33,618,140) - - - - - (33,618,140) 66,381,860 -

23 13010 |NC Housing Finance 4,750,945 - - - - - - - 4,750,945 -

24 | 13800 |Labor 13,936,595 (671,594) - (12.75) - - - (671,594) 13,265,001 (12.75)

25 Total Natural and E ic Resources 379,178,152 (45,825,684) (1,070,790) (46.86) - 500,000 8.00 (46,396,474) 332,781,678 (38.86)

26

27 Justice and Public Safety:

28 | 14500 Correction 985,276,327 (44,558,269) - (3.00) - - - (44,558,269) 940,718,058 (3.00)

29 | 14900 |Crime Control & Public Safety 28,706,140 (617,367) - (1.00) - - - (617,367) 28,088,773 (1.00)

30 | 12000 |Judicial 310,319,781 (3,603,124) (3,400,000) - - - - (7,003,124) 303,316,657 -

31 12001 |Judicial - Indigent Defense 75,049,607 (2,001,000) - - - - - (2,001,000) 73,048,607 -

32 13600 |Justice 73,508,002 (1,722,224) (1,273,500) (16.00) 134,572 35,058 6.00 (2,826,094) 70,681,908 (10.00)

33 14060 |Juvenile Justice 135,679,902 (4,218,525) (199,272) - - - - (4,417,797) 131,262,105 -

34 Total Justice and Public Safety 1,608,539,759 (56,720,509) (4,872,772) (20.00) 134,572 35,058 6.0 (61,423,651) 1,547,116,108 (14.00)

35

36 General Government:

37 | 14100 |Administration 56,925,133 (6,177,915) - (18.00) - 50,000 - (6,127,915) 50,797,218 (18.00)

38 | 13300 |State Auditor 10,847,686 (542,384) - (3.00) - - - (542,384) 10,305,302 (3.00)

39 | 14800 |Cultural Resources 54,627,586 (1,576,628) - (17.55) - - - (1,576,628) 53,050,958 (17.55)

40 14802 | Cultural Resources - Roanoke Island 1,720,952 (86,047) - - - - - (86,047) 1,634,905 -

41 11000 |General Assembly 42,858,926 (1,297,463) - - - - - (1,297,463) 41,561,463 -

42 13000 |Governor's Office 5,112,108 (255,605) - - - 130,000 - (125,605) 4,986,503 -

43 13900 |Insurance 23,364,277 (1,393,214) - - - - - (1,393,214) 21,971,063 -

44 13901 |Insurance - Worker's Compensation Fund 4,500,000 - - - - - - - 4,500,000 -

45 13100 |Lieutenant Governor 633,293 (31,571) - - - - - (31,571) 601,722 -

46 18210 |Office of Administrative Hearings 2,540,719 (127,036) - (2.00) - - - (127,036) 2,413,683 (2.00)

47 | 14700 Revenue 76,720,217 (3,183,394) - (12.00) - - - (3,183,394) 73,536,823 (12.00)

48 18300 Rules Review Commission 310,454 - - - - - - - 310,454 -

49 | 13200 Secretary of State 8,210,304 (369,515) (41,000) (2.00) - - - (410,515) 7,799,789 (2.00)

50 | 18025 State Board of Elections 3,123,646 (156,183) - - 490,537 4,184,776 - 4,519,130 7,642,776 -

51 13005 |State Budget and Management (OSBM) 4,428,558 (221,428) - - - - - (221,428) 4,207,130 -

52 13085 |OSBM - Special Appropriations 3,080,000 - - - - - - - 3,080,000 -

53 14160 | Office of State Controller 10,046,077 (351,613) - - - - - (351,613) 9,694,464 -

54 | 13410 State Treasurer 8,063,750 (645,100) - (3.00) - - - (645,100) 7,418,650 (3.00)

55 13412 | State Treasurer - Retirement / Benefits 7,131,179 - - - - - - - 7,131,179 -




Table 7A

R ded Changes to the FY 2003-2004 General Fund Budget
FY 2003-04
General R ded FY 2003-04 Net

Line | Budget Continuation Reductions Expansion Net R ded Position

# Code Function Appropriation Recurring \ Nonrecurring \ Position Recurring \ Nonrecurring \ Position Change Appropriation Change

56 Total General Government 324,244,865 (16,415,096) (41,000) (57.55) 490,537 4,364,776 - (11,600,783) 312,644,082 (57.55)

57 \ \ \ \ \ \ \ \ \

58 | 14222 Transportation 12,842,163 (1,412,638) - - - - - (1,412,638) 11,429,525 -

59

60 Education:

61 13510 |Public Schools 6,086,682,250 (193,488,724) (21,000,000) (1,610.70) 25,303,294 101,500,000 571.00 (87,685,430) 5,998,996,820 (1,039.70)

62 16800 |Community Colleges 671,476,663 (27,354,481) - - 29,833,844 - 472.00 2,479,363 673,956,026 472.00

63 160xx | University System 1,659,327,381 (82,013,772) (13,889,896) (247.00) 49,390,409 - 518.00 (46,513,259) 1,612,814,122 271.00

64 | 16095 | UNC - Hospital 39,303,483 - - - - - - - 39,303,483 -

65 |16011,12) UNC - GA Passthrough 137,721,277 (3,618,186) - - 10,250,000 - - 6,031,814 144,353,091 -

66 Total Education 8,594,511,054 (306,475,163) (34,889,896) (1,857.70) 114,777,547 101,500,000 1,561.00 (125,087,512) 8,469,423,542 (296.70)

67 \ \ \ \ \ \ \ \ \

68 Net Agency Ch 14,885,251,968 (752,701,564) (40,874,458) (1,999.59) 137,890,069 107,599,834 1,590.00 (548,086,119) 14,337,165,849 (409.59)

69

70 Debt Service:

71 19420 | General Debt Service 430,130,765 (42,344,845) - - - - - (42,344,845) 387,785,920 -

72 19425 | Federal Reimbursement 1,155,948 - - - - - - - 1,155,948 -

73 Total Debt Service 431,286,713 (42,344,845) - - - - - (42,344,845) 388,941,868 -

74

75 Reserves & Adjustments:

76 19001 |Contingency and Emergency Reserve 5,000,000 - - - - - - - 5,000,000 -

77 19003 |Compensation Increase Reserve - - - - 126,250,000 6,100,000 - 132,350,000 132,350,000 -

78 19004 |Salary Adjustment Reserve 500,000 - - - - - - - 500,000 -

79 Retirement System Reserve - - - - 21,000,000 26,000,000 - 47,000,000 47,000,000 -

80 Easley Health Initiative - - - - 5,000,000 - - 5,000,000 5,000,000 -

81 19039 |Reserve - HIPPA Implementation - - - - - 5,000,000 - 5,000,000 5,000,000 -

82 19043 |Health Plan Reserve - - - - 72,000,000 - - 72,000,000 72,000,000 -

83 19049 |Mental Health/DD/SAS Trust Fund

Reserve - - - - - 10,000,000 - 10,000,000 10,000,000 -

84 Total Reserves & Adjustments 5,500,000 - - - 224,250,000 47,100,000 - 271,350,000 276,850,000 -

85

86 Capital:

87 Capital Improvements - - - - - 29,407,000 - 29,407,000 29,407,000 -

88 Total Capital - - - - - 29,407,000 - 29,407,000 29,407,000 -

89 \ \ \ \ \ \ \ \

90 Total General Fund Budget $ 15,322,038,681 $  (795,046,409) $ (40,874,458) (1,999.59) $ 362,140,069 $ 184,106,834 1,590.00 $ (289,673,964) $ 15,032,364,717 (409.59)




