Budget Summary
Comparison of Total Budget and State Taxpayers’ Budget
Fiscal Years 2001-2002 and 2002-2003

The State of Tennessee presents a comprehensive budget which includes funding from a variety of
sources other than state tax revenues. All funding sources are subject to appropriation by the Genera
Assembly. While the budget totals $20.5 billion for fiscal year 2002-2003, only $9.7 billion is funded
from general state tax sourcesfor the provision of state services. The $9.7 billion is called the State
Taxpayers Budget. Thisisillustrated in the chart below.

Those other funding sources include federa grants ($7.5 billion in the proposed 2002-2003 budget),
interdepartmenta revenue ($1.4 billion), other departmental revenue ($963.1 million), higher education
student tuition and fees ($609.3 million), bond authorizations for construction projects ($256.4 million),
and dedicated taxes which are narrowly levied and earmarked for specific programs ($207.1 million).

Estimated Recommended

2000-2001 2001-2002
Total State Budget - All Funding Sources $19,484,103,600  $20,542,088,400
Less:

Federal Revenue (7,056,580,900) (7,470,160,800)

Interdepartmental Revenue (1,357,830,800) (1,381,327,700)

Other Departmental Revenue (1,035,425,800) (963,144,800)

Higher Education Student Tuition and Fees (609,289,200) (609,289,200)

Bonds (162,600,000) (256,400,000)
Total State Appropriation - Budget Document $ 9,262,376,900 _$ 9,861,765,900
Less:

Appropriations from Dedicated Tax Sources (210,842,450) (207,133,000)
Total Taxpayers' Budget $ 9051534450 $ 9,654,632,900
General Fund and Education Fund $ 7,457,847,950 $ 8,003,232,900
Transportation 667,220,000 669,750,000
Debt Service 244,698,000 247,102,000
Capital Outlay 16,068,500 51,748,000
Cities and Counties - State Shared Taxes 665,700,000 682,800,000

The $1.4 billion “interdepartmental revenue” amounts to double counting in the budget. This is funding
that a state agency makes available to provide services to a second agency or to help fund services
provided by a second state agency. To maintain budgetary control, the expenditure must be funded in
both agencies in the amount of the interdepartmental transfer. Thus, the expenditure is recorded twice in
the state budget.

“Other departmental revenue” includes various fees, charges, and revenues supporting a specific program,
and these revenues are not taxes.

The State of Tennessee's financial reporting is done in accordance with generally accepted accounting
principles, as prescribed by the Governmental Accounting Standards Board. Comprehensive budgeting
and accounting, reflecting all funding sources, assist the state in maintaining budgetary control. This also
has resulted in the State of Tennessee's receiving recognition for many years from the Government
Finance Officers Association for both the budget document and the comprehensive annua financia
report. The budget document has been recognized with the “Distinguished Budget Presentation Award’
for the last five years and nine of the last 11 years. The comprehensive annua financia report has
received the “Certificate of Achievement for Excellence in Financia Reporting” for the last 22
consecutive years. Tennessee was the first state to receive the financial reporting award.
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STATE OF TENNESSEE

DON SUNDQUIST
GOVERNOR

February 8, 2002

To the Members of the 102nd General Assembly:

| am honored to present you the recommended Budget for fiscal year 2002-2003, the eighth and
final budget of my Administration.

When | submitted the budget to you last year, | said: “It's abook that callsfor reading. It tellsus
how to help the children of Tennessee fulfill their dreams.”

I’m on the same page today. The dream is still adream.

Last year, you improved and then enacted the Education Reform Act of 2001 for the children of
Tennessee. But funding was not approved, and the reforms could not be implemented.

This budget again proposes to fund a Reading Initiative to ensure that every child learns to read
by the third grade.

This budget is the last opportunity for my Administration —and for the 102nd General Assembly
— to address the urgent need to improve K-12 and higher education in Tennessee. It's our
children’s responsibility to dream and take the opportunities available; it's our responsibility to
set the opportunities within reach.

| repeat another statement, barely changed from my budget message last year:

This budget includes major education initiatives intended to prepare our children and our workforce
for the realities of the 21st Century economy. Reading isimperative to our children’s future and our
state’'s. Despite full funding of the Basic Education Program for several years — and despite the
gains this has earned us in K-12 Education — our children cannot read as well as they should — and
must. This failing reflects itself not only in early-grade reading courses, but in every subject our
children study, throughout their school years. If our children do not read well, they do not function
well in English, math, science, and socia studies. These are things they must master — and they
must master them now — if they are to be prepared for the economic future they are anxious to reach.

For my Administration and the General Assembly, the futureis now. We have analyzed our revenue
problem and our choices for the past [three] years — through two regular sessions and two
extraordinary sessions of the 101st General Assembly [and the First Regular Session of the 102nd



General Assembly]. The revenue prablem is still here, and it is time to make our choices. We must
do this to ensure the long-term economic viahility of the people of Tennessee. We must do this to
ensure we have the stable and fair tax structure necessary to alow usto make the right choices about
the fundamental needs of the people — a safe, healthy childhood; excellence in education; economic
opportunity; public health; public safety; natural resources; responsible government.

This budget again includes first-year funding of the Reading Initiative, funded from a
combination of state and federal funds. The initiative has five components. (1) Reading
Coaches, (2) Early Childhood Education, (3) Catching Up, (4) Teaching Resources — Quality
Teaching, and (5) Teaching Resources — Classroom Materials.

Reading Coaches will make reading by the end of the third grade a priority and will build upon
those reading skills. This remains the cornerstone of the Reading Initiative.

The Early Childhood Education proposal will jump-start Tennessee educational opportunities.
This program will offer Early Childhood Education to every four-year-old child by the 2006-
2007 school year. Currently, 36,850 of these children are not served by a pre-school program.
The first phase of the program will serve 7,140 additiona children and will focus on the
educationally at-risk. This program will expand the Family Resource Centers so that every
county will have at least one center. These centers will help identify children at risk of
educational failure, increase family involvement in schools, and help with the transition into
school.

Catching Up is essential to school-children’s success. This program will provide targeted Catch-
Up activities for seventh and eighth grade students at risk of failing the Gateway tests during
their high school years. This program aso will provide on-line professional development for
teachers in the Gateway subjects.

Teaching Resources will be improved under the Reading Initiative. Quality Teaching will result
from enhanced scholarships to attract new teachers into subject areas where shortages exist; a
teacher mentoring program to increase the likelihood of new teachers remaining in the field;
incentives for national board certification; and Teaching as a Second Career, a program to
encourage professionals to earn teaching certificatesin their fields.

An additional $100 per teacher for Classroom Materials is provided in this budget, and this will
double the amount now available to teachers. Providing proper materialsis one of the most cost-
effective ways to improve student achievement.

For Excellence in Higher Education, | again am recommending a budget that provides funds for
the second year of the five-year plan to achieve excellence. The program improvement funding
is similar to what | recommended last year and is based on recommendations of the Council on
Excellence in Higher Education and a funding plan developed in consultation with the Tennessee
Higher Education Commission, the University of Tennessee, and the State Board of Regents.
The Higher Education Excellence Initiatives include funds for Faculty Retention and Recruiting
in high-demand disciplines. We need to get and keep more outstanding professors; we must pay
them better to do so. Right now, we cannot compete with public universities in surrounding
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states. | again recommend additional funds for special equipment and research initiatives in both
university systems; for technology initiatives; for a significant operating increase for higher
education institutions and programs, alowing them to add faculty and improve academic quality;
and for an increase in student assistance grants intended to serve an additional 5,894 needy
students.

In addition, the budget includes funds to continue implementing the Geier desegregation
settlement agreement in both university systems. This will provide sufficient funds to meet our
settlement agreement obligations at Tennessee State University and other public colleges across
the state.

Homeland Security for Tennessee is a vital concern. This is addressed with a recommended
supplemental appropriation in the current year and an improvement for next year. Funds are
provided for water supply protection, bomb and arson investigation, military equipment,
emergency management, biological and other local heath services, food and agricultural
protection, criminal investigation, additional Trooper equipment, and additional security of state
property and mail.

The budget further contains a new approach to technology in this state. This includes a new way
to deliver state services and customize learning.

Choices and obligations in other critical areas are addressed in this budget:

a) K-12 Basic Education Program full funding for the sixth straight year

b) A TennCare open enrollment period for the uninsured and uninsurable

¢) TennCare actuarial funding and rate increases

d) Title 33 Reform — Additional services for the developmentally disabled

e) Home and community services for the non-Medicaid elderly and disabled

f) Public Health — Better newborn screening and epidemiological outbreak investigation
g) Child care rate increase, which will support the Families First welfare reforms

h) Child Welfare Services— Improved foster care, custody, and adoption programs

i) Prison pre-release and security improvements

]) Better probation and parole supervision, and more community corrections

k) Law enforcement and crime investigation

[) State Parks operations and maintenance; Natural Area and Scenic River protection
m) Opening of the Fire Service and Codes Enforcement Academy

n) Industrial infrastructure for economic development

0) Continuation of police pay and fire fighter pay supplements and other grants

In addition, the budget provides funds for salary increases, effective July 1, 2002, for state
employees, higher education employees, and K-12 teachers; for the salary survey adjustment for
Troopers, and for classification-compensation adjustments for state employees. Effective
management, accountability, and delivery of services require that we adequately pay and retain
our employees.
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The Budget describes these improvements in detail. The base budget is presented program by
program; initiatives and recommended improvements are explained item by item; performance
measures and program information are listed at length following the program statements.

Consider carefully the education initiatives, both for K-12 children and higher education
students. We do these things not for school systems and colleges, but for children and young
adults reaching out to their futures.

These vital initiatives and other basic needs require additional tax revenues.

This budget is balanced. It is accompanied by a revenue proposal that raises the necessary
revenue. Our proposal isjust one method to raise the necessary revenue. There are other ways to
reach our common goal. We will work closely and carefully with the General Assembly to raise
the necessary revenue.

The budget is not easy reading, but it isafamiliar story. | end the message this year, just as| did
last year:

Read the budget. . . . It isimportant for our children’s future that you do so. Give them the gift of
Reading that this budget offers; help them Catch Up; give them Quality Teaching. Offer them
Excellence in Higher Education. Their future — and our legacy — depends on this.

We can afford to do this; we cannot afford not to make the choices. Begin with Reading!

My staff and | will work with the members of the 102nd General Assembly on these initiatives,
the Appropriations Bill, related |egislation and other issues of interest to you.

Y ou get to write the final page of this story. It isyour Constitutiona privilege, your obligation to
the people. Write agood ending, and trust that the people will read with understanding.

Sincerely,

Don Sundquist
Governor of the State of Tennessee

viii



STATE OF TENNESSEE
DEPARTMENT OF FINANCE AND ADMINISTRATION
STATE CAPITOL
NASHVILLE, TENNESSEE 37243-0285

C. WARREN NEEL, Ph.D.
COMMISSIONER

February 8, 2002

The Honorable Don Sundquist
State Capitol
Nashville, Tennessee 37243

Dear Governor Sundquist:

| am pleased to submit to you the 2002-2003 Budget Document. As you directed, the budget
again emphasizes the vital need to better educate our children. Their place in our hearts and
minds has not changed. As| said last year, Tennessee's children “need to be prepared for lifein
this information age and be able to make the choices leading to economic opportunity and
fulfillment of dreams.”

| stand by the remark | made in submitting the budget to you last February:

You had other choices, but you and | are not willing to recommend them, for they would lead to
fallure in school, fallure in our commitment to Tennessee's children, and faillure in our
responsibility for our state’s economic well-being. Those other choices also would represent failure
in leadership and in responsible government. Your choices, instead — despite difficult structural
revenue problems — offer hope for the future and investments which will allow children the
opportunity not only to dream, but to live out their lives as productive citizens of Tennessee.

This budget again proposes major improvements in Tennessee education. The Reading
Initiative, funded at $90 million in the K-12 Education budget, with $70 million from state funds
and $20 million from federal funds, has impact beyond the classroom. So does the $88.9 million
provided for the Higher Education Excellence Initiative. These improvements are essential to the
long-term economic health of the people of Tennessee. Despite years of significant K-12
Education funding increases through the Basic Education Program (BEP) formula, our children’s
educational achievements fall short, compared with our neighboring states. Although the BEP
improvements have reduced class sizes and kept pace with annual inflation in school costs, the
funding formulaincreases have not addressed some of our major educational necessities.

The Reading Initiative will provide a Reading Coaches program, which will make reading by the
end of the third grade a priority and will build upon those skills. The cost is $23 million, with
$10 million from state appropriations and $13 million from federa grants. This will pay
dividends in all school subjects, for inability to read well has consequences in math, science, and
other subjects — and in the workplace.



A second part of the Reading Initiative is Early Childhood Education, which is crucial to success
of our children in the early grades and throughout their school years. The Budget includes $40.3
million to make Early Childhood Education available to all four-year-old children by the 2006-
2007 school year. Currently, 36,850 four-year-old children are not served by pre-school
programs;, the first year funding will serve 7,140 and be directed toward educationally at-risk
children. From the $40.3 million, $35.3 million will be provided for the academic part of the
program, and $5 million will be provided for additional Family Resource Centers, which will
alow funding for at least one center in every county. The centers will help identify children at
risk of educational failure, increase parent involvement in schools, and help with the transition
into school.

The Catching Up component of the Reading Initiative is designed to get all students prepared to
pass the Gateway tests in high school. Funding for this improvement is $16.6 million, including
$11.1 million from state funds and $5.5 million from federal funds. This component includes
$14.1 million for targeted Catch-Up activities for seventh, eighth, and ninth grade students and
$2.5 million for on-line professional development for teachers in the Gateway subjects.

More and better Teaching Resources are needed as part of the Reading Initiative. Quality
Teaching and Classroom Materias will result in better Teaching Resources. Quality Teaching
requires that we address K-12 teacher recruitment and retention; the budget includes $4.4 million
for this purpose, funded by nearly $3 million from state appropriations and $1.5 million from
federal funds. The elements of Quality Teaching will provide enhanced scholarships targeted to
specific subject areas where teacher shortages exist; a mentoring program for new teachers,
designed to keep them once we get them in the classroom; a Teaching as a Second Career
program that will encourage professionals to earn teaching certificates in their fields, and
national board certification incentives.

Teaching Resources also will be improved in the Reading Initiative through a Classroom
Materials element. At $5.6 million, an additional $100 per teacher will be provided, and this will
double the amount now available to them for materials.

For Higher Education, the $88.9 million recommended improvement is the second-year
installment of a five-year plan to achieve Excellence in Higher Education. This second-year
funding is similar to the proposal you submitted in the budget for the current year, but the funds
were not appropriated. This initiative addresses many of the goals recommended to you in the
1999 report of the Council on Excellence in Higher Education. The council set out a clear path
to achieve academic excellence and place our public universities among the best in America.
The funding plan also was developed in consultation with the Tennessee Higher Education
Commission, the University of Tennessee (UT), and the State Board of Regents.

Second-year funding recommendations for Higher Education Excellence include a state
appropriation of $10 million for Faculty Retention and Recruiting in high-demand disciplines, to
be matched with $5 million from student tuition and fees, for a total of $15 million, to make



Tennessee public colleges more competitive with those in other states in attracting outstanding
faculty.

An operating increase necessary to attain Higher Education Excellence is recommended at $40
million for institutions and programs of Higher Education. The increase would raise the
academic formula units from the current 85.3 percent to 88.7 percent of full funding and aso
would provide an operating increase for non-formula units. This will improve library holdings,
increase the number of faculty, improve instructional and laboratory materials, support
technology initiatives, upgrade campus equipment, improve building maintenance, increase
graduate student stipends, and address inflation of basic fixed operating costs.

To upgrade special instructional and research equipment, the Excellence Initiative includes $10
million. This will address critical instructional, laboratory, and research equipment needs,
particularly in technology areas. This improvement provides $4 million for equipment at the
East Tennessee State University College of Medicine, $3.6 million for other ingtitutions in the
Board of Regents System, and $2.4 million for the University of Tennessee.

Higher Education Excellence requires more funds for research initiatives of the two university
systems. Of the $12.5 million recommended, $7.5 million is for UT, as the second-year
installment of a multi-year plan to enable the university to double federal research and
development grants to $150 million per year and put UT among the top 25 public research
universities by 2008. The total also includes $5 million for research initiatives in the Board of
Regents system. This improvement also will require campus matching funds and will allow
research institutions to develop major research activities and attract federal and private research
grants.

The Higher Education Excellence Initiative also includes $2 million for technology initiatives,
which will provide debt service on $9 million in general obligation notes to buy infrastructure
associated with technology initiatives. Such funds are necessary to provide a quality education in
the information age.

Higher Education Excellence — and improvement in educational attainment — requires that more
students be able to recelve student assistance grants to enable them to attend college. To serve an
additiona 5,894 needy students, increase the maximum grant level, and offset tuition increases,
an increase of $14.4 million is recommended for student assistance grants. This also includes
funds to increase the maximum grant level to the Tennessee Teaching Scholars program.

Aside from the Excellence Initiative, the budget provides an improvement of $6 million to
continue implementation of the Geler desegregation settlement agreement affecting both
university systems. This will bring the total appropriation for this purpose to an amount
necessary to meet our obligations for capital outlay at Tennessee State University and for
program improvements at TSU and other colleges across the state. In addition, the capital outlay
budget for the two university systems totals $149.7 million, including $37.4 million for capital
mai ntenance necessary to maintain existing buildings and infrastructure on our college campuses.
Thisisfunded by a combination of bonds and cash appropriations.
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In Health and Socia Services, the Budget provides funds necessary to meet our TennCare
obligations for the Medicaid-eligible, the uninsured, and the uninsurable and our child welfare
obligations to children in foster care or state custody or those in need of adoption assistance.

In TennCare, an improvement of $386 million is recommended, including $114.5 million from
state appropriations, in order to maintain actuarial soundness of the program and deliver essential
services. Thiswill provide funds necessary for an open enrollment period for the uninsured and
uninsurable; for capitation rate increases for managed care organizations (MCOs) and behavioral
health organizations (BHOs); for pharmacy inflation; for home and community services for the
developmentally disabled; for nursing home facility rate increases and increased Medicare cost
sharing; and for Department of Children’s Services improvements.

The appropriation for TennCare provides necessary funds through the period when we anticipate
the revised waiver to go into effect.

In fiscal year 2000-2001, mental health and developmental disabilities programs were reformed
by the re-write of Title 33 of the state law. This budget includes an additional $5 million to carry
implementation into the next phase, expanding services to individuas with developmental
disabilities.

In addition, the Aging Commission’s program of home and community services for non-
Medicaid eligible elderly and disabled clients will be expanded with a state appropriation
increase of $2.5 million. This includes an amount to provide the state match for the federal
family caregiver support program, which allows for respite and other services.

In the Department of Children’s Services, atotal improvement of $18.2 million is recommended,
including $10.3 million from state appropriations. This amount provides $12.8 million,
including $6.5 million from state appropriations, to continue the child welfare services reforms
suggested in the Child Welfare League report. This reform has reduced foster care caseloads,
provided equitable foster care board rates, and otherwise improved child welfare. This is the
fourth year of improvements addressing the recommendations of the Child Welfare League.

The budget recommends an additional $2.9 million, including $1.4 million from state funds, to
provide better supervision of child welfare case workers, increase rates to foster parents, and
provide graduate education stipends to case workers. This is an obligation of the Brian A.
lawsuit settlement agreement.

Terrorist attacks against the American people on September 11, 2001, have required that we
address Homeland Security in this budget. The Administration took immediate action to
strengthen the security of Tennessee. Some security improvements will require a supplemental
appropriation of $5.9 million in the current year and an improvement of $8.9 million in the
upcoming year. Funds will be provided for water supply protection, bomb and arson
investigation, military equipment, emergency management, biological and other local health
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services, food and agricultural protection, criminal intelligence and investigation, Trooper
equipment, security of state property and mail, and a coordinating Office of Homeland Security.

Other improvements recommended in this budget from state appropriations, reflecting choices to
maintain and improve essential services to the people of Tennessee, include:

a) Basic Education Program full funding for the sixth straight year — $45.6 million

b) Public Health — Epidemiological outbreak investigation — $759,600

c) Prisons— Population increase, pre-release, security, and operational — $3.9 million

d) Probation and parole supervision, and more community corrections— $3.5 million

e) State Parks operations and maintenance —$ 2.5 million and $3 million, respectively

f) Tennessee Industrial Infrastructure Program (TIIP) — $13.6 million, including the
continuation of $10 million funded on a non-recurring basis in fina legisative action
on the 2001-2002 budget

g) Grants — Amounts in various agencies to restore the $41.8 million in grants and
programs designated as non-recurring in 2001-2002. This includes continuation of
such programs as the police and fire fighter pay supplements, public television grants,
and the Science Alliance grants. Some of this $41.8 million is included above in
items*“d” ($350,000 for DISMAS and Project Return) and “f” ($10 million for TIIP).

In addition, the budget includes $131.2 million in state appropriations to fund a salary increase,
effective July 1, 2002, for state employees, K-12 teachers, and Higher Education employees; and
$20 million is recommended for classification-compensation salary issues for state employees.
The salary survey adjustment for Troopers also is recommended. An improvement of $47.6
million is required for the state share of the group health insurance premium increase; and an
additional $11.1 million is needed for the actuarial rate adjustment for the retirement program.

These and other recommended program improvements are explained in detail in the Budget
Document. Major improvements are highlighted at the beginning of each program statement
section and in the detailed improvement listings in each section.

The Budget fulfills the statutory mandate to be balanced. The additional revenue necessary to
fund this budget is $1,167,000,000. This amount is necessary to correct in the upcoming year the
structural problem built into our current budget, in which recurring requirements are funded by
non-recurring revenues; to offset the recurring impact on the revenue base of the undercollection
of taxes in the current year; and to fund the recommended program improvements. As a
companion to the general appropriations bill, the Administration is filing tax legislation which
would raise the necessary revenue, athough other tax options aso could satisfy the revenue
requirement.

The Revenue Fluctuation Reserve will be raised from $178 million at June 30, 2001, to $280.9
million at June 30, 2003, based on this budget. This reserve allows services to be maintained
when revenue growth is slower than estimated in the budget, mainly during economic downturns.
We should maintain this fund for that economic circumstance, if at all possible. During the
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current fiscal year, however, it is possible that the undercollection of tax revenue could require
some use of thisrainy day fund.

The Tennessee Taxpayer Budget you are submitting to the General Assembly totals $9.7 billion.
While the Budget Document as recommended indicates a total budget of $20.5 billion, including
appropriations from state revenues and reserves of $9.9 hillion, the appropriation from the
Taxpayer’s general state tax sources is the lower $9.7 billion. This Tennessee Taxpayer Budget
amount excludes taxes and fees that are dedicated to a specific purpose and often are narrowly
levied for that purpose; and it also excludes federa grant revenues and all other departmental
revenues, which usually are collected for specific purposes.

| submit the 2002-2003 budget for your recommendation to the Genera Assembly. | look
forward to assisting you and the General Assembly in considering the Reading Initiative, Higher
Education Excellence Initiatives, other budget proposals, and related legidation.

Respectfully Submitted,

C. Warren Ned
Commissioner of Finance and Administration
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO
State of Tennessee

Tennessee

For the Fiscal Year Beginning
July 1, 2001

) Mcwre G

President Executive Director

The Government Finance Officers Association of the United States and Canada (GFOA)
presented an award of Distinguished Presentation to the State of Tennessee, for its annual
budget for the fiscal year beginning July 1, 2001.

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 communication 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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State of Tennessee

The Budget Document

Tennessee Code Annotated, Section 9-4-
5106, requires that the financial plan of
Tennessee's state government be presented in
three parts:

1. Financial Policy

The state's financial policy, contrasting
the relationships between expenditures and
revenues that are estimated for the ensuing
fiscal year with the corresponding figures for
the latest completed fiscal year and the fiscal
year in progress,

2. Bonded Indebtedness

The state's bonded indebtedness detailing
redemption requirements until retirement, the
net and gross debt of the state, and condition
of the sinking fund; and

3. Appropriations Bill

The General Appropriations Bill,
whereby the General Assembly gives legal
sanction to the financial plan it adopts. Upon
passage, this bill appropriates by agency and
fund the expenditures for the ensuing fiscal
year. The revenues by which these
expenditures are financed are also detailed in
thisbill.

Parts one and two are included in the
Budget Document. The format of the Budget
Document is reviewed annualy for clarity
and content. Part three, the Appropriations
Bill, is a separate document.

The first section of the Budget
Document, entitled "Budget Overview," is a
brief summary of the total budget, including
the budget process itself.

The roles of the various branches of
government in the budget process are
described in “The Budget Process’ narrative,
located near the end of the “Budget
Overview” section. The General Assembly, or
Legidative Branch, makes the laws; the
Judicial Branch interprets and enforces these
laws; while the Executive Branch, headed by

the Governor, has the constitutional duty to
administer and execute duties and functions
that have been enacted into law by the
General Assembly.

The “Budget Process’ explanation is
followed by a subsection entitled “Basis of
Budgeting and Accounting,” which explains
how the Budget is presented and some of the
mysteries of accounting.

Following this preface is a series of
charts and schedules that summarize the
Budget. The total state budget and the
General Fund budget are represented by pie
charts that detail each major tax and each
functional area for the recommended budget.
Tennessee's current tax structure has the
majority of its tax revenue coming from the
sales tax, the largest portion of which funds
education.

The overview schedules clarify and
detail the expenditures, revenue sources, and
personnel requirements of state government.
There are several total budget schedules
comparing programs by funding source and
showing how those funds are derived. Also
included are tables that list, by department,
the improvements proposed for the next fiscal
year. There are two charts that provide the
total fund balance available, indicating the
total requirement for appropriation and the
General Fund revenues available to meet that
need. These two charts are titled “General
Fund and Education Fund, Comparison of
Appropriation  Requirements and State
Revenues’ for fiscal years 2001-2002 and
2002-2003. These charts show how the
budget is balanced against General Fund and
Education Fund tax revenues during the
current and next fiscal years. Due to its
unique funding source, the Department of
Transportation is highlighted separately with
its detail ed funding requirements.

All  agencies and departments are
included in the summary comparison
schedules by program and funding source.

Two charts are included to distinguish
between state appropriations from general



The Budget Document

state taxes and appropriations from dedicated
taxes and fees. The so-called "Tennessee
Taxpayer Budget" includes only
appropriations from general state tax sources;
it excludes major appropriations from
dedicated tax and fee sources, all federal
revenues, and al other departmental
revenues. The chart entitled "Tennessee
Taxpayer Budget and Budget Document
Appropriations’ includes this information,
then shows a single lineitem for
appropriations from dedicated state sources,
and then atotal state appropriation. The next
chart identifies the appropriations from
dedicated state sources by agency. Examples
of  appropriations from dedicated state
sources are the appropriations to the
Tennessee Wildlife Resources Agency
(TWRA) from hunting and fishing license
fees and from the real estate transfer taxes
supporting the Wetlands Acquisition Fund
administered by TWRA.

All of the other summary charts and
program statements in this Budget Document
that deal with appropriations include
appropriations from al state sources, both
general taxes and dedicated taxes and fees.

Other schedules provide detail on the
supplemental  appropriations required to
maintain programs in the current fiscal year,
the constitutiona  spending limitation
requirement, and a summary of personnel and
funding for all state agencies and higher
education institutions.

Following the “Budget Overview”
summary schedules is a description of the
Administration’s major multi-year initiatives.
A “Tennessee Characteristics’  section
includes demographic and physical statistics
on the state. The “Economic Overview”
narrative discusses the relative trends and
impacts of Tennessee's economy on state
revenues. The Budget Document also
includes an historical analysis of the effect on
the state budget of federal aid trends and
federally mandated costs.

The section entitled "State Tax
Revenues' lists the various sources of
revenue, the collecting agencies, and the
statutory apportionment among the various

funds (primarily the general fund, education
fund, and sinking fund). Also listed are the
city and county funds and the highway fund.
A comparison of collections by fiscal year is
presented on the remaining pages of that
section.

Included in the "Financial Statements"
section are the comparative balance sheets for
the general fund, education fund, and
highway fund as of June 30 for the two prior
years. This schedule is followed by the
expenditures and requirements of the debt
service fund for the previous, current, and
subsequent fiscal years. The status of the
various authorized and unissued bonds is
given in a schedule of bonds and
appropriations made for capital purposes in
lieu of bond issuance. The statement of
bonded indebtedness presents the retirement
schedule for the state’ s bonded debt. The cost
of outstanding bonds is reflected as principal
and interest.