Table 7B

R ded Changes to the FY 2004-2005 General Fund Budget
FY 2004-05
General R ded FY 2004-05 Net

Line | Budget Continuation Reductions Expansion Net R ded Position

# Code Function Appropriation Recurring Nonrecurring Position Recurring Nonreccuring Position Change Appropriation Change

1 Health and Human Services:

2 14410 |Central Administration $ 100,272,566 | $ (24,088,733) | $ - (1.00)| $ 7,400,000 | $ - - (16,688,733) | $ 83,583,833 (1.00)

3 14411 |Aging 28,585,838 (1,000,000) - - - - - (1,000,000) 27,585,838 -

4 14420 |Child Development 267,006,355 (7,827,717) - - 807,055 - 15.00 (7,020,662) 259,985,693 15.00

5 " Smart Start - - -

6 14424 |Education Services 32,945,950 (1,215,874) - (9.23) - - - (1,215,874) 31,730,076 (9.23)

7 14430 |Public Health 132,441,289 (4,702,582) - (3.25) - - (4,702,582) 127,738,707 (3.25)

8 14440 |Social Services 189,939,178 (6,732,050) - - - - - (6,732,050) 183,207,128 -

9 14445 |Medical Assistance 2,980,706,037 (377,784,097) - - 3,694,568 - - (374,089,529) 2,606,616,508 -

10 | 14446 |Child Health 37,317,907 - - - 19,108,373 - - 19,108,373 56,426,280 -

11 14450 |Services for the Blind 9,617,846 (180,838) - (4.00) - - - (180,838) 9,437,008 (4.00)

12 14460 |Mental Health/DD/SAS 584,487,605 (23,373,407) - - - - - (23,373,407) 561,114,198 -

13 14470 |Facility Services 14,443,088 (5,000,558) - - - - - (5,000,558) 9,442,530 -

14 | 14480 |Vocational Rehabilitation 41,453,587 (618,729) - - - - - (618,729) 40,834,858 -

15 Total Health & Human Services 4,419,217,246 (452,524,585) - (17.48) 31,009,996 - 15.00 (421,514,589) 3,997,702,657 (2.48)

16

17 Natural and Economic Resources:

18 13700 |Agriculture & Consumer Services 51,093,029 (2,297,945) - (16.00) - - - (2,297,945) 48,795,084 (16.00)

19 | 14600 |Commerce 34,639,574 (2,435,811) - - - - - (2,435,811) 32,203,763 -

20 14601 Commerce - State Aid to Nonstate Entities 20,808,730 (746,266) - - - - - (746,266) 20,062,464 -

21 14300 Environment and Natural Resources 157,263,823 (6,069,123) - (18.11) - - 8.00 (6,069,123) 151,194,700 (10.11)

22 14301 |Clean Water Management Trust Fund 100,000,000 (33,618,140) - - - - - (33,618,140) 66,381,860 -

23 13010 |NC Housing Finance 4,750,945 - - - - - - - 4,750,945 -

24 | 13800 |Labor 13,945,245 (674,223) - (12.75) - - - (674,223) 13,271,022 (12.75)

25 Total Natural and E ic Resources 382,501,346 (45,841,508) - (46.86) - - 8.00 (45,841,508) 336,659,838 (38.86)

26

27 Justice and Public Safety:

28 | 14500 Correction 991,226,311 (45,315,062) - (3.00) - - - (45,315,062) 945,911,249 (3.00)

29 | 14900 |Crime Control & Public Safety 28,785,824 (1,621,610) - (1.00) - - - (1,621,610) 27,164,214 (1.00)

30 | 12000 |Judicial 314,116,595 (3,603,124) - - - - - (3,603,124) 310,513,471 -

31 12001 |Judicial - Indigent Defense 73,116,571 (2,001,000) - - - - - (2,001,000) 71,115,571 -

32 13600 |Justice 73,574,376 (2,176,453) - (16.00) 269,144 - 6.00 (1,907,309) 71,667,067 (10.00)

33 14060 |Juvenile Justice 138,675,409 (4,266,279) - - - - - (4,266,279) 134,409,130 -

34 Total Justice and Public Safety 1,619,495,086 (58,983,528) - (20.00) 269,144 - 6.0 (58,714,384) 1,560,780,702 (14.00)

35

36 General Government:

37 | 14100 |Administration 57,503,556 (6,177,954) - (18.00) - - - (6,177,954) 51,325,602 (18.00)

38 | 13300 |State Auditor 10,857,642 (542,384) - (3.00) - - - (542,384) 10,315,258 (3.00)

39 | 14800 |Cultural Resources 54,337,128 (1,565,329) - (17.55) - - - (1,565,329) 52,771,799 (17.55)

40 14802 | Cultural Resources - Roanoke Island 1,722,606 (86,047) - - - - - (86,047) 1,636,559 -

41 11000 |General Assembly 46,268,768 (1,297,463) - - - - - (1,297,463) 44,971,305 -

42 13000 |Governor's Office 5,112,933 (255,605) - - - - - (255,605) 4,857,328 -

43 13900 |Insurance 23,395,414 (1,393,214) - - - - - (1,393,214) 22,002,200 -

44 13901 |Insurance - Worker's Compensation Fund 4,500,000 - - - - - - - 4,500,000 -

45 13100 |Lieutenant Governor 633,293 (31,571) - - - - - (31,571) 601,722 -

46 18210 |Office of Administrative Hearings 2,542,833 (127,036) - (2.00) - - - (127,036) 2,415,797 (2.00)

47 | 14700 Revenue 77,372,834 (3,836,011) - (12.00) - - - (3,836,011) 73,536,823 (12.00)

48 18300 Rules Review Commission 310,454 - - - - - - - 310,454 -

49 | 13200 Secretary of State 8,179,923 (369,515) - (2.00) - - - (369,515) 7,810,408 (2.00)

50 | 18025 State Board of Elections 3,124,003 (156,183) - - 490,537 - - 334,354 3,458,357 -

51 13005 |State Budget and Management (OSBM) 4,432,863 (221,428) - - - - - (221,428) 4,211,435 -

52 13085 |OSBM - Special Appropriations 3,080,000 - - - - - - - 3,080,000 -

53 14160 Office of State Controller 10,071,064 (351,613) - - - - - (351,613) 9,719,451 -

54 | 13410 State Treasurer 8,066,505 (645,100) - (3.00) - - - (645,100) 7,421,405 (3.00)

55 13412 | State Treasurer - Retirement / Benefits 7,131,179 - - - - - - - 7,131,179 -




Table 7B

R ded Changes to the FY 2004-2005 General Fund Budget
FY 2004-05
General R ded FY 2004-05 Net

Line | Budget Continuation Reductions Expansion Net R ded Position

# Code Function Appropriation Recurring \ Nonrecurring \ Position Recurring \ Nonreccuring \ Position Change Appropriation Change

56 Total General Government 328,642,998 (17,056,453) - (57.55) 490,537 - - (16,565,916) 312,077,082 (57.55)

57 \ \ \ \ \ \ \ \ \

58 14222 Transportation 12,872,739 (1,412,638) - - - - - (1,412,638) 11,460,101 -

59

60 Education:

61 13510 |Public Schools 6,211,172,835 (217,653,015) - (1,976.0) 25,303,294 - 571.00 (192,349,721) 6,018,823,114 (1,405.00)

62 16800 |Community Colleges 671,285,977 (27,354,481) - - 29,833,844 - 472.00 2,479,363 673,765,340 472.00

63 160xx | University System 1,680,045,640 (82,013,772) - (247.00) 49,390,409 - 518.00 (32,623,363) 1,647,422,277 271.00

64 | 16095 | UNC - Hospital 39,303,483 - - - - - - - 39,303,483 -

65 |16011, 12) UNC - GA Passthrough 138,064,062 (3,618,186) - - 10,250,000 - - 6,031,814 144,695,876 -

66 Total Education 8,739,871,997 (330,639,454) - (2,223.00) 114,777,547 - 1,561.00 (215,861,907) 8,524,010,090 (662.00)

67 \ \ \ \ \ \ \

68 Net Agency Ch 15,502,601,412 (906,458,166) - (2,364.89) 146,547,224 - 1,590.00 (759,910,942) 14,742,690,470 (774.89)

69

70 Debt Service:

71 19420 | General Debt Service 498,993,307 (24,513,855) - - - - - (24,513,855) 474,479,452 -

72 19425 | Federal Reimbursement 1,155,948 - - - - - 1,155,948 -

73 Total Debt Service 500,149,255 (24,513,855) - - - - - (24,513,855) 475,635,400 -

74

75 Reserves & Adjustments:

76 19001 |Contingency and Emergency Reserve 5,000,000 - - - - - - - 5,000,000 -

77 19003 |Compensation Increase Reserve - - - - 129,500,000 - - 129,500,000 129,500,000 -

78 19004 |Salary Adjustment Reserve 500,000 - - - - - - - 500,000 -

79 Retirement System Reserve - - - - 158,000,000 - - 158,000,000 158,000,000 -

80 Easley Health Initiative Reserve - - - - 5,000,000 - - 5,000,000 5,000,000 -

81 19039 |Reserve - HIPPA Implementation - - - - - - - - -

82 19043 | Health Plan Reserve - - - - 96,000,000 - - 96,000,000 96,000,000 -

83 19049 |Mental Health/DD/SAS Trust Fund

Reserve - - - - - - -

84 Total Reserves & Adjustments 5,500,000 - - - 388,500,000 - - 388,500,000 394,000,000 -

85

86 Capital:

87 Capital Improvements - - - - - - - - - -

88 Total Capital - - - - - - - - - -

89 \ \ \ \ \ \ \

90 Total General Fund Budget $ 16,008,250,667 $  (930,972,021) $ - (2,364.89) $ 535,047,224 $ - 1,590.00 $ (395,924,797) $ 15,612,325,870 (774.89)
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N.C. State Budget, 2003-05: Summary of Recommendations

IV. General Fund — Recommended Adjustments and Expansion

Public Education
2003-04 2004-05
Recommended Continuation Budget $ 6,086,682,250 $ 6,211,172,835
Recommended Adjustments $  (49,913,688) $ (68,610,796)
Recommended Reductions $ (164,575,036) $ (149,042,219)
Recommended Expansion $ 126,803,294 $ 25,303,294
RECOMMENDED BUDGET $ 5,998,996,820 $ 6,018,823,114
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Adjustments:

2003-04 2004-05

1.  Revise Average Daily Membership
Positions, textbooks, instructional
equipment, and supplies allocated to the
public schools are budgeted on the basis of
average daily membership (ADM) of
students in the classroom. The budgeted
ADM for 2002-03 is 1,326,865. Budgeted
ADM as reflected in the recommended
continuation budget is 1,346,016 for 2003-
04 and 1,367,587 for 2004-05. Budgeted
ADM has been revised in February 2003
based upon the higher of 1) the actual best
1 or 2" month ADM in 2002-03 or 2)
projected ADM for 2003-04. The revised
budgeted ADM for 2003-04 is 1,342,806
and for 2004-05 is 1,358,932. This change
in budgeted ADM resulted in a $12.6
million adjustment in 2003-04 and $30.8
million in 2004-05.

Due to an adjustment in ninth grade ADM,
a reduction in Highway Fund receipts
budgeted for the Driver Education program
is also necessary.

Requirements $ (12,760,470) $  (30,924,244)
Receipts (199.298) (170,291)
Appropriation $  (12,561,172) $  (30,753,953)
Number of Positions (304.7) (669.0)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Adjustments:

2003-04 2004-05

2.  Average Annual Salary Adjustment

An adjustment is recommended to revise
the budgeted average annual salaries
including  principals and  assistant
principals using actual 2002-03 sixth pay
period salaries as the base. This adjustment
is made annually after reviewing budgeted
salary projections for all certified
personnel. Typically, because of turnover
in these positions, the actual salaries are
lower than budgeted salaries and a
reduction is made accordingly.  This
adjustment does not reduce any salary paid

to certified personnel. $  (37,352,5106) $ (37,856,843)

Total Recommended Adjustments -

Recurring
Requirements $ (50,112,986) $  (68,781,087)
Receipts (199.298) (170.291)
Appropriation $  (49,913,688) $  (68,610,796)
Number of Positions (304.7) (669.0)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Reductions:

2003-04 2004-05

1. Central Office Administration

A reduction is recommended for the

Central Office Administration allotment

for Local School Administrative Units

(LEAs). The 2003-04 budget for Central

Office Administration will be $95,508,570

after this reduction and the ADM

adjustment. $ (1,949,154) $ (1,949,154)
Number of Positions (26.0) (26.0)

2.  Assistant Principals

A reduction is recommended for the

School Building Administrators allotment

for Local School Administrative Units.

This reduction would eliminate funding for

85 Assistant Principal positions. The 2003-

04  budget for School Building

Administrators will be $234,425,056 after

this reduction and the ADM adjustment. (4,639,926) (4,694,513)
Number of Positions (85.0) (86.0)

3. Inflationary Increase for Instructional

Supplies and Equipment

It is recommended that the 2003-05
inflation rate as shown in the 2003-05
Continuation Budget for instructional
supplies, materials, and equipment be
reduced by 1.5%. The budget for
instructional  supplies, materials, and
equipment (excluding PSAT funding) for
2003-04 will be $64,019,422 after this
adjustment and the ADM adjustment. (926,536) (937,633)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Reductions:

2003-04 2004-05

4. Formula for PSAT Funding
It is recommended that the formula for
PSAT funding be restored to the 2000-01
rate of $2.69 per eighth and ninth grade
ADM. $ (1,557,910) $ (1,579,900)

5.  Inflationary Increase for Textbooks
It is recommended that the 2003-05
inflation rate for textbooks be reduced by
1% from the amount shown in the 2003-05
Continuation Budget.  Based upon a
Department of Public Instruction cost
assessment, textbooks for exceptional
children are not included in this reduction
The 2003-04 budget for textbooks, using a
rate of 4%, will be $80,248,556 after this
adjustment and the ADM adjustment. (765,400) (774,591)