The proposed capita outlay for the
ensuing fiscal year is included within the
"Capital Outlay Program" section. Specific
projects are shown for each department
impacted, with the statewide capita
maintenance effort included among the items
for the Depatment of Finance and
Administration. Whether from current funds
of the genera fund, the sale of genera
obligation bonds, or from other sources, the

proposed funding for each project is
indicated.
The maor portion of the Budget

Document is "Program Statements by
Functional Area" For presentation in the
Budget Document, departments and agencies
with related missions, programs, goals, and
objectives are grouped, resulting in six
functional areas. This enables legidlators,
policy-makers, and concerned citizens to have
a better concept of the magnitude and costs of
the general responsibilities in state
government.

At the beginning of each functiona
presentation is an introduction to the
associated agencies, followed by a list of the
improvement items that are recommended for
that area of state government. The
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improvement list is followed by tables that
show the total expenditures, funding sources,
and personnel of each functional area.

The activities and responsibilities of the
departments and agencies are explained
through narrative descriptions of each
program. Following this narrative, fiscal and
personnel data are provided for the last
completed year, the current year, and the
projected year. Projected year data includes
the level of funding and number of positions

for base, improvement, and recommended
totals.

At the end of each functional area
program statement is a table of performance
measures and information, covering the three
years for which funding is displayed.

The final section of the document
provides a glossary of terms and an index to
permit easy reference to specific departments
or programs.
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Total State Budget

Where Y our State Tax Dollar Comes From

Tax Reform 12¢

SalesTax 50¢

Tobacco, Beer, &
Alcohalic Beverag
1¢

All Other Taxes 5¢:

Insurance & Banking

3¢ Motor Vehicle 2¢

Franchise & Excise

11¢ Gasoline Taxes 9¢

Gross Receipts&  Income & Inheritance
Privilege 4¢ 3¢

Where Y our State Tax Dollar Goes

Education 43¢

Business & Economic
Development 1¢

Resources &
Hedlth & Socid Regulaion 3¢

Services 27¢

Cities& Counties 7¢

General Government
2¢ Law, Safety & Transportation 8¢
Correction 9¢

Fiscal Year 2002 - 2003



General Fund Budget

Where Y our State Tax Dollar Comes From

SalesTax 56¢

Tax Reform 15¢:

Tobacco, Beer &
Alcoholic Beverages
2¢

Income & Inheritance
3¢

All Other Taxes 5¢

Insurance & Banking

4¢ Franchise& Excise ~ CroSSRecaipis&
11¢ Prl\/ll%e 4¢

Where Your State Tax Dollar Goes

Business & Economic Education 50¢

Development 1¢

Hedth & Socid
Services 32¢

Resources &
Regulation 3¢

Law, Safety &
Genera Government Correction 11¢
3¢

Fiscal Year 2002 - 2003



Total State Budget

Comparison of Programs and Revenue Sources
Fiscal Years 2000-2001, 2001-2002, and 2002-2003

I. PROGRAMS

ALL PROGRAMS
General Fund
Department of Transportation
Debt Service Requirements
Capital Outlay Program
Facilities Revolving Fund

Cities & Counties - State Shared Taxes

Il. REVENUE SOURCES

APPROPRIATION
General Fund
Department of Transportation
Debt Service Requirements
Capital Outlay Program
Facilities Revolving Fund

Cities & Counties - State Shared Taxes

BONDS
Department of Transportation
Capital Outlay Program

Facilities Revolving Fund

FEDERAL
General Fund
Department of Transportation

Capital Outlay Program

CURRENT SERVICES & OTHER
General Fund *
Department of Transportation
Capital Outlay Program

Facilities Revolving Fund

TOTAL STATE BUDGET

Actual
2000-2001

Estimated
2001-2002

Recommended
2002-2003

Act. vs. Est.
Difference

Est. vs. Rec.
Difference

$17,849,725,100
15,510,908,900
1,261,887,600
253,321,000
55,679,000
92,512,000
675,416,600

$8,733,365,700
7,015,062,500
743,661,600
253,321,000
45,794,000
110,000
675,416,600

$0
0
0
0

$6,309,445,700
5,822,918,800
484,600,900
1,926,000

$2,806,913,700
2,672,927,600
33,625,100
7,959,000
92,402,000

*k

*k

Kok

$19,484,103,600
16,903,302,900
1,446,612,000
244,698,000
66,716,700
157,074,000
665,700,000

$9,262,376,900
7,668,690,400
667,220,000
244,698,000
16,068,500

0

665,700,000

$162,600,000
80,000,000
21,300,000
61,300,000

$7,056,580,900
6,385,559,900
664,125,000
6,896,000

3,002,545,800
2,849,052,600
35,267,000
22,452,200
95,774,000

$20,542,088,400
17,663,864,400
1,555,050,000
247,102,000
293,456,000
99,816,000
682,800,000

$9,861,765,900
8,210,365,900
669,750,000
247,102,000
51,748,000

0

682,800,000

$256,400,000
77,000,000
176,300,000
3,100,000

$7,470,160,800
6,643,208,800
772,656,000
54,296,000

$2,953,761,700
2,810,289,700
35,644,000
11,112,000
96,716,000

$1,634,378,500
1,392,394,000
184,724,400
(8,623,000)
11,037,700
64,562,000
(9,716,600)

$529,011,200
653,627,900
(76,441,600)
(8,623,000)
(29,725,500)
(110,000)
(9,716,600)

$162,600,000
80,000,000
21,300,000
61,300,000

$747,135,200
562,641,100
179,524,100
4,970,000

$195,632,100
176,125,000
1,641,900
14,493,200
3,372,000

$1,057,984,800
760,561,500
108,438,000
2,404,000
226,739,300
(57,258,000)
17,100,000

$599,389,000
541,675,500
2,530,000
2,404,000
35,679,500

0

17,100,000

$93,800,000

(3,000,000)
155,000,000
(58,200,000)

$413,579,900
257,648,900
108,531,000
47,400,000

($48,784,100)

(38,762,900)
377,000

(11,340,200)
942,000

$17,849,725,100

$19,484,103,600

$20,542,088,400

$1,634,378,500

$1,057,984,800

* Includes Higher Education's Tuition and Student Fees.

** Includes Tax Revenues and Bonds.

*** |ncludes Departmental Operating Revenues and Bonds.



Comparison of Programs by Revenue Sources

Total State Budget

Fiscal Years 2000-2001, 2001-2002, and 2002-2003

I. GENERAL FUND
Appropriation
Federal

Current Services & Other Revenue*

Il. DEPARTMENT OF TRANSPORTATION
Appropriation
Federal
Current Services & Other Revenue

Bonds

Ill. DEBT SERVICE REQUIREMENTS
Appropriation

IV. CAPITAL OUTLAY PROGRAM
Appropriation
Federal
Current Services & Other Revenue

Bonds

V. FACILITIES REVOLVING FUND
Appropriations
Current Services & Other Revenue

Bonds

VI. CITIES & COUNTIES - STATE SHARED TAXES
Appropriation

VII. TOTAL STATE BUDGET
Appropriation
Federal
Current Services & Other Revenue*

Bonds

Actual

2000-2001

Estimated

2001-2002

Recommended

2002-2003

Act. vs. Est.

Difference

Est. vs. Rec.

Difference

$15,510,908,900
7,015,062,500
5,822,918,800
2,672,927,600

$1,261,887,600

743,661,600 **

484,600,900
33,625,100
0

$253,321,000
253,321,000

$55,679,000

45,794,000 **

1,926,000
7,959,000
0

$92,512,000
110,000

92,402,000 ***

0

$675,416,600
675,416,600

$17,849,725,100
8,733,365,700
6,309,445,700
2,806,913,700

0

*Includes Higher Education's Tuition and Student Fees.

**|ncludes Tax Revenues and Bonds.

***|ncludes Departmental Operating Revenues and Bonds.

$16,903,302,900
7,668,690,400
6,385,559,900
2,849,052,600

$1,446,612,000
667,220,000
664,125,000
35,267,000
80,000,000

$244,698,000
244,698,000

$66,716,700
16,068,500
6,896,000
22,452,200
21,300,000

$157,074,000
0

95,774,000
61,300,000

$665,700,000
665,700,000

$19,484,103,600
9,262,376,900
7,056,580,900
3,002,545,800
162,600,000

$17,663,864,400
8,210,365,900
6,643,208,800
2,810,289,700

$1,555,050,000
669,750,000
772,656,000
35,644,000
77,000,000

$247,102,000
247,102,000

$293,456,000
51,748,000
54,296,000
11,112,000
176,300,000

$99,816,000
0
96,716,000
3,100,000

$682,800,000
682,800,000

$20,542,088,400
9,861,765,900
7,470,160,800
2,953,761,700
256,400,000

$1,392,394,000
653,627,900
562,641,100
176,125,000

$184,724,400
(76,441,600)
179,524,100
1,641,900
80,000,000

($8,623,000)
(8,623,000)

$11,037,700
(29,725,500)
4,970,000
14,493,200
21,300,000

$64,562,000
(110,000)

3,372,000

61,300,000

($9,716,600)
(9,716,600)

$1,634,378,500
529,011,200
747,135,200
195,632,100
162,600,000

$760,561,500
541,675,500
257,648,900
(38,762,900)

$108,438,000
2,530,000
108,531,000
377,000
(3,000,000)

$2,404,000
2,404,000

$226,739,300
35,679,500
47,400,000
(11,340,200)
155,000,000

($57,258,000)
0

942,000
(58,200,000)

$17,100,000
17,100,000

$1,057,984,800
599,389,000
413,579,900
(48,784,100)
93,800,000



Tennessee Taxpayer Budget and Budget Document Appropriations

State Appropriations *
Fiscal Years 2000-2001, 2001-2002, and 2002-2003

General Fund and Education Fund

301
302
303
304
305
306
307
308
309
313
315
316
317
318
318.01
319
321
323
324
325
326
327
328
329
330
331
332
335
336
337
339
339.21
341
343
345
347
348
349
351
353
355
359

Legislature

Court System

Attorney General and Reporter
District Attorneys General
Secretary of State

District Public Defenders
Comptroller of the Treasury
Post-Conviction Defender
Treasury Department

Claims and Compensation
Executive Department
Commissions

Finance and Administration (F&A)
F&A - TennCare

F&A - Office of Health Services
Personnel

General Services

Veterans Affairs

Board of Probation and Parole
Agriculture

Tourist Development

Environment and Conservation
Wildlife Resources Agency
Correction

Economic and Community Development
Education (K-12)

Higher Education

Commerce and Insurance
Financial Institutions

Labor and Workforce Development
Mental Health and Developmental Disabilities
F&A - Mental Retardation Division
Military

Health

Human Services

Revenue

Tennessee Bureau of Investigation
Safety

Miscellaneous Appropriations
Emergency and Contingency Fund
State Building Commission
Children's Services

Sub-total General Fund and Education Fund

Transportation

Debt Service Requirements

Capital Outlay Program

Facilities Revolving Fund

Cities and Counties - State Shared Taxes

Total Tennessee Taxpayer Budget

Dedicated Tax Sources - Appropriation

Grand Total State Appropriation - Budget Document

Actual
Expenditures
2000-2001 *

Estimated
2001-2002

Recommended
2002-2003

$ 24,524,900

$ 28,611,800

$ 28,611,800

71,518,600 73,371,200 75,168,000
12,286,100 14,513,300 14,532,100
40,338,500 42,466,800 44,467,900
19,412,200 23,025,600 24,525,600
23,839,000 25,145,600 25,823,300
38,817,900 43,897,700 44,508,100
927,300 809,300 827,700
262,800 575,700 575,700
3,613,200 3,971,900 4,221,900
18,986,400 22,697,100 25,343,100
6,935,600 11,823,300 14,323,300
1,624,129,300 1,828,784,500 1,898,276,600
1,965,600 2,112,200 7,347,800
3,555,500 4,463,900 4,534,900
5,564,700 6,948,200 6,448,200
2,420,000 2,647,100 2,749,200
50,918,200 55,095,200 57,685,800
33,367,200 38,890,300 38,890,300
7,766,700 8,198,800 8,198,800
58,945,700 62,592,700 66,725,200
405,841,100 474,070,300 477,737,700
28,608,100 32,033,700 36,340,100
2,537,025,500 2,633,581,500 2,795,186,000
1,044,691,700 1,083,710,450 1,218,013,300
5,016,600 10,710,200 11,817,800
17,345,300 23,436,000 23,386,000
76,601,400 92,978,600 99,064,100
56,674,000 67,182,600 70,469,000
10,123,900 7,984,100 9,298,900
81,068,700 85,502,900 88,396,700
145,482,100 158,374,900 162,063,000
40,417,700 42,734,000 45,392,500
22,710,600 25,705,600 28,025,500
91,613,300 109,156,800 114,944,100
21,533,400 61,535,600 176,438,800
- 819,300 819,300
359,000 250,000 250,000
213,681,500 247,439,200 251,804,800
$ 6,848,889,300 $ 7,457,847,950 $ 8,003,232,900
743,661,600 667,220,000 669,750,000
253,321,000 244,698,000 247,102,000
45,794,000 16,068,500 51,748,000
110,000 - -
675,416,600 665,700,000 682,800,000

$ 8,567,192,500

$ 9,051,534,450

$ 9,654,632,900

166,173,200

210,842,450

207,133,000

$ 8,733,365,700

$ 9,262,376,900

$ 9,861,765,900

* FY 2000-2001 is actual expenditures from appropriations. "Taxpayer Budget" excludes appropriations from dedicated tax
sources, federal revenues, and all other departmental revenues.