6.  Noninstructional Support

An adjustment is recommended in the

Noninstructional Support allotment

formula in the State Public School Fund

(SPSF). It is recommended that the

clerical and custodial support allotment to

the Local School Administrative Units be

reduced by $29 million. Substitute teacher

funds will continue to be funded at the

2002-03 level. The remaining 2003-04

budget will be $262,566,686 after this

reduction and the ADM revision. (29,150,000) (29,150,000)
Number of Positions (1,195.0) (1,195.0)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Reductions:

2003-04 2004-05

7.  Technology Fund
A nonrecurring reduction is recommended
for the technology fund appropriation.
This adjustment would leave an
appropriation of $5 million plus the
projected fiscal year end cash balance of
over $5 million.
Appropriation - Nonrecurring $ (5,000,000)0 NR $ -

8.  School Bus Replacement
A revision to the school bus replacement
schedule is recommended for 2003-04.
With this nonrecurring adjustment, the
2003-04 budget for school bus purchases
will be $26,298,935. The 2003-04 budget
will fund year two of the 2002-03 lease
purchase contract as well as the
replacement of approximately 708 buses
with a three-year lease purchase contract.
Appropriation - Nonrecurring (10,000,000) NR -

9. Transportation
A nonrecurring reduction is recommended
for the transportation allocation to the
LEAs. These funds support the mechanics,
garage operations, fuel costs, parts, bus
drivers’ salaries and fringe benefits and
other operational costs for school bus
operations. After this reduction and the
ADM adjustment, $244,947,686 will
remain in the transportation budget.
Appropriation - Nonrecurring (5,000,000) NR -

NR - Nonrecurring
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Reductions:

10.

11.

12.

Bus Driver Physicals

The Department of Transportation has
eliminated the requirement for school bus
driver physicals. It is recommended that
the appropriation for bus driver physicals
be eliminated.

Bonding Fiscal Officers
It is recommended that LEAs provide the
resources to bond their fiscal officers.

Restore Breakfast for Those in Need

The 1999 Session of the General Assembly
provided $1,100,000 for a new
kindergarten school breakfast program,
which began in January 2000. During the
2000 Session of the General Assembly,
additional funds were provided to
annualize the school breakfast program for
all kindergarten students, regardless of
income. The students in this program did
not include students who were eligible for
free or reduced lunch. It is recommended
that school breakfast for all students on
free or subsidized lunch plans remain
unchanged while eliminating no-cost
breakfast for kindergarten students who are
able to pay.

27

2003-04 2004-05
$ (560,000) $ (560,000)
(48,944) (48,944)
(2,700,000) (2,700,000)



N.C. State Budget, 2003-05: Summary of Recommendations

General Fund — Public Education — Continued

Recommended Reductions:

13.

Department of Public Instruction
Reduction

The Department of Public Instruction’s
budget is recommended for reduction in
the amount of $311,331. These reductions
include the Education Management,
Financial and  Business Services,
Curriculum and School Reform Services,
Information and Technology Services,
Leadership Development and Special
Services, and  Accountability = and
Technology Services budget purposes.
The Department shall have the flexibility
to identify the source of the reduction.

28

2003-04

$ (311,331)

2004-05

$

(311,331)



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education — Continued

Recommended Reductions:

14.

LEA Discretionary Reduction

State Aid to the Local School
Administrative Units is recommended for
reduction. The State Board of Education
shall distribute the discretionary reduction
based upon average daily membership.
This continues the reduction made by the
General Assembly in the 2002-03 budget.
For 2003-04, the State Board shall require
allotment reductions in this amount within
30 days of budget passage. For 2004-05,
the State Board of Education shall identify
recurring  reductions to  allotment
categories by February 15, 2004. It is
recommended that the budget bill continue
the legislative intent for LEA’s to avoid
the classroom in making their reductions.

Local School Administrative Units have
flexibility to adjust their budgets to
implement this reduction; therefore, it is
not possible to identify the number of
positions impacted.
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2003-04

$

(42,000,000)

2004-05

$

(42,000,000)



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Reductions:

15.

16.

Utilize Existing Cash Balance
It is recommended that the excess cash
balance in the Literary Loan fund be
budgeted on a one-time basis to offset
General Fund requirements.

Requirements

Receipts - Nonrecurring

Appropriation - Nonrecurring

Redirect Public School Capital Funds
The 1987 Session of the General Assembly
established the Public School Building
Capital Fund (G.S. 115C-546) and the
Critical School Facility Needs Fund (G.S.
115C-489) to assist county governments in
meeting their public school building
capital needs. It is recommended that, for
the 2003-05 biennium, the corporate tax
revenues normally deposited into these
capital funds be transferred to the State
Public School Fund as a receipt to offset
the cost of public school operations. The
last local school administrative unit on the
priority  list  established by  The
Commission on School Facility Needs
under G.S. 115C-489 shall be funded in
the amount of $3,370,318. The six staff
members in the Department of Public
Instruction shall continue to be supported
by these funds in the amount of $463,847.

Requirements

Receipts

Appropriation

NR - Nonrecurring
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2003-04

$ -
1,000,000

$  (1,000,000)
$ 3,834,165
62.800,000

$  (58,965,835)

2004-05
$ -

NR $ -
$ 463,847
64,800,000

$  (64,336,153)



N.C. State Budget, 2003-05: Summary of Recommendations

General Fund — Public Education - Continued

Recommended Reductions:

Total Recommended Reductions -
Recurring

Requirements

Receipts

Appropriation

Number of Positions

Total Recommended Reductions -
Nonrecurring

Requirements

Receipts

Appropriation

Number of Positions Reduced

NR - Nonrecurring

2003-04

31

(80,775,036)
62.800,000

(143,575,036)
(1,306.0)

(20,000,000)
1,000,000

(21,000,000)

(1,306.0)

NR

2004-05

§ (84,242,219)

64,800,000

$  (149,042,219)
(1,307.0)

$ -
$ -
(1,307.0)



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Expansion:

2003-04 2004-05

1.  School-Based Incentive Awards Under
the ABCs Program
The ABCs initiative directs that each year
a school must assure that the students
receive a year’s worth of education for a
year of instruction. According to G.S.
115C-105.36, incentive awards will be
given when a school either meets or
exceeds the projected levels of
improvement in student performance. In
response to the legislative requirement to
include a closing the achievement gap
component in the ABCs and the Federal
No Child Left Behind legislation, the State
Board of Education approved a revised
ABCs Incentive Awards Program in June
2002.

In accordance with the revised State Board
of Education policy, the maximum
incentive award for each teacher and
certified personnel may be up to $1,800
and $600 for each teacher assistant. The
new award amount is divided into three
components: one-third is granted for
meeting expected improvement, one-third
is awarded for higher than expected
improvement, and one-third is granted
upon meeting adequate yearly progress
under the Federal No Child Left Behind
legislation.
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Expansion:

2003-04 2004-05

School-Based Incentive Awards Under
the ABCs Program - Continued
Nonrecurring funds in the amount of $101
million are recommended for awards
earned in the 2002-03 school year and
awarded in 2003.
Appropriation - Nonrecurring $ 101,000,000 NR $ -

2. Class Size Reduction

In an effort to improve student

performance, funds in the amount of $25.3

million for 571 teachers are recommended

to achieve an average class size of 18

students in every second grade classroom

in 2003-04. 25,303,294 25,303,294
Number of Positions 571.0 571.0

3. LEA Assistance Program
Funds are recommended to establish an
assistance program for LEAs that are
identified by the State Board as low
performing.  Assistance teams shall be
assigned to an LEA to provide systemwide
assessments, technical assistance, and
recommendations for improvement.
Appropriation - Nonrecurring 500,000 NR -

NR - Nonrecurring
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Recommended Expansion:

2003-04 2004-05

4.  Teacher Pay Increase

Funds are recommended in the reserve for
step increases for teachers and principals
in public schools to be used for experience
step increases for employees paid on the
teacher salary schedule or the principal and
assistant principal salary schedule in
schools operated by a local board of
education, the Department of Health and
Human Services, the Department of
Correction, or the Department of Juvenile
Justice and Delinquency Prevention.
Employees at the top of their respective
salary schedules, who do not receive a step
increase, shall be paid a one-time bonus.
Funds are also recommended to provide
the teaching faculty at the North Carolina
School of Science and Mathematics an
annual average salary increase of 1.81%.
The funding for the step increase is
included in the statewide section of this
document.
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N.C. State Budget, 2003-05: Summary of Recommendations

General Fund — Public Education - Continued

Recommended Expansion:

Total Recommended Expansion -
Recurring

Requirements

Receipts

Appropriation

Number of Positions

Total Recommended Expansion -
Nonrecurring

Requirements

Receipts

Appropriation

Number of Positions Added

NR - Nonrecurring

35

2003-04

25,303,294

25,303,294
571.0

101,500,000

101,500,000

571.0

NR

2004-05

25,303,294

25,303,294
571.0

571.0



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Public Education - Continued

Net Changes for Public Education

2003-04

Total Net Adjustments — Recurring

Requirements $ (105,584,728)

Receipts 62,600,702

Appropriation $ (168,185,430)

Number of Positions (1,039.7)
Total Net Adjustments — Nonrecurring

Requirements $ 81,500,000

Receipts 1,000,000

Appropriation $ 80,500,000
Total Recommended Adjustments $ (87,685,430)

NR - Nonrecurring
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NR

2004-05

$ (127,720,012)

64.629.709

$  (192,349,721)
(1,405.0)

$ -
$ -

$  (192,349,721)



N.C. State Budget, 2003-05: Summary of Recommendations

North Carolina Community College System

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

RECOMMENDED BUDGET

2003-04 2004-05
$ 671,476,663 $ 671,285,977
$  (27,354481) $  (27,354,481)
$ 29,833,844 $ 29,833,844
$ 673,956,026  $ 673,765,340
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Community Colleges - Continued

Recommended Reductions:

2003-04 2004-05

1.  Institutional and Academic Support

Supplements

A 10% reduction is recommended for the
enrollment allotment operating costs for
each Full Time Equivalent (FTE) student
greater than 750. This will be a $17.30
reduction per FTE for a total of
$2,192,567. These funds are used for
travel, office supplies, postage, printing
and binding, and other miscellaneous
expenses. $ (2,192,567) $ (2,192,567)

2.  Community Service
It is recommended that the Community
Service grant be reduced $170,337 to the
2001-02 actual expenditure level. In 2001
the General Assembly reduced this grant
by $317,738 and directed the colleges to
make every effort to ensure this reduction
does not lessen senior services. This grant
provides funds for colleges to offer free
hobby and leisure courses. (170,337) (170,337)

3. Summer Term
The 2000 Session of the General Assembly
appropriated $7,177,623 for summer term
curriculum instruction as a supplement to
regular curriculum enrollment funding. A
reduction to this supplement is
recommended. It is recommended that the
balance of this supplement focus on
strategic areas of high need for the state
such as health science, early childhood
education, and business technology to
sustain support for these high needs areas
and other strategic initiatives. (3,588,812) (3,588,812)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Community Colleges - Continued

Recommended Reductions:

2003-04 2004-05

4. Need-Based Financial Aid

To ensure continuing access to institutions
of higher learning by the state's students, it
is recommended that consistent with GS
116B-7, a portion of the income generated
from the Escheat Fund be used to offset the
full amount requested by Community
Colleges for need-based financial aid, to
ensure that the entire requirement is fully
funded.

Requirements $

- $ -
Receipts 7,062,806 7,062,806

Appropriation $ (7,062,8006) $ (7,062,806)

5. Management Flexibility Reserve

It is recommended that a flexibility reserve
of $11,237,420 be created to give the State
Board of Community Colleges the
discretion to identify specific reduction
items in the system budget. The State
Board of Community Colleges shall
distribute the discretionary reduction based
upon FTE or another method that accounts
for the unique needs of specific colleges.
For 2003-04, the State Board shall require
allotment reductions in this amount within
30 days of budget passage. For 2004-05,
the State Board shall identify recurring
reductions to allotment categories by
February 15, 2004.

Each college has the flexibility to adjust
their budget to implement this reduction;
therefore, it is not possible to identify the
number of positions impacted. (11,237,420) (11,237,420)
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Community Colleges — Continued

Recommended Reductions:

2003-04

6.  System Office
A reduction in the system office
appropriation, exclusive of the College
Information System (CIS) and financial
aid, is recommended. The Department
shall have the flexibility to identify the
source of the reduction. $ (102,539)

7.  Over-Realized Receipts
The budget for tuition and fees is
recommended for adjustment to reflect
anticipated receipts that exceed the amount
certified in General Fund Code 16800 at
the end of the fiscal year.

Requirements $ -
Receipts 3,000,000

2004-05

(102,539)

3,000,000

Appropriation $ (3,000,000)

Total Recommended Reductions -
Recurring
Requirements $ (27,354,481)
Receipts

(3,000,000)

(27,354,481)

Appropriation $ (27,354,481)
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General Fund — Community Colleges - Continued

Recommended Expansion:

2003-04 2004-05

1.  Enrollment Growth

It is recommended that full funding for

enrollment growth be provided. 2003-04

enrollment projection from the State Board

of Community Colleges indicates a 9,749

FTE increase in full-time equivalent (FTE)

students above the 2002-03 budgeted

enrollment of 169,924 FTE. The 2003-04

budgeted enrollment will be 179,673 FTE,

a 5.74% increase over 2002-03.

Curriculum enrollment is projected to

increase by 8,204 FTE or 6.17%;

Continuing Education enrollment is

projected to increase by 1,411 FTE or

7.29%; Basic Skills enrollment is projected

to increase by 134 FTE or 0.76%.
Requirements $ 37,751,781 $ 37,751,781
Receipts 7.917.937 7,917,937
Appropriation $ 29,833,844 $ 29,833,844
Number of Positions 472.0 472.0
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General Fund — Community Colleges - Continued

Recommended Expansion:

2003-04 2004-05

2. Faculty and Professional Staff Salaries
A 2001 study by the North Carolina
Community College System benchmarked
the average community college faculty and
professional staff salaries against the
national and regional averages. The study
concluded that North  Carolina’s
community college salaries are not
competitive with comparison groups. A
0.5% salary increase is recommended for
the State Board of Community Colleges to
distribute to full-time community college
faculty and professional staff. This is in
addition to statewide salary increases.
Funding information is located in the
statewide reserve section of this document.