Departmental Summary of Appropriations

from Dedicated Taxes and Fees *
Fiscal Years 2000-2001, 2001-2002, and 2002-2003

Actual
Expenditures Estimated Recommended
2000-2001 * 2001-2002 2002-2003
301 Legislature $ - $ - $ -
302 Court System 489,700 621,200 571,200
303 Attorney General and Reporter - - -
304 District Attorneys General - - -
305 Secretary of State - - -
306 District Public Defenders - - -
307 Comptroller of the Treasury - - -
308 Post-Conviction Defender - - -
309 Treasury Department - - -
313 Claims and Compensation 3,532,700 8,438,000 8,245,300
315 Executive Department - - -
316 Commissions 6,535,100 8,043,900 8,043,900
317 Finance and Administration (F&A) - - -
318 F&A - TennCare - - -
318.01 F&A - Office of Health Services - - -
319 Personnel - - -
321 General Services - - -
323 Veterans Affairs - - -
324 Board of Probation and Parole - - -
325 Agriculture 12,368,900 20,079,000 20,079,000
326 Tourist Development - - -
327 Environment and Conservation 57,488,800 73,152,000 69,652,000
328 Wildlife Resources Agency 39,989,700 39,639,200 40,692,200
329 Correction 56,900 75,000 75,000
330 Economic and Community Development 13,343,800 18,302,300 17,302,300
331 Education (K-12) - - -
332 Higher Education - - -
335 Commerce and Insurance 19,780,200 26,743,700 26,893,200
336 Financial Institutions 4,018,600 5,308,800 5,308,800
337 Labor and Workforce Development 154,800 363,300 244,000
339 Mental Health and Developmental Disabilities - - -
339.21 F&A - Mental Retardation Division - - -
341 Military - - -
343 Health 7,282,700 8,924,000 8,907,900
345 Human Services - - -
347 Revenue - - -
348 Tennessee Bureau of Investigation - - -
349 Safety 1,131,300 1,152,050 1,118,200
351 Miscellaneous Appropriations - - -
353 Emergency and Contingency Fund - - -
355 State Building Commission - - -
359 Children's Services - - -
Total Appropriations from Dedicated State Sources $ 166,173,200 $ 210,842,450 $ 207,133,000

* FY 2000-2001 is actual expenditures from appropriations



Departmental Summary of Continuation and Improvement
Recommendations from State Tax Revenue, for Fiscal Year 2002-2003

Recommended Appropriations for Fiscal Year 2002-2003

2001-2002 Appropriations* % Total Total %
Department Recurring Non-Recurring Base Change Improvements Recommended Change
Legislature $28,611,800 $0 $28,611,800 0.0% $0 $28,611,800 0.0%
Court System 73,874,400 118,000 73,874,400 0.0% 1,864,800 75,739,200 2.4%
Attorney General and Reporter 14,513,300 0 14,528,200 0.1% 3,900 14,532,100 0.1%
District Attorneys General 42,123,400 343,400 42,123,400 0.0% 2,344,500 44,467,900 4.7%
Secretary of State 21,493,600 1,532,000 21,493,600 0.0% 3,032,000 24,525,600 6.5%
District Public Defenders 24,998,700 146,900 24,998,700 0.0% 824,600 25,823,300 2.7%
Comptroller of the Treasury 42,097,700 1,800,000 42,097,700 0.0% 2,410,400 44,508,100 1.4%
Post-Conviction Defender 809,300 0 809,300 0.0% 18,400 827,700 2.3%
Treasury Department 515,500 60,200 515,500 0.0% 60,200 575,700 0.0%
Claims and Compensation 8,438,000 0 8,245,300 -2.3% 0 8,245,300 -2.3%
Executive Department 3,971,900 0 3,971,900 0.0% 250,000 4,221,900 6.3%
Commissions 29,736,400 1,004,600 29,831,000 0.3% 3,556,000 33,387,000 8.6%
Finance and Administration (F&A) 11,823,300 0 11,823,300 0.0% 2,500,000 14,323,300 21.1%
F&A - TennCare 1,781,460,300 47,324,200 1,783,797,200 0.1% 114,479,400 1,898,276,600 3.8%
F&A - Office of Health Services 2,112,200 0 2,347,800 11.2% 5,000,000 7,347,800 247.9%
Personnel 4,463,900 0 4,452,500 -0.3% 82,400 4,534,900 1.6%
General Services 6,448,200 500,000 6,248,200 -3.1% 200,000 6,448,200 -7.2%
Veterans Affairs 2,647,100 0 2,647,100 0.0% 102,100 2,749,200 3.9%
Board of Probation & Parole 54,145,200 950,000 54,175,200 0.1% 3,510,600 57,685,800 4.7%
Agriculture 56,183,800 2,785,500 56,183,800 0.0% 2,785,500 58,969,300 0.0%
Tourist Development 7,883,800 315,000 7,883,800 0.0% 315,000 8,198,800 0.0%
Environment and Conservation 129,744,700 6,000,000 129,744,700 0.0% 6,632,500 136,377,200 0.5%
Wildlife Resources Agency 39,261,400 377,800 39,141,600 -0.3% 1,550,600 40,692,200 2.7%
Correction 473,989,100 156,200 473,947,000 0.0% 3,865,700 477,812,700 0.8%
Economic & Community Development 39,286,000 11,050,000 38,161,400 -2.9% 15,481,000 53,642,400 6.6%
Education (K-12) 2,618,455,300 15,126,200 2,616,085,200 -0.1% 179,100,800 2,795,186,000 6.1%
Higher Education 1,081,513,250 2,197,200 1,081,513,300 0.0% 136,500,000 1,218,013,300 12.4%
Commerce and Insurance 35,116,900 2,337,000 35,016,900 -0.3% 3,694,100 38,711,000 3.4%
Financial Institutions 5,308,800 0 5,308,800 0.0% 0 5,308,800 0.0%
Labor and Workforce Development 23,799,300 0 23,630,000 -0.7% 0 23,630,000 -0.7%
Mental Health & Developmental 92,678,600 300,000 92,678,600 0.0% 6,385,500 99,064,100 6.5%
Disabilities
F&A - Mental Retardation Division 66,302,600 880,000 66,302,600 0.0% 4,166,400 70,469,000 4.9%
Military 7,984,100 0 7,930,400 -0.7% 1,368,500 9,298,900 16.5%
Health 94,146,100 280,800 93,392,800 -0.8% 3,911,800 97,304,600 3.0%
Human Services 157,767,300 607,600 155,918,900 -1.2% 6,144,100 162,063,000 2.3%
Revenue 42,714,000 20,000 42,666,500 -0.1% 2,726,000 45,392,500 6.2%
Tennessee Bureau of Investigation 25,666,600 39,000 25,666,600 0.0% 2,358,900 28,025,500 9.0%
Safety 103,529,650 6,779,200 103,458,700 -0.1% 12,603,600 116,062,300 5.2%
Miscellaneous Appropriations 26,460,400 35,075,200 24,652,100 -6.8% 151,786,700 176,438,800 186.7%
Emergency and Contingency Fund 819,300 0 819,300 0.0% 0 819,300 0.0%
State Building Commission 250,000 0 250,000 0.0% 0 250,000 0.0%
Children's Services 245,883,100 1,556,100 241,494,300 -1.8% 10,310,500 251,804,800 1.8%
Total General Fund $7,529,028,300 $139,662,100 $7,518,439,400 -0.1% $691,926,500 $8,210,365,900 7.1%

* Includes Recommended Supplemental appropriations in the Amount of $37,417,100. For a detailed listing of supplementals, please see the table on page A-26.



Departmental Summary of Improvements
Fiscal Year 2002-2003

Funding
Code Department Total Appropriation Federal Other

301 Legislature $0 $0 $0 $0
302 Court System 1,864,800 1,864,800 0 0
303 Attorney General and Reporter 3,900 3,900 0 0
304 District Attorneys General 2,411,300 2,344,500 0 66,800
305 Secretary of State 3,032,000 3,032,000 0 0
306 District Public Defenders 824,600 824,600 0 0
307 Comptroller of the Treasury 2,410,400 2,410,400 0 0
308 Post-Conviction Defender 18,400 18,400 0 0
309 Treasury Department 689,000 60,200 0 628,800
315 Executive Department 250,000 250,000 0 0
316 Commissions 4,785,700 3,556,000 279,700 950,000
317 Finance and Administration (F&A) 2,500,000 2,500,000 0 0
318 F&A - TennCare 385,995,700 114,479,400 228,126,300 43,390,000
318.01 F&A - Office of Health Services 5,000,000 5,000,000 0 0
319 Personnel 112,400 82,400 0 30,000
321 General Services 200,000 200,000 0 0
323 Veterans Affairs 102,100 102,100 0 0
324 Board of Probation and Parole 3,510,600 3,510,600 0 0
325 Agriculture 2,785,500 2,785,500 0 0
326 Tourist Development 315,000 315,000 0 0
327 Environment and Conservation 6,744,300 6,632,500 111,800 0
328 Wildlife Resources Agency 1,601,200 1,550,600 0 50,600
329 Correction 3,865,700 3,865,700 0 0
330 Economic & Community Development 15,481,000 15,481,000 0 0
331 Education (K-12) 245,643,800 179,100,800 66,543,000 0
332 Higher Education 136,500,000 136,500,000 0 0
335 Commerce and Insurance 5,020,300 3,694,100 0 1,326,200
336 Financial Institutions 0 0 0 0
337 Labor and Workforce Development 0 0 0 0
339 Mental Health & Developmental Disabilities 6,617,400 6,385,500 0 231,900
339.21 F&A - Mental Retardation Divison 25,023,100 4,166,400 0 20,856,700
341 Military 2,088,100 1,368,500 719,600 0
343 Health 6,710,600 3,911,800 543,200 2,255,600
345 Human Services 20,097,200 6,144,100 13,863,900 89,200
347 Revenue 2,726,000 2,726,000 0 0
348 Tennessee Bureau of Investigation 2,358,900 2,358,900 0 0
349 Safety 12,603,600 12,603,600 0 0
351 Miscellaneous Appropriations 151,786,700 151,786,700 0 0
359 Children's Services 18,188,100 10,310,500 3,484,800 4,392,800

Sub-total General Fund $1,079,867,400 $691,926,500 $313,672,300 $74,268,600
400 Transportation 0 0 0 0

Total All Funds $1,079,867,400 $691,926,500 $313,672,300 $74,268,600




General Fund and Education Fund

Comparison of Appropriation Requirements and State Revenues

Fiscal Year 2001-2002

. APPROPRIATION REQUIREMENTS
General Fund Programs:
2001 Appropriations Act - Work Program
2002 Supplemental Appropriations

Total General Fund Requirements

Less: Overappropriation

Net General Fund Requirements

Transportation Equity Fund
Capital Outlay Program

TennCare Reserve

Sports Authority Reserve
Personal License Plates Reserves

Total Appropriation Requirements

1. GENERAL FUND REVENUES AND RESERVES
State Tax Revenue - Department of Revenue - Revised
State Tax Revenue - Other State Revenue - Revised
Miscellaneous Revenue - Revised
Tobacco Funds
IGT Revenue
Highway Fund Transfer - Gas Inspection Act
Reserve for Appropriations 2001-2002

Sub-Total General Fund Revenues and Reserves

Revenue Shortfall at June 30, 2002

Additional Revenues and Reserves
Reserve for Future Requirements at June 30, 2001
Debt Service Fund Transfer at June 30, 2002
Other Revenue and Reserves at June 30, 2002
Sub-Total

Revenue Fluctuation Reserve at June 30, 2001
Reserve for Federal Contingent Liability
Undesignated Fund Balance at June 30, 2001

Total General Fund Revenues and Reserves

I1l. AVAILABLE FUNDS AT JUNE 30, 2002
Revenue Fluctuation Reserve
Reserve for Federal Contingent Liability
Undesignated Fund Balance

Total Available Funds

$7,631,273,300

37,417,100

$7,668,690,400

(100,750,000)

$7,567,940,400

20,000,000
16,068,500
57,598,500
3,993,000
2,195,700

$6,022,300,000
673,900,000
72,500,000
188,863,700
119,298,600
1,000,000

243,776,300

$7,321,638,600

__(3346,157.500)

$31,200,000
40,000,000

274,957,500

$346,157,500

178,000,000
100,000,000
125,000

$178,000,000
100,000,000
125,000

__$278125,000_



General Fund and Education Fund

Comparison of Appropriation Requirements and State Revenues

Fiscal Year 2002-2003

. APPROPRIATION REQUIREMENTS

General Fund Programs:
Base Budget Recommendations

Improvement Budget Recommendations
K-12 Reading Initiative
K-12 BEP
K-12 Other Improvements
Higher Education - Excellence Initiatives
TennCare
Salary Increases
Other Improvements

Total General Fund Requirements

Less: Overappropriation
1985 Sentencing Act - Adjustment

Net General Fund Requirements

Transportation Equity Fund

Capital Outlay Program

TennCare Reserve

Sports Authority Reserve

Personal License Plates Fund Reserves

Tobacco MSA - Agricultural and Health Reserve Accounts

Total Appropriation Requirements

Il. GENERAL FUND REVENUES AND RESERVES

State Tax Revenue - Department of Revenue
State Tax Revenue - Other State Revenue
Miscellaneous Revenue

IGT Revenue

Tobacco Funds in 2002-2003

Highway Fund Transfer - Gas Inspection Act
Revenue Fluctuation Reserve at June 30, 2002
Reserve for Federal Contingent Liability
Undesignated Fund Balance at June 30, 2002

Sub-Total

Additional Revenue Required

Total General Fund Revenues and Reserves

Ill. AVAILABLE FUNDS AT JUNE 30, 2003

Revenue Fluctuation Reserve
Reserve for Federal Contingent Liability
Undesignated Fund Balance

Total Available Funds

$7,518,439,400

70,000,000
45,553,000
22,847,800
88,900,000
114,479,400
156,653,500

193,492,800

$8,210,365,900

(80,000,000)

(7,500,000)

$8,122,865,900

21,000,000
51,748,000
18,000,000
3,988,000
2,195,700
25,000,000

$6,206,300,000
669,700,000
74,300,000
60,000,000
170,000,000
1,000,000
178,000,000
100,000,000
125,000

7,459,425,000

1,167,000,000

$280,900,000
100,000,000
727,400

381,627,400



Department of Transportation
Comparison of Appropriations and Funding Requirements
Fiscal Years 2001-2002 and 2002-2003

|. APPROPRIATION REQUIREMENTS
ADMINISTRATION:
D.O.T. Headquarters
Bureau of Engineering
Bureau of Administration
Field Engineering
Insurance Premiums
Total

EQUIPMENT PURCHASES & OPERATIONS:

HIGHWAY MAINTENANCE:

STATE CONSTRUCTION:
Highway Betterments
State Aid
State Industrial Access
Local Interstate Connectors
Capital Improvements
Total

FEDERAL CONSTRUCTION:
Mass Transit
Highway Planning & Research
Interstate Construction
Forest Highways
State Highway Construction
Bridge Replacement
Air, Water, & Rall
Total

TOTAL APPROPRIATION REQUIREMENTS

IIl. FUNDING REQUIREMENTS:
Highway User Taxes
Miscellaneous Revenue
Bonds
Highway Fund Balance/Reserves
Transportation Equity Fund

TOTAL FUNDING REQUIREMENTS

2001-2002 2002-2003 Difference
$12,001,000 $13,255,000 $1,254,000
29,322,000 29,592,000 270,000
35,299,000 32,421,000 (2,878,000)
25,409,000 25,640,000 231,000
8,490,000 8,490,000 0

$110,521,000

$109,398,000

($1,123,000)