Total Recommended Expansion -

Recurring
Requirements $ 29,833,844 $ 29,833,844
Receipts - -
Appropriation $ 29,833,844 $ 29,833,844

Number of Positions Added 472.0 472.0
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Net Changes for the North Carolina Community College System

2003-04 2004-05

Total Net Adjustments — Recurring
Requirements $ (17,291,675) $  (17,291,675)
Receipts 10,062,806 10,062,806
Appropriation $ (27,354,481) $ (27,354,481)
Number of Positions 472.0 472.0
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General Fund — Continued

University of North Carolina

2003-04 2004-05
Recommended Continuation Budget $ 1,836,352,141 $ 1,857,413,185
Recommended Reductions $  (99,521,854) $ (85,631,958)
Recommended Expansion $ 59,640,409 $ 59,640,409
RECOMMENDED BUDGET $ 1,796,470,696 $ 1,831,421,636
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General Fund — University of North Carolina - Continued

Recommended Reductions:

2003-04 2004-05

1.  Reduction in Continuation Budget

Increases

Based on current revenue forecasts, a

$20.6 million reduction from the 2003-05

Continuation Budget as presented is

recommended. The categories from which

campuses may reduce include utilities

inflation, building reserve operating costs,

and equipment and vehicle replacements. $  (20,649,835) $ (20,649,835)
Number of Positions (247.0) (247.0)

2. Overhead Receipts Cash Balance

A non-recurring 20% reduction in the cash

balance of Overhead Receipts is

recommended based on the cash balance of

$69,449,478 on June 30, 2002.
Requirements $ - $ -
Receipts 13.889.896 -
Appropriation - Nonrecurring $ (13,889.896) NR $ -

NR - Nonrecurring
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General Fund — University of North Carolina - Continued

Recommended Reductions:

2003-04 2004-05

3.  Flexibility Reduction for Campuses
It is recommended that the 2003-05
Continuation Budget as presented be
reduced by approximately 3% for the
sixteen campuses and UNCGA. Each
campus will be allowed to identify the
source(s) of the reductions based on their
individual requirements, so as to minimize
the impact on academic programs.
Through budget flexibility, the campuses
have the authority to make the necessary
budgetary adjustments to accommodate the
reduction, as their needs change. $ (44,768,948) $ (44,768,948)

4.  Flexibility Reduction for Special

Campuses

It is recommended that the 2003-05
Continuation Budget, as presented, be
reduced by approximately 1.5% for the
North Carolina School of Science and
Mathematics, for the Area Health
Education Centers (AHEC), and UNC
Hospitals. Each will be allowed to identify
the source(s) of the reductions based on
their individual requirements. Through
budget flexibility, they have the authority
to make the necessary budgetary
adjustments to accommodate the reduction,
as their needs change. (3,094,989) (3,094,989)

46



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — University of North Carolina - Continued

Recommended Reductions:

2003-04 2004-05

5.  Aid to Private Colleges/Legislative

Tuition Grant

The program of “Aid to Students
Attending Private Colleges” is composed
of two pieces: the Legislative Tuition
Grant (LTG) and the State Contractual
Scholarship Fund (SCSF). The LTG
provides payment of $1,800 to private
institutions for each North Carolina
resident student, which is credited directly
to the student’s account. The SCSF makes
available to each institution an amount
equal to $1,100 for each full time North
Carolina undergraduate resident student.
Based on current revenue forecasts, a
reduction from the total “Aid to Students
Attending Private Colleges” appropriation
is recommended, to be taken from LTG
fund only, at the same total percent
reduction as the UNC campuses. $ (3,618,186) $ (3,618,186)
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General Fund — University of North Carolina - Continued

Recommended Reductions:

6.  Escheats Fund Offset
To ensure continuing access to institutions
of higher learning by the state’s students, it
is recommended that consistent with GS
116B-7, a portion of the income generated
from the Escheat Fund be used to offset a
portion of the University’s need-based
financial aid, to ensure that the entire
requirement is fully funded.
Requirements
Receipts
Appropriation

Total Recommended Reductions —
Recurring

Requirements

Receipts

Appropriation

Number of Positions - Reduced

Total Recommended Reductions -
Nonrecurring

Requirements

Receipts

Appropriation
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2003-04

13,500,000

(13,500,000)

(72,131,958)
13,500,000

(85,631,958)

(247.0)

13.889.896

(13,889,896)

NR

2004-05

13,500,000

(13,500,000)

(72,131,958)
13,500,000

(85,631,958)

(247.0)




N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — University of North Carolina - Continued

Recommended Expansions:

2003-04 2004-05

1. Regular Term Enrollment Growth

Regular Term Enrollment projections from

the Board of Governors indicate an

increase in enrollment for 2003-04 over the

current budgeted 146,778  full-time

equivalent (FTE) students. Based upon the

Board’s estimate, enrollment in the

University is projected to increase by

6,123 FTE or 4.5% to 152,991 FTE in

2003-04. This represents an increase in

student credit hours (SCHs) from

4,030,637 in 2002-03 to 4,210,274 in

2003-04.
Appropriation $ 46,590,409 $ 46,590,409
Number of Positions 518.0 518.0

2. Aid to Private Colleges Enrollment
Growth
Regular Term Enrollment projections from
the NC Association of Independent
Colleges & Universities indicate an
increase in enrollment for 2003-04 over the
current budgeted full-time equivalent
(FTE) students. Based upon their estimate,
enrollment is projected to increase by
1,300 FTE. $ 2,800,000 $ 2,800,000
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General Fund — University of North Carolina - Continued

Recommended Expansions:

2003-04 2004-05

3. Need-Based Financial Aid Growth
A Task Force on Student Financial Aid
estimated that the aggregate amount of
unmet need for UNC resident students in
1997-98 was at least $143 million and
recommended funding for a new UNC
Grant Program to help students with
financial need. The program was partially
funded with an appropriation of $8.9
million in 2001-02, which when combined
with $1.3 million appropriated in 1999-
2000 and $5 million in 2000-01, made
grants to qualifying freshmen, sophomores,
and some juniors during the 2001-02 year.
The General Assembly also made a
nonrecurring funding shift from General
Fund appropriations to fund an additional
$15,228,000 in student financial aid with
funds from the Escheats Fund for the
2002-03 academic year. The program
requires that eligibility requirements for
the new grants include a “self-help”
expectation of at least $4,500 per student
and that federal Pell grants and tax credits
be used first to meet students’ needs. The
Governor recommends that for 2003-05
the Need-Based Student Financial Aid
Plan be fully funded, as requested by the
Board of Governors. $ 10,250,000 $ 10,250,000

Total Recommended Expansion - $ 59,640,409 $ 59,640,409
Recurring

Number of Positions Added 518.0 518.0
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General Fund — University of North Carolina - Continued

Net Changes for the University of North Carolina

Appropriation — Recurring
Requirements
Receipts
Appropriation

Appropriation - Nonrecurring
Requirements

Receipts
Appropriation - Nonrecurring

Total Recommended Adjustment

Number of Positions

NR - Nonrecurring

2003-04

(12,491,549)
13.500.000

(25,991,549)

13.889.896
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(13,889,896)

(39,881,445)

271.0

NR

2004-05

(12,491,549)
13,500,000

(25,991,549)

(25,991,549)

271.0



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund - Continued

Department of Administration

2003-04 2004-05
Recommended Continuation Budget $ 56,925,133 $ 57,503,556
Recommended Reductions $ (6,177,915) $ (6,177,954)
Recommended Expansion $ 50,000 $ -
Total Recommended Adjustments $ (6,127,915) $ (6,177,954)
RECOMMENDED BUDGET $ 50,797,218 $ 51,325,602
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General Fund - Department of Administration - Continued

Recommended Reductions:

2003-04 2004-05

1.  Veteran’s Scholarship Program
Based on current revenue forecasts, and to
ensure sufficient funding to the veteran’s
scholarship fund, the Governor
recommends that G.S. 116B-7, Section
9.19(a) be changed to allow for the transfer
of income derived from the Escheat Fund to
the Department of Administration (DOA).
This cash transfer will replace General
Fund appropriations set aside in DOA for
the scholarship program. The Governor is
recommending that the remaining income
generated from the escheat program go to
offset the General Fund portion of the UNC
and community college need-based
financial aid program (see education
section).
Requirements $ - -
Receipts 5,107,293 5,107,293
Appropriation $ (5,107,293) $ (5,107,293)

2.  Youth Advocacy and Involvement Office
It is recommended that the Youth Advocacy
and Involvement Office housed within the
Department ~ of  Administration  be
eliminated. Seven filled and three vacant
positions will be abolished. (717,292) (717,295)
Number of Positions (10.0) (10.0)
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Office of State Personnel (OSP)
Eliminate eight vacant positions and
corresponding fringe benefits.