$21,201,000 $21,201,000 $0
$274,446,000 $276,603,000 $2,157,000
$7,865,000 $7,865,000 $0
30,682,000 30,682,000 0
10,815,000 10,815,000 0
1,475,000 1,475,000 0
11,700,000 6,660,000 (5,040,000)
$62,537,000 $57,497,000 ($5,040,000)
$28,789,000 $27,489,000 ($1,300,000)
9,400,000 7,700,000 (1,700,000)
17,325,000 17,025,000 (300,000)
200,000 200,000 0
194,401,000 199,837,000 5,436,000
5,400,000 5,800,000 400,000
23,000,000 24,000,000 1,000,000
$278,515,000 $282,051,000 $3,536,000
$747,220,000 $746,750,000 ($470,000)
$618,100,000 $617,600,000 ($500,000)
17,120,000 19,150,000 2,030,000
80,000,000 77,000,000 (3,000,000)
12,000,000 12,000,000 0
20,000,000 21,000,000 1,000,000

$747,220,000

$746,750,000

($470,000)




Fiscal Years 2001-2002 and 2002-2003

STATE FUNDS:
Administration
Equipment Purchases
Highway Maintenance
State Construction
Federal Aid Construction

Total

BOND AUTHORIZATIONS:

State Construction
Federal Aid Construction
Total

FEDERAL AID:
Federal Aid Construction

LOCAL GOVERNMENTS:
Highway Maintenance
State Construction
Federal Aid Construction

Total

GRAND TOTAL:
Administration
Equipment Purchases
Highway Maintenance
State Construction
Federal Aid Construction

Total

Department of Transportation
Comparison of Appropriations by Funding Sources

2001-2002 2002-2003 Difference
$110,521,000 $109,398,000 ($1,123,000)
21,201,000 21,201,000 0
274,446,000 276,603,000 2,157,000
62,537,000 57,497,000 (5,040,000)
198,515,000 205,051,000 6,536,000
$667,220,000 $669,750,000 $2,530,000
$0 $0 $0
80,000,000 77,000,000 (3,000,000)
$80,000,000 $77,000,000 ($3,000,000)

$664,125,000

$772,656,000

$108,531,000

$1,100,000 $1,100,000 $0
12,918,000 12,918,000 0
21,249,000 21,626,000 377,000
$35,267,000 $35,644,000 $377,000
$110,521,000 $109,398,000 ($1,123,000)
21,201,000 21,201,000 0
275,546,000 277,703,000 2,157,000
75,455,000 70,415,000 (5,040,000)
963,889,000 1,076,333,000 112,444,000
$1,446,612,000 $1,555,050,000 $108,438,000




Comparison of Programs

Fiscal Years 2000-2001, 2001-2002, and 2002-2003

Allot. Actual Estimated Recommended Act. vs Est. Est. vs Rec.
Code Department 2000-2001 2001-2002 2002-2003 Difference Difference
301 Legislature $25,031,200 $28,792,300 $28,749,300 $3,761,100 ($43,000)
Appropriation 24,524,900 28,611,800 28,611,800 4,086,900 0
Current Services and Other Revenue 506,300 180,500 137,500 (325,800) (43,000)
302 Court System $77,876,300 $79,887,700 $79,113,100 $2,011,400 ($774,600)
Appropriation 72,008,300 73,992,400 75,739,200 1,984,100 1,746,800
Federal 139,700 200,000 200,000 60,300 0
Current Services and Other Revenue 5,728,300 5,695,300 3,173,900 (33,000) (2,521,400)
303 Attorney General and Reporter $20,712,300 $24,932,300 $24,944,500 $4,220,000 $12,200
Appropriation 12,286,100 14,513,300 14,532,100 2,227,200 18,800
Current Services and Other Revenue 8,426,200 10,419,000 10,412,400 1,992,800 (6,600)
304 District Attorneys General $54,759,600 $58,276,700 $56,666,000 $3,517,100 ($1,610,700)
Appropriation 40,338,500 42,466,800 44,467,900 2,128,300 2,001,100
Federal 100 0 0 (100) 0
Current Services and Other Revenue 14,421,000 15,809,900 12,198,100 1,388,900 (3,611,800)
305 Secretary of State $27,612,800 $31,532,100 $32,706,700 $3,919,300 $1,174,600
Appropriation 19,412,200 23,025,600 24,525,600 3,613,400 1,500,000
Federal 2,967,400 2,946,700 2,946,700 (20,700) 0
Current Services and Other Revenue 5,233,200 5,559,800 5,234,400 326,600 (325,400)
306 District Public Defenders $24,466,700 $25,867,200 $26,058,300 $1,400,500 $191,100
Appropriation 23,839,000 25,145,600 25,823,300 1,306,600 677,700
Federal 2,200 0 0 (2,200) 0
Current Services and Other Revenue 625,500 721,600 235,000 96,100 (486,600)
307 Comptroller of the Treasury $47,838,900 $52,506,300 $53,116,700 $4,667,400 $610,400
Appropriation 38,817,900 43,897,700 44,508,100 5,079,800 610,400
Current Services and Other Revenue 9,021,000 8,608,600 8,608,600 (412,400) 0
308 Post-Conviction Defender $975,800 $1,013,400 $1,031,800 $37,600 $18,400
Appropriation 927,300 809,300 827,700 (118,000) 18,400
Federal 48,500 204,100 204,100 155,600 0
309 Treasury Department $13,090,100 $16,801,900 $15,803,400 $3,711,800 ($998,500)
Appropriation 262,800 575,700 575,700 312,900 0
Current Services and Other Revenue 12,827,300 16,226,200 15,227,700 3,398,900 (998,500)
313 Claims and Compensation $57,641,600 $52,119,500 $59,588,500 ($5,522,100) $7,469,000
Appropriation 3,532,700 8,438,000 8,245,300 4,905,300 (192,700)
Federal 1,529,000 2,022,000 3,396,000 493,000 1,374,000
Current Services and Other Revenue 52,579,900 41,659,500 47,947,200 (10,920,400) 6,287,700
315 Executive Department $3,613,200 $3,971,900 $4,221,900 $358,700 $250,000
Appropriation 3,613,200 3,971,900 4,221,900 358,700 250,000
316 Commissions $162,767,000 $355,752,000 $358,294,200 $192,985,000 $2,542,200
Appropriation 25,521,500 30,741,000 33,387,000 5,219,500 2,646,000
Federal 95,764,400 278,516,000 278,829,700 182,751,600 313,700
Current Services and Other Revenue 41,481,100 46,495,000 46,077,500 5,013,900 (417,500)
317 Finance and Administration (F&A) $194,382,900 $223,661,900 $224,575,000 $29,279,000 $913,100
Appropriation 6,935,600 11,823,300 14,323,300 4,887,700 2,500,000
Federal 27,891,300 32,762,700 32,191,800 4,871,400 (570,900)
Current Services and Other Revenue 159,556,000 179,075,900 178,059,900 19,519,900 (1,016,000)
318 F&A - TennCare $5,430,806,600 $5,715,311,500 $5,920,642,300 $284,504,900 $205,330,800
Appropriation 1,624,129,300 1,828,784,500 1,898,276,600 204,655,200 69,492,100
Federal 3,529,575,000 3,650,813,700 3,833,235,700 121,238,700 182,422,000

Current Services and Other Revenue

277,102,300

235,713,300

189,130,000

(41,389,000)

(46,583,300)



Comparison of Programs
Fiscal Years 2000-2001, 2001-2002, and 2002-2003

Allot. Actual Estimated Recommended Act. vs Est. Est. vs Rec.
Code Department 2000-2001 2001-2002 2002-2003 Difference Difference
318.01 F&A - Office of Health Services $2,991,300 $3,660,800 $8,660,800 $669,500 $5,000,000
Appropriation 1,965,600 2,112,200 7,347,800 146,600 5,235,600
Federal 1,025,700 1,214,800 1,214,800 189,100 0
Current Services and Other Revenue 0 333,800 98,200 333,800 (235,600)
319 Personnel $7,324,200 $8,898,700 $8,999,700 $1,574,500 $101,000
Appropriation 3,555,500 4,463,900 4,534,900 908,400 71,000
Current Services and Other Revenue 3,768,700 4,434,800 4,464,800 666,100 30,000
321 General Services $75,571,400 $89,406,000 $88,681,700 $13,834,600 ($724,300)
Appropriation 5,564,700 6,948,200 6,448,200 1,383,500 (500,000)
Current Services and Other Revenue 70,006,700 82,457,800 82,233,500 12,451,100 (224,300)
323 Veterans Affairs $2,704,100 $2,905,000 $3,007,100 $200,900 $102,100
Appropriation 2,420,000 2,647,100 2,749,200 227,100 102,100
Federal 179,200 175,200 175,200 (4,000) 0
Current Services and Other Revenue 104,900 82,700 82,700 (22,200) 0
324 Board of Probation and Parole $51,990,900 $55,553,500 $58,025,800 $3,562,600 $2,472,300
Appropriation 50,918,200 55,095,200 57,685,800 4,177,000 2,590,600
Current Services and Other Revenue 1,072,700 458,300 340,000 (614,400) (118,300)
325 Agriculture $61,876,800 $79,079,200 $77,779,100 $17,202,400 ($1,300,100)
Appropriation 45,736,100 58,969,300 58,969,300 13,233,200 0
Federal 9,386,500 14,132,500 12,976,900 4,746,000 (1,155,600)
Current Services and Other Revenue 6,754,200 5,977,400 5,832,900 (776,800) (144,500)
326 Tourist Development $11,929,900 $12,627,300 $12,577,300 $697,400 ($50,000)
Appropriation 7,766,700 8,198,800 8,198,800 432,100 0
Current Services and Other Revenue 4,163,200 4,428,500 4,378,500 265,300 (50,000)
327 Environment and Conservation $219,272,500 $285,142,900 $285,414,700 $65,870,400 $271,800
Appropriation 116,434,500 135,744,700 136,377,200 19,310,200 632,500
Federal 31,425,900 72,445,300 72,107,200 41,019,400 (338,100)
Current Services and Other Revenue 71,412,100 76,952,900 76,930,300 5,540,800 (22,600)
328 Wildlife Resources Agency $62,853,600 $69,022,500 $59,542,200 $6,168,900 ($9,480,300)
Appropriation 39,989,700 39,639,200 40,692,200 (350,500) 1,053,000
Federal 15,155,200 13,843,900 12,750,100 (1,311,300) (1,093,800)
Current Services and Other Revenue 7,708,700 15,539,400 6,099,900 7,830,700 (9,439,500)
329 Correction $421,805,900 $504,307,300 $507,952,200 $82,501,400 $3,644,900
Appropriation 405,898,000 474,145,300 477,812,700 68,247,300 3,667,400
Federal 334,500 15,510,000 15,360,000 15,175,500 (150,000)
Current Services and Other Revenue 15,573,400 14,652,000 14,779,500 (921,400) 127,500
330 Economic and Community Development $84,156,100 $94,123,000 $98,429,400 $9,966,900 $4,306,400
Appropriation 41,951,900 50,336,000 53,642,400 8,384,100 3,306,400
Federal 35,963,100 39,482,200 39,454,200 3,519,100 (28,000)
Current Services and Other Revenue 6,241,100 4,304,800 5,332,800 (1,936,300) 1,028,000
331 Education (K-12) $3,054,504,600 $3,185,602,700 $3,423,362,700 $131,098,100 $237,760,000
Appropriation 2,537,025,500 2,633,581,500 2,795,186,000 96,556,000 161,604,500
Federal 497,635,300 532,693,400 610,313,600 35,058,100 77,620,200
Current Services and Other Revenue 19,843,800 19,327,800 17,863,100 (516,000) (1,464,700)
332 Higher Education $2,081,210,500 $2,206,454,050 $2,340,730,200 $125,243,550 $134,276,150
Appropriation 1,044,691,700 1,083,710,450 1,218,013,300 39,018,750 134,302,850
Federal 117,271,400 138,323,900 138,323,900 21,052,500 0
Current Services and Other Revenue 383,361,000 375,130,500 375,103,800 (8,230,500) (26,700)
Tuition and Student Fees 535,886,400 609,289,200 609,289,200 73,402,800 0



Comparison of Programs
Fiscal Years 2000-2001, 2001-2002, and 2002-2003

Allot. Actual Estimated Recommended Act. vs Est. Est. vs Rec.
Code Department 2000-2001 2001-2002 2002-2003 Difference Difference
335 Commerce and Insurance $50,467,700 $63,750,200 $66,316,300 $13,282,500 $2,566,100
Appropriation 24,796,800 37,453,900 38,711,000 12,657,100 1,257,100

Federal 276,400 210,000 210,000 (66,400) 0

Current Services and Other Revenue 25,394,500 26,086,300 27,395,300 691,800 1,309,000

336 Financial Institutions $7,753,500 $8,755,300 $8,755,300 $1,001,800 $0
Appropriation 4,018,600 5,308,800 5,308,800 1,290,200 0

Current Services and Other Revenue 3,734,900 3,446,500 3,446,500 (288,400) 0

337 Labor and Workforce Development $163,286,200 $194,377,600 $194,208,300 $31,091,400 ($169,300)
Appropriation 17,500,100 23,799,300 23,630,000 6,299,200 (169,300)

Federal 106,562,800 126,502,300 125,618,400 19,939,500 (883,900)

Current Services and Other Revenue 39,223,300 44,076,000 44,959,900 4,852,700 883,900

339 Mental Health and Developmental

Disabilities $178,518,800 $193,439,300 $195,615,300 $14,920,500 $2,176,000
Appropriation 76,601,400 92,978,600 99,064,100 16,377,200 6,085,500

Federal 17,169,100 14,635,900 14,159,900 (2,533,200) (476,000)

Current Services and Other Revenue 84,748,300 85,824,800 82,391,300 1,076,500 (3,433,500)

339.21 F&A - Mental Retardation Division $454,253,500 $542,764,000 $566,800,100 $88,510,500 $24,036,100
Appropriation 56,674,000 67,182,600 70,469,000 10,508,600 3,286,400

Federal 1,426,500 2,092,100 2,092,100 665,600 0

Current Services and Other Revenue 396,153,000 473,489,300 494,239,000 77,336,300 20,749,700

341 Military $50,097,700 $41,503,600 $43,450,800 ($8,594,100) $1,947,200
Appropriation 10,123,900 7,984,100 9,298,900 (2,139,800) 1,314,800

Federal 38,614,500 32,120,500 32,765,100 (6,494,000) 644,600

Current Services and Other Revenue 1,359,300 1,399,000 1,386,800 39,700 (12,200)

343 Health $353,468,300 $388,108,800 $392,985,300 $34,640,500 $4,876,500
Appropriation 88,351,400 94,426,900 97,304,600 6,075,500 2,877,700

Federal 164,367,500 185,322,300 188,365,500 20,954,800 3,043,200

Current Services and Other Revenue 100,749,400 108,359,600 107,315,200 7,610,200 (1,044,400)

345 Human Services $1,268,117,100 $1,363,340,800 $1,362,640,700 $95,223,700 ($700,100)
Appropriation 145,482,100 158,374,900 162,063,000 12,892,800 3,688,100

Federal 1,038,407,600 1,127,159,300 1,126,708,700 88,751,700 (450,600)

Current Services and Other Revenue 84,227,400 77,806,600 73,869,000 (6,420,800) (3,937,600)

Temporary Cash Assistance * $122,318,900 $116,046,900 $125,677,800 ($6,272,000) $9,630,900

Federal 116,328,900 109,971,400 119,602,300 (6,357,500) 9,630,900

Current Services and Other Revenue 5,990,000 6,075,500 6,075,500 85,500 0

Food Stamp Coupons * $440,154,700 $450,000,000 $450,000,000 $9,845,300 $0

Federal 440,154,700 450,000,000 450,000,000 9,845,300 0

Other Human Services Programs * $705,643,500 $797,293,900 $786,962,900 $91,650,400 ($10,331,000)
Appropriation 145,482,100 158,374,900 162,063,000 12,892,800 3,688,100

Federal 481,924,000 567,187,900 557,106,400 85,263,900 (10,081,500)

Current Services and Other Revenue 78,237,400 71,731,100 67,793,500 (6,506,300) (3,937,600)

347 Revenue $58,534,600 $61,665,700 $63,276,900 $3,131,100 $1,611,200
Appropriation 40,417,700 42,734,000 45,392,500 2,316,300 2,658,500
Federal 5,500 10,900 0 5,400 (10,900)
Current Services and Other Revenue 18,111,400 18,920,800 17,884,400 809,400 (1,036,400)

348 Tennessee Bureau of Investigation $37,289,400 $41,498,400 $42,635,300 $4,209,000 $1,136,900
Appropriation 22,710,600 25,705,600 28,025,500 2,995,000 2,319,900
Federal 5,399,500 6,681,500 6,591,700 1,282,000 (89,800)
Current Services and Other Revenue 9,179,300 9,111,300 8,018,100 (68,000) (1,093,200)



Comparison of Programs

Fiscal Years 2000-2001, 2001-2002, and 2002-2003

Allot. Actual Estimated Recommended Act. vs Est. Est. vs Rec.
Code Department 2000-2001 2001-2002 2002-2003 Difference Difference
349 Safety $131,770,700 $155,012,950 $157,756,300 $23,242,250 $2,743,350
Appropriation 92,744,600 110,308,850 116,062,300 17,564,250 5,753,450

Federal 2,397,600 5,035,300 5,038,300 2,637,700 3,000

Current Services and Other Revenue 36,628,500 39,668,800 36,655,700 3,040,300 (3,013,100)

351 Miscellaneous Appropriations $21,533,400 $61,535,600 $176,438,800 $40,002,200 $114,903,200
Appropriation 21,533,400 61,535,600 176,438,800 40,002,200 114,903,200

353 Emergency and Contingency Fund $0 $819,300 $819,300 $819,300 $0
Appropriation 0 819,300 819,300 819,300 0

355 State Building Commission $632,600 $250,000 $250,000 ($382,600) $0
Appropriation 359,000 250,000 250,000 (109,000) 0

Current Services and Other Revenue 273,600 0 0 (273,600) 0

359 Children's Services $455,418,600 $519,271,700 $533,241,100 $63,853,100 $13,969,400
Appropriation 213,681,500 247,439,200 251,804,800 33,757,700 4,365,600

Federal 81,997,400 90,503,400 87,979,200 8,506,000 (2,524,200)

Current Services and Other Revenue 159,739,700 181,329,100 193,457,100 21,589,400 12,128,000

Grand Total - General Fund $15,510,908,900 $16,903,302,900 $17,663,864,400 $1,392,394,000 $760,561,500
Appropriation 7,015,062,500 7,668,690,400 8,210,365,900 653,627,900 541,675,500

Federal 5,822,918,800 6,385,559,900 6,643,208,800 562,641,100 257,648,900

Current Services and Other Revenue 2,137,041,200 2,239,763,400 2,201,000,500 102,722,200 (38,762,900)

Tuition and Student Fees 535,886,400 609,289,200 609,289,200 73,402,800 0

400 Transportation $1,261,887,600 $1,446,612,000 $1,555,050,000 $184,724,400 $108,438,000
Appropriation 743,661,600 667,220,000 669,750,000 (76,441,600) 2,530,000

Federal 484,600,900 664,125,000 772,656,000 179,524,100 108,531,000

Current Services and Other Revenue 33,625,100 35,267,000 35,644,000 1,641,900 377,000

Bonds 0 80,000,000 77,000,000 80,000,000 (3,000,000)

Debt Service Requirements $253,321,000 $244,698,000 $247,102,000 ($8,623,000) $2,404,000
Appropriation 253,321,000 244,698,000 247,102,000 (8,623,000) 2,404,000

Capital Outlay Program $55,679,000 $66,716,700 $293,456,000 $11,037,700 $226,739,300
Appropriation 45,794,000 16,068,500 51,748,000 (29,725,500) 35,679,500

Federal 1,926,000 6,896,000 54,296,000 4,970,000 47,400,000

Current Services and Other Revenue 7,959,000 22,452,200 11,112,000 14,493,200 (11,340,200)

Bonds 0 21,300,000 176,300,000 21,300,000 155,000,000

Facilities Revolving Fund $92,512,000 $157,074,000 $99,816,000 $64,562,000 ($57,258,000)
Appropriation 110,000 0 0 (110,000) 0

Current Services and Other Revenue 92,402,000 95,774,000 96,716,000 3,372,000 942,000

Bonds 0 61,300,000 3,100,000 61,300,000 (58,200,000)

Cities & Counties - State Shared Taxes $675,416,600 $665,700,000 $682,800,000 ($9,716,600) $17,100,000
Appropriation 675,416,600 665,700,000 682,800,000 (9,716,600) 17,100,000

Total State Budget - All Programs $17,849,725,100 $19,484,103,600 $20,542,088,400 $1,634,378,500  $1,057,984,800

Appropriation $8,733,365,700 $9,262,376,900 $9,861,765,900 $529,011,200 $599,389,000

Federal 6,309,445,700 7,056,580,900 7,470,160,800 747,135,200 413,579,900
Current Services and Other Revenue 2,271,027,300 2,393,256,600 2,344,472,500 122,229,300 (48,784,100)

Tuition and Student Fees 535,886,400 609,289,200 609,289,200 73,402,800 0

Bonds 0 162,600,000 256,400,000 162,600,000 93,800,000

* Included in Department Totals



General Fund and Education Fund

Supplemental Appropriations
Fiscal Year 2001-2002

General Services - Printing
General Services - Property Utilization - Surplus Property
Sub-Total General Services

Environment and Conservation - State Parks
Education - Improving School Programs - Comprehensive School Health

F&A - Mental Retardation - Middle Tennessee Region -
Respite Care - Medicaid Funds Disallowed

F&A - Mental Retardation - East Tennessee Region -
Respite Care - Medicaid Funds Disallowed
Sub-Total F&A - Mental Retardation

Miscellaneous Appropriations - Group Health Insurance Premium - 1-1-02
Miscellaneous Appropriations - Retired Teachers Insurance
Miscellaneous Appropriations - Homeland Security
Miscellaneous Appropriations - Rent

Sub-Total Miscellaneous Appropriations

Total Supplemental Appropriations

*One-time expenditure in FY 2001-2002 only.

2001-2002

$200,000
300,000

500,000
2,500,000

602,600

643,500

236,500

880,000

23,800,000
1,800,000
5,931,300
1,403,200

32,934,500

$37,417,100




Summary Comparison of Tennessee Personal Income
and Appropriations from State Tax Revenues
Fiscal Years 1977-1978, 2001-2002, and 2002-2003

TABLE 1

Tennessee Personal Income
Calendar Years 1977, 2001, and 2002
(Dollars in Millions)

Personal Percentage
Year Income Growth
1977 $ 26,887 -
2001 154,673 -
2002 161,103 4.16
TABLE 2

Appropriations from State Tax Revenues
Fiscal Years 1977-78, 2001-2002, and 2002-2003
(Dollars in Millions)

Percentage
Year Appropriations Growth
1977-1978 $ 1,747.3 -
2001-2002 8,125.7 -
2002-2003 9,528.2 17.26

Note: This statement is presented in compliance with Tennessee Code Annotated,
Title 9, Chapter 4, Part 52, relating to the calculation of estimated rate of
growth of the state's economy and the appropriation of state revenue as
required by Article I, Section 24, the Tennessee Constitution - the
constitutional spending limitation.




Personnel and Funding Summary

All Programs

Actual Estimated Recommended
2000-2001 2001-2002 2002-2003
GENERAL FUND
Personnel
Full-time 40,584 41,198 41,456
Part-time 1,382 1,359 1,375
Seasonal 975 878 879
TOTAL 42,941 43,435 43,710
Expenditures
Payroll $1,521,974,400 $1,708,844,450 $1,727,747,200
Operational 12,011,516,700 13,134,897,300 13,756,954,100
TOTAL $13,533,491,100 $14,843,741,750 $15,484,701,300
Funding
State $6,008,108,400 $6,633,486,950 $7,055,560,500
Federal 5,765,951,400 6,330,190,500 6,587,839,400
Other 1,759,431,300 1,880,064,300 1,841,301,400
HIGHER EDUCATION
Full-time Personnel
Administrative 5,190 5,355 5,354
Faculty 8,391 8,433 8,433
Clerical and Support 8,927 8,862 8,862
TOTAL 22,508 22,650 22,649
Funding
State $1,006,954,100 $1,035,203,450 $1,154,805,400
Federal 56,967,400 55,369,400 55,369,400
Tuition/Fees 535,886,400 609,289,200 609,289,200
Other 377,609,900 359,699,100 359,699,100
TOTAL $1,977,417,800 $2,059,561,150 $2,179,163,100

GRAND TOTAL - GENERAL FUND

Personnel
Full-time * 63,092 63,848 64,105
Part-time 1,382 1,359 1,375
Seasonal 975 878 879
TOTAL 65,449 66,085 66,359

Expenditures
Payroll
Operational
Higher Education

$1,521,974,400
12,011,516,700
1,977,417,800

$1,708,844,450
13,134,897,300
2,059,561,150

$1,727,747,200
13,756,954,100
2,179,163,100

TOTAL

$15,510,908,900

$16,903,302,900

$17,663,864,400

* Full-time includes Higher Education's full-time personnel.



Personnel and Funding Summary

All Programs

Actual
2000-2001

Estimated
2001-2002

Recommended
2002-2003

Funding
State
Federal
Other

$7,015,062,500
5,822,918,800
2,672,927,600

DEPARTMENT OF TRANSPORTATION

$7,668,690,400
6,385,559,900
2,849,052,600

$8,210,365,900
6,643,208,800
2,810,289,700

Personnel
Full-time 5,207 4,935 4,935
Part-time 0 0 0
Seasonal 31 0 0
TOTAL 5,238 4,935 4,935
Expenditures
Payroll $166,522,600 $191,434,700 $187,949,500
Operational 1,095,365,000 1,255,177,300 1,367,100,500
TOTAL $1,261,887,600 $1,446,612,000 $1,555,050,000
Funding
State $743,661,600 $747,220,000 $746,750,000
Federal 484,600,900 664,125,000 772,656,000
Other 33,625,100 35,267,000 35,644,000
GRAND TOTAL - ALL PROGRAMS
Personnel
Full-time * 68,299 68,783 69,040
Part-time 1,382 1,359 1,375
Seasonal 1,006 878 879
TOTAL 70,687 71,020 71,294

Expenditures
Payroll
Operational
Higher Education

$1,688,497,000
13,106,881,700
1,977,417,800

$1,900,279,150
14,390,074,600
2,059,561,150

$1,915,696,700
15,124,054,600
2,179,163,100

TOTAL

$16,772,796,500

$18,349,914,900

$19,218,914,400

Funding
State
Federal
Other

* Full-time includes Higher Education's full-time personnel.

$7,758,724,100
6,307,519,700
2,706,552,700

$8,415,910,400
7,049,684,900
2,884,319,600

$8,957,115,900
7,415,864,800
2,845,933,700



Comparison of Authorized Positions
State Agencies and Higher Education
Fiscal Years 2001-2002 and 2002-2003

2001-2002 2002-2003 Difference
I. STATE AGENCIES
General Fund 43,435 43,710 275
Full-time 41,198 41,456 258
Part-time 1,359 1,375 16
Seasonal 878 879 1
Department of Transportation 4,935 4,935 0
Full-time 4,935 4,935 0
Part-time 0 0 0
Seasonal 0 0 0
Total State Agencies 48,370 48,645 275
Full-time 46,133 46,391 258
Part-time 1,359 1,375 16
Seasonal 878 879 1
Il. HIGHER EDUCATION
Full-time Positions 22,650 22,649 (1)
Administrative 5,355 5,354 1)
Faculty 8,433 8,433 0
Clerical and Support 8,862 8,862 0
Ill. STATE AGENCIES & HIGHER EDUCATION
Total Positions 71,020 71,294 274
Full-time * 68,783 69,040 257
Part-time 1,359 1,375 16
Seasonal 878 879 1

* Includes Higher Education's full-time personnel.



301.00
302.00
303.00
304.00
305.00
307.00
316.04
316.08
317.00
318.00
318.01
319.00
324.00
325.00
327.00
328.00
329.00
331.00
335.00
337.00
339.00
339.21
341.00
343.00
345.00
347.00
348.00
349.00
359.00
400.00

Employees Overlapped Over 90 Days

Legislature

Court System

Attorney General and Reporter

District Attorneys General Conference
Secretary of State

Comptroller of the Treasury

Human Rights Commission

TRICOR

Finance and Administration

TennCare

Finance and Administration - Office of Health Services
Personnel

Board of Probation and Parole

Agriculture

Environment and Conservation

Tennessee Wildlife Resources Agency
Correction

Education

Commerce and Insurance

Labor and Workforce Development

Mental Health and Developmental Disabilities
Finance and Administration - Mental Retardation
Military

Health

Human Services

Revenue

Tennessee Bureau of Investigation

Safety

Children's Services

Transportation

Total

Number

=
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162

13
142
443

21
26

22
51
13

1,018



A Vision for Tennessee

OUR VISION

To be a state with limited government, focusing on fundamental and

important objectives, providing a responsible level of public service,
with low and fair taxes.