Number of Positions

Eliminate allowable OSP inflationary items
placed in the continuation budget.

Total Recommended Reductions -
Recurring

Requirements

Receipts

Appropriation

Number of Positions

Number of Positions Reduced

Recommended Expansion:

Lumbee Memorial Recognition
Provide partial funding for the activities of
the Lumbee Tribe Self-Determination
Commission, established to resolve the
issue of determining the legitimate
government of the Lumbee people as a
result of the Lumbee Tribe vs. Lumbee
Regional Development Association
(LRDA) lawsuit.

Appropriation - Nonrecurring

Total Recommended Adjustments

NR - Nonrecurring

N.C. State Budget, 2003-05: Summary of Recommendations
General Fund - Department of Administration - Continued

2003-04

(319,097)
(8.0)

(34,233)

(6,177,915)
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(6,177,915)
(18.0)

(18.0)

50,000

(6,127,915)

2004-05

(319,097)
(8.0)

(34,269)

(6,177,954)

(6,177,954)
(18.0)

(18.0)

(6,177,954)
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General Fund - Continued

Office of Administrative Hearings

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

Total Recommended Adjustments

RECOMMENDED BUDGET

2003-04 2004-05
2,540,719 $ 2,542,833
(127,036) $ (127,036)
- $ -
(127,036)  $ (127,036)
2,413,683 $ 2,415,797
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund - Office of Administrative Hearings - Continued

Recommended Reductions:

2003-04 2004-05

1.  Vacant Position Eliminations
The elimination of one filled and one
vacant position is recommended. $ (93,049) $ (93,049)
Number of Positions (2.0) (2.0)

2.  Federal Receipts
It is recommended that federal receipts be
increased up to the total amount of the
current contract between the Office of
Administrative Hearings (OAH) and the
Equal Employment Opportunity
Commission. This change assumes that
OAH will close the maximum number of
cases.
Requirements § - -
Receipts 10,000 10,000
Appropriation $ (10,000) $ (10,000)

3.  Administrative Hearings
It is recommended that administrative
hearings be conducted in only two cities —
Raleigh and High Point. This change would
reduce  travel  expenses for  the
administrative law judges. Currently, the
location of the hearing is the petitioner’s
residence. (20,100) (20,100)

4.  Operating Budget Reductions
It is recommended that the operating budget
be reduced for furniture, equipment, and
computers. (3,887) (3,887)
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Total Recommended Reductions -
Recurring

Requirements

Receipts

Appropriation

Number of Positions

Number of Positions Reduced

Total Recommended Adjustments
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2003-04

(117,036)
10.000

(127,036)
(2.0)

(2.0)

(127,036)

2004-05

(117,036)
10,000

(127,036)
(2.0)

(2.0)

(127,036)
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General Fund - Continued

Office of State Auditor

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

Total Recommended Adjustments

RECOMMENDED BUDGET

2003-04

2004-05

10,847,686

(542,384)

(542,384)

10,857,642

(542,384)

(542,384)

10,305,302

10,315,258
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General Fund - Office of State Auditor - Continued

Recommended Reductions:

2003-04 2004-05

1.  Smart Start Audits
Smart Start audits are currently performed
annually. It is recommended that this cycle
be changed to every two years, except for

those underperforming programs, which
would still be audited annually. $ (326,699) $ (326,699)

2.  Continuation Budget Reductions
It is recommended that all increases be
eliminated that were included in the fiscal
year 2003-04 continuation budget, with the
exception of those increases supported
through receipts. (45,041) (45,041)

3.  Vacant Position Eliminations
The elimination of three vacant positions is
recommended. (165,696) (165,696)
Number of Positions (3.0) (3.0)

4. Financial/Audit Services
It is recommended that operating

requirements be reduced for financial/audit
services. (4,948) (4,948)

Total Recommended Reductions -

Recurring
Requirements § (542,384) $ (542,384)
Receipts - -
Appropriation $ (542,384) $ (542,384)
Number of Positions (3.0) (3.0)

Number of Positions Reduced (3.0) (3.0)
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General Fund - Continued

Office of State Controller

2003-04 2004-05

Recommended Continuation Budget $ 10,046,077 $ 10,071,064

Recommended Reductions $ (351,613) $ (351,613)
Recommended Expansion $ - $ -
Total Recommended Adjustments $ (351,613) $ (351,613)
RECOMMENDED BUDGET $ 9,694,464 $ 9,719,451
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General Fund - Office of State Controller - Continued

Recommended Reductions:

2003-04
1.  Operating Budget Reductions
It is recommended that operating expenses
be reduced for travel, communication and
data processing, and equipment. $ (351,613)
Total Recommended Reductions -
Recurring
Requirements § (351,613)
Receipts -
Appropriation $ (351,613)
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2004-05
$ (351,613)
$ (351,613)
$ (351,613)
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General Fund — Department of Cultural Resources - Continued

Department of Cultural Resources

2003-04 2004-05
Recommended Continuation Budget $ 54,627,586 $ 54,337,128
Recommended Reductions $ (1,576,628) $ (1,565,329)
Recommended Expansion $ - $ -
Total Recommended Adjustments $ (1,576,628) $ (1,565,329)
RECOMMENDED BUDGET $ 53,050,958 $ 52,771,799
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Recommended Reductions:

2003-04 2004-05
1.  Office of the Secretary
The elimination of salary and fringe
benefits is recommended for a vacant .30
FTE Information and Communication
Specialist II. $ (11,539) $ (11,539)
Number of Positions (.30) (.30)
2.  Historical Resources Administration
The elimination of salary and fringe
benefits is recommended for a vacant
Office Assistant [V. (30,188) (30,188)
Number of Positions (1.0) (1.0)
3.  Archives and Records
It is recommended that the salary and fringe
benefits be eliminated for a vacant
Administrative  Assistant I, Records
Management Analyst II, and Processing
Assistant I11. (96,546) (96,546)
Number of Positions (3.0) (3.0
4.  Division of State Historic Sites
The elimination of the salary and fringe
benefits is recommended for two Historic
Sites Specialist I’s, two Historic Interpreter
I’s, one Historic Interpreter III, one
Grounds Worker, and one Maintenance (187,045) (187,045)
Mechanic V.
Number of Positions (7.0) (7.0)
5.  Tryon Palace Historic Sites and Gardens
A reduction is recommended for temporary
wages and the operating budget at Tryon
Palace. (53,121) (53,121)
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General Fund - Department of Cultural Resources — Continued

10.

State Capital/Visitor Services
It is recommended that the salary and fringe
benefits be eliminated for a vacant .75 FTE
Museum Specialist.

Number of Positions

Historic Preservation Office

It is recommended that a vacant Processing

Assistant IV position be eliminated.
Number of Positions

Arts Council

It is recommended that the salary and fringe

benefits be eliminated for a vacant .75 FTE

Arts Program Administrator position.
Number of Positions

State Library Services
It is recommended that the salary and fringe
benefits be eliminated for a vacant Library
Consultant II position.

Number of Positions

Museum of History
It is recommended that the salary and fringe
benefits be eliminated for a vacant General
Utility Worker and a .75 FTE History
Museum Conservator position.

Number of Positions
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2003-04

(27,421)
(.75)

(28,080)
(1.0)

(39,358)
(.75)

(67,794)
(1.0)

(51,220)
(1.75)

2004-05

(27,421)
(.75)

(28,080)
(1.0)

(39,358)
(.75)

(67,794)
(1.0)

(51,220)
(1.75)
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General Fund - Department of Cultural Resources - Continued

11.

12.

13.

Remove Inflationary Increases

It is recommended that all inflationary and

allowable  continuation increases be

removed from the continuation budget.
Number of Positions

Competitive Grants

A reduction is recommended for
appropriated funds for competitive art
grants.

Grassroots Grants

A reduction is recommended for
appropriated funds that are distributed on a
per capita formula to all counties for the
support of local art companies, artists, and
groups throughout the state.

Total Recommended Reductions -
Recurring

Requirements

Receipts

Appropriation

Number of Positions

Number of Positions Reduced

2003-04

(358,316)
(1.0)

(519,000)

(107,000)

(1,576,628)
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(1,576,628)
(17.55)

(17.55)

2004-05

$ (347,017)
(1.0)

(519,000)

(107,000)

S (1,565,329)

$  (1,565,329)
(17.55)

(17.55)



N.C. State Budget, 2003-05: Summary of Recommendations

General Fund - Continued

Department of Cultural Resources
Roanoke Island Commission

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

Total Recommended Adjustments

RECOMMENDED BUDGET

2003-04

2004-05

1,720,952

(86,047)

(86,047)

1,722,606

(86,047)

(86,047)

1,634,905

1,636,559
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General Fund - Department of Cultural Resources - Continued

Recommended Reductions:

2003-04 2004-05
1. Reduction in Operating Budget
It is recommended that the Roanoke Island
Commission reduce its operating budget by
five percent. $ (86,047) $ (86,047)
Total Recommended Adjustments $ (86,047) $ (86,047)
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General Fund - Continued

State Board of Elections

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

Total Recommended Adjustments

RECOMMENDED BUDGET

2003-04

2004-05

3,123,646
(156,183)
4,675,313

4,519,130

3,124,003
(156,183)
490,537

334,354

7,642,776

3,458,357
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General Fund — State Board of Elections - Continued

Recommended Reductions:

I.  Information and Technology Contract

Reductions
The State Board of Elections expects to
receive federal funds from Title I of the
Help America Vote Act (HAVA). No state
funding match is required. The board will
be able to use the funds on technology
upgrades. It is recommended that the board
use federal funds to replace the funding for
the contractors for the 2003-05 biennium.

Requirements

Receipts - Federal

Appropriation

Total Recommended Reductions -
Recurring

Requirements

Receipts

Appropriation
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2003-04

156,183

2004-05

156,183

(156,183)

156,183

(156,183)

(156,183)

156,183

(156,183)
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General Fund — State Board of Elections - Continued

Recommended Expansion:

2003-04 2004-05

1. State Match and Operating Funds for
Help America Vote Act (HAVA)
The Help America Vote Act (HAVA)
allows for the potential of two distinct
allocations of federal funds. Title III of
HAVA could possibly set aside
$83,695,513 for the state of North Carolina
to help fund the federal legislation.
However, these funds require a five
percent state match and the stipulation that
the State maintain the same level of
spending as its 1999-2000 expense level.
It is recommended that one-time funds be
allotted to cover the required state match
of five percent and that recurring funds be
provided to bring the State Board of
Election’s budget closer to its 1999-2000
expense level.
Appropriation — Recurring $ 490,537 $ 490,537
Appropriation — Nonrecurring $ 4,184,776 NR §$ -

NR - Nonrecurring
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General Fund — State Board of Elections - Continued

Total Recommended Expansion -
Recurring

Requirements

Receipts

Appropriation

Total Recommended Expansion -
Nonrecurring

Requirements

Receipts

Appropriation — Nonrecurring

Total Net Adjustments — Recurring
Requirements
Receipts
Appropriation

Total Net Adjustments — Nonrecurring
Requirements

Receipts
Appropriation — Nonrecurring

Total Recommended Adjustments

NR - Nonrecurring
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2003-04

490,537

490,537

4,184,776

4,184,776

334,354

334,354

4,184,776

4,184,776

4,519,130

NR

NR

2004-05

490,537

490,537

334,354

334,354

334,354



N.C. State Budget, 2003-05: Summary of Recommendations
General Fund - Continued

General Assembly
2003-04 2004-05
Recommended Continuation Budget $ 42,858,926 $ 46,268,768
Recommended Reductions $ (1,297,463) $ (1,297,463)
Recommended Expansion $ - $ -
Total Recommended Adjustments $ (1,297,463) $ (1,297,463)
RECOMMENDED BUDGET $ 41,561,463 $ 44,971,305
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General Fund - General Assembly - Continued

Recommended Reductions:

2003-04 2004-05

1.  Salary Adjustment Reserve
It is recommended that the salary
adjustment reserve included in the
continuation budget be eliminated. $ (747,463) $ (747,463)

2.  Reserve for Contingencies
It 1s recommended that the increase in the
reserve for contingencies included in the

continuation budget be eliminated. (550,000) (550,000)

Total Recommended Reductions -

Recurring
Requirements $ (1,297,463) $ (1,297,463)
Receipts - -
Appropriation $ (1,297,463) $ (1,297,463)

73



N.C. State Budget, 2003-05: Summary of Recommendations

General Fund - Continued

Office of the Governor

Recommended Continuation Budget

Recommended Reductions

Recommended Expansion

Total Recommended Adjustments

RECOMMENDED BUDGET

2003-04

2004-05

5,112,108
(255,605)
130,000

(125,605)

5,112,933

(255,605)

(255,605)

4,986,503

4,857,328
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N.C. State Budget, 2003-05: Summary of Recommendations
General Fund — Office of the Governor - Continued

Recommended Reductions:

1.  Operating Budget Reduction
It is recommended that the Governor’s
Office reduce its operating budget by five
percent.

Total Reductions — Recurring
Requirements
Receipts
Appropriation

Recommended Expansion:

2.  Military Commission
It i1s recommended that funds be provided
for use by the NC Advisory Commission on
Military Affairs for military base retention/
expansion and related economic
development strategies.
Appropriation - Nonrecurring

Recommended Nonrecurring Expansion

NR - Nonrecurring

2003-04

$ (255,605)

$ (255,605)

$ (255,605)
130,000 NR

$ 130,000 NR
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2004-05

(255,605)

(255,605)

(255,605)