OUR MISSION

To lead an effective and focused state government that provides
Tennessee’s citizens an opportunity for:

A healthy start for all children
Excellencein education
Good jobstoday and better jobstomorrow

A safe, clean and healthy place to live, raise families, work and
retire

OUR GOALS

Tofocuson:

A safe, healthy childhood for all children
Excellencein education

Economic opportunity

Public health

Public safety

Natural resour ces

Responsible gover nment



“We have budget problems brought on by the use of
one-time money, a broken and unfair tax structure and a
slowing economy. ... I'm confident that the (General
Assembly) will...work with us...to solve this problem.
The challenge before us today is how much more we

still need to accomplish to get our state where every

Tennessean wantsto be. ... We know... that our children can’'t read as well as they should. We
don’t want our legacy to be that we failed to solve our problems. We don’t want our legacy to be
that we passed them on to the next generation because we didn’t have the courage to make the
difficult choices. ... Why shouldn’t we help the children of Tennessee live up to their potential —
to fulfill their dreams? We have to dream a dream for them. — Governor Don Sundquist

Tennessee Initiatives

Low and Fair Taxes

In both the First and Second Regular
Sessions and in the First and Second
Extraordinary Sessions of the 101st Genera
Assembly, Governor Sundquist proposed
comprehensive tax reform to help solve the
state' s budget crisis.

The reform proposed in the First Regular
Session in 1999 involved repealing the sales tax
on grocery food and the Franchise and Excise
taxes. These three taxes would have been
replaced with the Fair Business Tax, which
would have taxed companies at a 2%z percent tax
rate. The rate would have applied to a
company’s taxable base. Governor Sundquist’s
business tax reforms would have applied taxes
to the services sector of the Tennessee economy
for the first time. In response to the Governor’'s
proposals, the General Assembly amended the
existing Franchise and Excise taxes to require
guarterly payment.

Governor  Sundquist called  specia
legidative sessions in March 1999 and in
November 1999 to consider tax reform.
However, both the First and Second
Extraordinary Sessions adjourned  without
voting on tax reform legislation.

In the Second Regular Session the
Governor proposed the Comprehensive Tax

Reform Law of 2000. This law, if enacted,
would have repealed the sales tax on grocery
food, reduced the general salestax rate, repealed
the Hall Income Tax, reformed business taxes,
reformed death and gift taxes, simplified tax
filing, and closed loop holes. In place of these
taxes a 3.75% flat tax was proposed based on
adjusted gross income. This tax reform would
have made our tax system less regressive, and it
would have assured the long term financia
stability of our state. Even with this tax reform,
Tennessee would have been one of the lowest
tax states in the nation. None of these reforms
was implemented by the General Assembly.

In 2001, the Governor proposed to the First
Regular Session of the 102nd General Assembly
that Tennessee's tax structure be reformed by
taxing those who are not taxed and by
expanding the sales tax base. Included in his
proposal was a reduction in the state sales tax
from 6 percent to 4 percent, a lowering of the
maximum rate of the local option sades tax,
application of the excise tax to al businesses,
and a reduction in the Hall tax on dividends and
interest from 6 percent to 4 percent. The
Genera Assembly did not enact these or any
other reforms. Instead, the General Assembly
used Tennessee tobacco settlement funds and



other one-time sources of revenue to balance the
budget. The unwillingness of the General
Assembly to reform Tennessee’ s tax structure or
to raise additiona revenues has significantly
increased Tennessee' s budget problems.

The state faces a revenue problem that is
growing more severe every month. Tennessee's
regressive tax structure does not provide
adequate revenues to fund the basic needs of the
people of Tennessee, nor to keep the state on a
sound financial footing to provide needed
services. Because of the uncertainty of our
financial condition, national bond rating
agencies continue to lower Tennessee's bond
rating. This will make it more costly for us to
borrow the money we need to improve and

maintain our state buildings, parks, and
universities. We must find a fair and equitable
way to fund a budget which provides a safe,
healthy childhood for all children; excellence in
education; good jobs today, better jobs
tomorrow; a safe, clean, and hedthy place to
live, raise families, work, and retire.

It is more important now than ever that
Tennessee's tax structure be reformed. The
state's economy has changed significantly in the
last 50 years, and our 1940’s tax structure must
change with it. We must have a system of taxes
that will address a 21st Century economy and
the 21st Century needs of the people of
Tennessee.

A Safe, Healthy Childhood for all

Children

Governor’s Community Prevention

Initiative for Children

In January 1996, the Governor announced a
major initiative aimed at reducing four high-risk
behaviors of youth — teen substance use/abuse,
teen pregnancy, teen violence, and school drop-
out. The high-risk behaviors are being
addressed through community based
comprehensive prevention programs that use
risk factors to identify the target population and
promote protective factors in children under the
age of 13. Theinitiative was designed to:

Give communities input in assessing
needs of the target population, assessing
available resources, and in proposing
solutions to the identified needs

Assure that community intervention
facilitates the development of protective
factors for at-risk youth before high-risk
behaviors develop by targeting children
under the age of 13

Maximize the coordination of state and
federa funding which is alocated to
address any of these issues affecting youth

Provide for  comprehensive  and

coordinated services  within the
community.

The premise of the Governor’'s Prevention
Initiative (GPI) is simple. In order to prevent a
problem from happening, we need to identify
the factors which increase the risk of the
problem developing and then find ways to
reduce the risks that enhance protective factors
in children up through the age of 12. The age of
twelve is the last, best chance to intervene with
prevention strategies. The GPI programs focus
on strengthening protective factors within the
family, school, and community, which promote
resiliency in children.

Funds are provided for the GPI through the
Departments of Health, Children’s Services,
Education, and the Commission on Children and
Y outh.

TennCarefor Children

In 1997, Governor Sundquist extended
TennCare coverage to every uninsured child in
Tennessee who does not otherwise have access
to health insurance protection, making
Tennessee the first state in the nation to make
health care coverage universally available to
children.

Although "uninsured" has been defined to



mean lacking access to insurance, in 1998 the
State extended TennCare coverage to poor
children with access to insurance if they were
part of households earning no more than twice
the poverty level. TennCare copayments for
those families between 101% and 200% poverty
were reduced, and deductibles were eliminated
altogether. (There are no cost sharing
obligations for enrollees whose family incomeis
below the poverty level.)

The open enrollment period for children
below 200% of the poverty level and for
children without access to health care coverage
will continue into the immediate future.
Governor Sundquist has proposed modifications
to the TennCare waiver which, if approved by
the federal government, are expected to go into
effect within the current calendar year. These
changes will mean that TennCare for children
will only be open to low-income uninsured
children, athough children in families of any
income level may be able to enroll if they have
specific medical conditions. Enrollment will
continue to be open to children who are
Medicaid-eligible.

Children's Services

Governor Sundquist considers the reform and
consolidation of children’s services as one of the
most important accomplishments of  his
adminigtration. Programs that had been scattered
among six departments of state government were
reorganized within a single new Department of
Children's Services (DCS). The department’s
goadsae

Provide appropriate care for children in
custody close to home and return them to
their families or provide for permanency
of carein atimely manner

Provide community prevention and
intervention services to keep our children
and communities safe

Increase community involvement, loca
decision-making and accountability for
funding and services

Create an effective management and
delivery system to ensure services are
provided in a timely and cost effective
manner.

I mprovement of Health and Behavioral Health
Services — The Department of Children's
Services wants al children in custody to have
timely medica and dental screenings and
appropriate medical treatment; this EPSDT
(Early, Periodic, Screening, Diagnosis &
Treatment) is part of the medical intervention
given to al children entering custody. EPSDT
screenings are the “gateway” to preventive care
and referrals for appropriate care and treatment.
In each of the 12 regions, the department added
a Hedth Unit comprised of a Children's
Services TennCare representative, a nurse
practitioner or nurse, and a part-time
psychologist. This year, education speciaists
were added to work in conjunction with each of
the Health Units. A medical director will aso
be hired.

Review of Foster Care and Adoption
Programs — The Department of Children’s
Services worked closely with the Child Welfare
League of America (CWLA) in an extensive
project to review the Tennessee Foster Care and
Adoption Programs. CWLA helped the
department to assess the current status of the
foster care and adoption programs and to
develop strategies for change based upon the
review. Based on recommendations by the
CWLA, the General Assembly passed, and the
Governor signed, legidation to improve services
to children in foster care. CWLA has developed
a threeeyear plan to help the department
implement the results of the review. The
proposed budget includes additional funds to
complete the third step of this plan. The funds
will further reduce foster care caseloads, meet
increases in demand for adoption assistance,
enhance permanent custodial placement, and
improve management of children in state
custody.  Additional resources have been
provided to expand efforts to recruit new foster
and adoptive homes.



Increased Focus on Adoption — Critical to the
department’s mission, and a major goal, is the
timeliness of achieving a child’s permanency
through adoption. The department has a strong
mandate to move children to permanency more
quickly, whether that is return of the child to his
or her natural home or to an adoptive placement.
In order to improve the current adoption system,
the department is working closely with
providers, the courts, and child advocates to
expand recruitment of adoptive homes and to
remove legal and administrative barriers that
have hampered adoptive placements. This
strategy will help to increase the number of
adoptive placements and to shorten the time
children are in state custody. Between FY
1998-1999 and FY 2000-2001 the number of
annua finalized adoptions completed increased
from 394 to 646.

More Concentration on Independent Living —
The department provides independent living
services to all foster care youth, ages 16 and
above. These services are designed to give youth
the necessary skills to become productive
citizens. Youth are taught skills to assist them
in  employment, decision-making, problem
solving, housing, transportation, education,
literacy, and knowledge of community
resources. Budget initiatives have provided
additional funds to improve independent living
Services.

Independent Living services in Tennessee
are both skills and interpersonally based.
Tennessee works with youth age 14 and up to
develop needed life skills as well as to develop
relationships to serve them as they enter
adulthood. Independent living goals are
referenced on all permanency plans for youths
age 14 and over. Further, each youth receives
an Independent Living assessment to assist in
planning to meet individual needs. Y ouths may
also continue to receive support, including
Independent Living services on a voluntary
basis, past age 18 years and up to 21 years, if
they are in custody on their 18th birthday and if
they are participating in an educational or job
training plan. Y ouths who age out of care at 18
and elect no longer to receive services

voluntarily will soon be able to receive periodic
assistance and support from drop-in centers in
several regions of the state.

Each of the 12 regions of the state has an
Independent Living consultant provided through
a contract with the University of Tennessee
College of Social Work, Office of Research and
Public Service. These consultants work directly
with youths in Independent Living Skills
development groups. The consultants also work
with the various universities, colleges and
technical and trade schools to assist youths in
meeting their own needs. These consultants
also have direct contact with DCS and agency
staff to assist them in developing skills and
awareness to meet the many needs of youth in
care. Further, the consultants are developing
community based resources and networking
with communities to highlight and to meet the
needs of the communities’ youths.

The department also provides assistance for
post-secondary education in the form of
financial assistance. Most all youths are eligible
for federal financia assistance; however, often
there are dtill financial demands that the youths
are not able to meet. Youth who continue to
receive services voluntarily are eligible for this
assistance. This educational assistance is also
made available to youths adopted at age 15 or
older.

The implementation of the federal Chafee
Foster Care Independence Act has greatly
increased the funds available to assist youths
leaving care and has increased the focus on
meeting the needs of this significant population
of children in custody in Tennessee.

Improving Child Abuse Prevention and
Detection — All newly employed Child
Protective Services staff and selected law
enforcement child protection investigative team
members have received training in advanced
investigation techniques. The department has
strengthened its ability to assist local efforts
through the stationing of Child Protective
Services staff in Child Advocacy Centers in
Sullivan, Hamilton, Montgomery, Knox,
Davidson, Robertson, Lawrence, Madison,
Tipton, Henderson, and Shelby counties. The
department has worked with the Generd



Assembly to pass legidlation establishing seven
forensic child interviewer positions located in
Child Advocacy Centers in each grand division
of the state. The proposed budget includes
funds to complete implementation of a
centralized intake system for receiving and
responding to child abuse reports.

Implementing the Family Support Services
Program — One goa of the Department of
Children's Services is to provide community
prevention and intervention services to keep our
children and communities safe. To achieve this
goal, DCS has piloted a non-custodial Family
Support  Services (FSS) program. The
community-based FSS program provides the
necessary services to families and children to
prevent or solve problems that would ultimately
result in the child being placed in the custody of
the state. The FSS program allows clients access
to a full continuum of services without going
from agency to agency. The Family Support
Services program was expanded statewide in FY
2001-2002 and is expected to serve over 2,300
children and their families.

Continuing the Successful Family Crisis
Intervention Program (FCIP) — The Family
Crisis Intervention Program (FCIP) serves
unruly children who have committed an offense
that would not be illegal for an adult; this child
could be a truant, a runaway, or be beyond the
control of the parent. By law, if the department
is unsuccessful in helping the family resolve
their issues with the child, this program may
certify to the court that further intervention is
warranted, including, but not limited to,
commitment to state custody. The FCIP program
relies on crisis intervention techniques to help
families resolve their issues with the child.
Services are short term, typically 30 days or
less. FCIP received over 7,000 referras last
year with a success rate of 95% in preventing
the breakup of families and the placement of
children into state custody.

TNKIDS Information Management System —
Tennessee has implemented a new child welfare
information  management  system  caled

TNKIDS. This system provides front line case
managers, supervisors and management with the
information and tools to retrieve data and
information essentia to tracking, managing, and
planning services for all children under our care.
In order to assure the availability of information
needed by staff, TNKIDS has been developed
with extensive input and involvement of al
levels of departmental staff. Eligibility
determination, contracts, and fiscal modules are
being devel oped and added to the system.

Outcome-Based  Contracting —  The
Department of Children's Services has
improved contracting with service providers by
focusing on desired outcomes. All agencies
under contract with the department now have
outcome measures for tracking success,
services, and the matching of contract agency
activities with the goals of the Department of
Children’s Services. By reporting and tracking
outcome expectations, providers and the
department can evaluate programs, impact of
services, and coordinate needs and goals.

Juvenile Facilities — Specialized treatment
programs are being developed to address
treatment needs of youth committed to the
department’s four secure youth development
centers. A violent offender program was
implemented a Taft Youth Development
Center. Sexua offender treatment programs are
being implemented in each of the four centers.
Alcohol and drug treatment programs will also
be enhanced.

Relative Caregiver Program — As the result of
legislation passed by the Tennessee Generdl
Assembly, a two-year pilot Relative Caregiver
Program was started in FY 2000-2001. This
program developed out of recognition that
abused or neglected children, or children whose
parents are unable to provide for them, are best
served if cared for by other suitable family
members instead of being placed in foster care
with unrelated caregivers. The pilot program
was established in three sites covering 16
counties. Through the provision of a variety of
support services and financial assistance, the
Relative Caregiver Program has thus far served



amost 500 relatives caring for 800 children.
The proposed budget includes funds to continue

these three programs beyond their pilot phase.

Excellence in Education

K-12 Education

Reading is imperative to the success and
future of Tennessee's children. Our state's
future depends on their success. This budget
moves beyond maintenance of full funding of
the Basic Education Program (BEP) formula, to
recommend again funding of a Reading
Initiative, which originally was proposed in the
2001-2002 budget. Better reading skills will
have impact in the success of our children in
every school subject. This initiative is
explained below, following some initial
information about the BEP.

Tennessee has come a long way toward
improving its education system. In 1992, the
state made a significant commitment to improve
K-12 public education. In Fiscal Year 1997-98,
the State of Tennessee met its commitment to
reach full funding on schedule during the sixth
year of the Basic Education Program, the state’s
funding mechanism for K-12 public education.
More than a billion dollars in new state funds
has been provided for the formula since 1991-
92.

The BEP is part of the 1992 Education
Improvement Act (EIA), which has radically
changed the way elementary and secondary
education is funded, has raised academic
standards, reduced class sizes, and made local
school systems more accountable for results.
For the first time, this act provided for a
separate state fund for education revenues, the
Education Trust Fund. The legislature also
enacted a one-half cent sales tax increase in
April of 1992, the proceeds of which are
earmarked solely for education.

Reading Initiative — Recognizing the need to
build on the educational success of Tennessee's
children and ensure that every child has an
opportunity to succeed in school, the Governor
has proposed the Reading Initiative. There are

five components of the Reading Initiative:
Reading Coaches; Early Childhood Education;
Catching Up; Teaching Resources — Quality
Teaching; Teaching Resources — Classroom
Materials. The Administration developed a
five-year plan and proposed funding for this
initiative in 2001-2002, but the first-year
funding was not appropriated. In this 2002-
2003 budget, the Administration is proposing
first-year funding of $90 million, including $70
from state funds and $20 million from federal
funds.

The Reading Coaches component will
provide training programs for teachers and
students. The training programs will make
reading by the end of the third grade a priority
and build on those skills. This goa will be
accomplished by extending the department’s
federal Reading Excellence Act (REA) grant to
an additional 40 schools. The combination of
federal and state funds will allow a total of 100
schools to be served. Also, every K-3 teacher
will have access to 10 days of on-line reading
training developed through a partnership
between the department and higher education
ingtitutions. By making reading a priority,
students can build on and expand those skillsin
other subjects during their K-12 education.

To help ensure that more Tennessee
children arrive at school ready to learn at a pace
with their peers, the Governor has proposed to
fund an Early Childhood Education program for
four-year-olds. The first phase is directed
toward educationally at-risk children. Four-year-
old children will attain the cognitive, socid,
emotional, and physica development skills
needed to begin school. There are currently
36,850 four-year-olds not served by a pre-school
program. Phase one of this initiative will serve
7,140. The goal of the Administration is to
provide early childhood education to all four-
year-olds by the 2006-2007 school year. Also



included in the initiative is funding to increase
the number and funding level of family resource
centers, alowing funding for a minimum of one
center per county. These centers will help
identify those children with the greatest risk of
educational failure, increase parent and family
involvement in their children’s education, and
transition children and families into school.
Funding is also included for materials and staff
to monitor the programs. The Early Childhood
Education Initiative will provide youngsters the
opportunity to develop the building blocks
needed for successful learning.

The Catching Up component of the
Reading Initiative is targeted toward helping
middle school students lay the groundwork
needed to pass the Gateway tests that are
required for high school graduation. Student
achievement on the current high school
competency test and on the seventh and eighth
grade Tennessee Comprehensive Assessment
Program (TCAP) tests indicates that a
substantial number of students are at risk of
failing the much more difficult Gateway tests
that will begin in the 2001-2002 school year.
Students in the seventh, eighth, and ninth grades
with the greatest risk of falure will receive
specia attention to help them develop the skills
they need to pass the graduation tests.

The Teaching Resources - Quality
Teaching component will address K-12 teacher
recruitment and retention. This component
includes enhanced scholarships for specific
subject areas where a teacher shortage exists.
This initiative aso includes a mentoring
program to help train new teachers and provide
support to increase the likelihood they will
reman in the profession. Also included is a
progran to encourage teachers to obtain
national certification. This component of the
Reading Initiative also includes funding for the
Teaching as a Second Career program, which is
designed to encourage professionals to earn
teaching certificates in their fields.

The Classroom Materials component of the
Reading Initiative will provide an additiona
$100 per teacher — which will double the
amount they now have — for classroom

materials. Current  educational research
indicates that providing teachers the resources
they need to teach is one of the best and most
cost effective ways to improve student
achievement.

Other K-12 I mprovements — In addition to the
Reading Initiative, funding is included in the
budget for liability insurance for teachers and
for the start-up cost for an autism center in East
Tennessee.

With the funding and implementation of
these initiatives, as well as additiona funds to
continue full funding of the BEP, the Gateway
tests;, and other education  programs,
Tennessee’'s K-12 students will have the
foundation they need to succeed academically
and to join our workforce prepared for the
realities of the 21st century economy.

The Basic Education Program — The funding
formula established by the 1992 Education
Improvement Act is called the Basic Education
Program. The BEP provides funds to loca
school systems based on their student
membership and costs of certain educational
components shared with the community’s
relative ability to fund education. Educational
components are broken down into two
categories: classroom and non-classroom.
Classroom components include items such as
teachers, instructional equipment, supplies and
materials, and textbooks. Non-classroom
components  include such items as
transportation, superintendents, construction,
and maintenance and operations. Classroom
components are funded 75% by the state and
non-classroom components are funded 50% by
the state.

Since 1991-92, $1.2 hillion in new
recurring funding will have been invested in the
BEP as of 2002-2003. In addition, the state has
provided $12.3 million in recurring funding for
teacher salary equalization. According to the
Department of Education’s 2000-2001 21st
Century Schools Report Card, between 1991-92
and 2000-2001 average expenditures per student



grew from $3,732 to $6,066 (see chart below),

Operating Expenditures per Student
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Thousands
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Fiscal Year

an increase of 62%. This growth is even more
impressive when coupled with the fact that
student enrollment in Tennessee's schools has
grown by 8.3% in that same time period.

Making Diplomas Count — The Tennessee
General Assembly and State Board of Education
have approved an Administration proposa to
raise the standards students must meet to
graduate with a high school diploma. Beginning
with freshmen entering high school in 2001-
2002, the Tennessee Competency Test, which
measures 8th grade achievement in language
arts and mathematics, will be replaced by high
school Gateway tests in Algebra |, English Il
and Biology, which every student must pass to
graduate. Federal funds to develop and field-
test five more end-of-course tests are included in
the K-12 budget. These are Algebra II,
Geometry, Physical Science, Chemistry, and
American History. This will complete
development and field testing of all ten required
end-of-course tests.

ConnecTEN —  Initiated in  1995-96,
ConnecTEN made Tennessee the first state in
the nation to connect all of its public schools
and libraries to the museums, libraries and
databases available on the World Wide Web.
The state is now making internet resources
available to every public school classroom.
Tennessee has nearly 900,000 students on a
consolidated, standardized, and reliable network
with approximately 170,000 computers online.
The network currently is undergoing significant
improvements that include more bandwidth,
better equipment, more robust e-mail and

servers, and filtering of material inappropriate
for K-12 students.

Just as a commitment was made to improve
our K-12 program in 1992, the needs of our
higher education system must be addressed. It
is essentia that all the parts of our education
system be maintained to make Tennessee a
leader in the 21st century.

Higher Education

Tennessee must work harder to improve its
higher education system. Tennessee is
competing against other states in the southeast
and the nation that have recognized the
importance of a quality higher education system.
In regiona and nationa comparisons,
Tennessee's colleges and universities do not
rank among the top tier schools. The quality of
the faculty and the facilities must be raised to
higher levels, and a commitment must be made
to increasing educational attainment of the
citizens of Tennessee.

The state must work harder to encourage
more people to earn a post-secondary degree.
Only 17.7 percent of Tennesseans over the age
of 25 have a college degree, compared with the
national average of 25.2 percent. Our figure is
less than all of our neighboring states with the
exception of Arkansas, with 17.3 percent. A
college education is important to the individual,
as well as society, because of the difference in
income realized through education. According
to 2000 census data, a person with a bachelor’s
degree has an average annual income of
$51,644, compared with $27,975 for a person
with only a high school diploma. The difference
in income will result in financial benefits to
society through increased spending in the
economy and through increased revenues to the
state. Additionally, a better educated workforce
will help in recruiting industry as companies
reguire highly skilled workers who can be used
in today’s high-tech economy. In short,
spending on higher education can be viewed as
an investment with solid returns to the
individual, the business community, and the
state.



Our higher education system must be
improved to allow Tennessee to hold onto its
best and brightest students. According to the
1999 report of the Governor's Council on
Excellence in Higher Education, Tennessee has
few students with high SAT scores who apply to
in-state universities. That report raised concerns
that Tennessee’'s brightest students do not see
the higher education opportunity in our state
that they desire. Were it not for our private
colleges and universities, Tennessee would be a
net exporter of college-bound students.

We must provide more funding for our
colleges and universities to attract quality
faculty. The Southern Regional Education
Board has reported that inflation adjusted state
expenditures per full time equivalent student
have decreased 26% since 1988. (More details
on higher education attainment and comparisons
begin on page B-96 of this Budget Document.)

The decline in per student funding for
higher education has made it more difficult to
maintain a high standard for both the faculty and
physical facilities at our state universities. As
charged in the Governor's Council report and
confirmed through system-level tracking, many
of our faculty are leaving Tennessee for higher
paying jobs at universities in other states.
Increased funding is also needed to maintain the
physical facilities of our campuses. Better
classrooms, libraries, equipment, laboratories,
and other facilities will help us attract the best
students and faculty.

In its 1999 report, the Governor’s Council
on Excellence in Higher Education presented a
blueprint for making Tennessee's public higher
education system among the nations very best.
The report included five broad
recommendations to improve the state’s higher
education system:

Define and adopt a modern system-wide
mission;

Establish goals and performance targetsin
keeping with the mission;

Authorize the  Tennessee  Higher

Education Commission to ensure that
programs, institutions, and operating
components are aligned with the goals;

Strategically increase funding and link
allocated revenues to performance goals;

Enhance  governing
reorganize  the
appointment process.

authority  and
governing  board

In addition to these observations, the
Council challenged the State of Tennessee to
begin making the investment in higher education
and its future. Fiscal deficiencies were shown
in the areas of per student appropriations,
faculty salaries, student financial aid, and
research funding. This budget includes funding
for improvements that begin to address the basic
problems in our higher education system and to
implement many of the recommendations of the
Council.

Higher Education Excellence Initiatives —
Along with the Tennessee Higher Education
Commission, the University of Tennessee, and
the State Board of Regents, this budget has been
developed to continue the Council on
Excellence in Higher Education’s five-year plan
to add $445 million for improvements to
Tennessee' s system of higher education.
Funding of $88.9 million isincluded in this
budget for the second year of the Higher
Education Excellence Initiatives. This includes
funding of $10 million from state appropriations
to help make Tennessee's public colleges
become more competitive in the hiring and
retention of faculty in high demand disciplines.
Funding for this initiative will be matched with
$5 million from student tuition and fees, in
order to make atotal of $15 million available for
this purpose. This will allow Tennessee's
public colleges to compete for exceptional
faculty now teaching in other states. The
initiatives also call for providing operating
increases for each of our public colleges. These
funds will be used to improve library holdings,
improve instructional and laboratory budgets,



support technology initiatives, improve campus
equipment and building maintenance, increase
graduate student stipends, and address inflation
of basic fixed operating costs.

The $88.9 million initiative also includes
an additional $40 million operating increase for
higher education ingtitutions and programs.
This will raise the academic-formula units from
85.3 percent to 88.7 percent of full funding and
aso will improve non-academic formula
programs.

The Governor’s Council on Excellence in
Higher Education also recommended funding
for additional student financial aid. The budget
includes improvement funding of $14.4 million
for the Tennessee Student Assistance
Corporation to provide tuition assistance to an
additional 5,894 needy students and to raise
maximum student assistance award levels.
Another important part of the initiatives is to

provide special instructional and research
equipment. Funding is included in the budget to
purchase special equipment in both the
University of Tennessee and Board of Regents
systems.

One of the objectives of the Excellence
Initiatives is to make the University of
Tennessee one of the top 25 public research
universities by 2008 and to enhance research
initiatives at other major ingtitutions. The
budget includes the second $7.5 million
installment of a $30 million appropriation goal
to enable UT to double federal research and
development grants. Also, research funding is
included for the research ingtitutions in the
Board of Regents system. With the additional
funds these institutions will be able to develop
major research activities and attract federal
grants that will help to elevate the research
function.

Economic Opportunity

Economic Development

More than ever before, leading companies
from around the world are discovering the
advantages of doing business in Tennessee.
With our prime geographic location, skilled
workforce, outstanding transportation network
and pro-business environment, Tennessee has
earned a solid reputation as a premier business
location.

From the automotive industry to technology
development, to printing and publishing, to
warehousing and distribution, our diverse
business base speaks volumes as to the wealth
of economic and lifestyle advantages and
opportunities that, quite simply, help companies
build better products more efficiently in
Tennessee.

Tennessee's bright business climate, aong
with quality of life and cultura diversity, offers
companies more options than ever. Year after
year, our state breaks records for capita
investment and job creation, which is why
multi-national companies continue to choose

Tennessee communities time and time again for
new and expanded operations.

In short, Tennessee is the right match for
businesses looking for a consistent,
predictable and aggressively pro-business
climate where they can grow and be
profitable.

In 2001, Tennessee garnered $6 billion in
announced capital investment by new and
existing industries, and the potential
creation of more than 28,000 new jobs.

Record capital investments have marked
the Sundquist Administration. The stateis
on track to achieve a record $40 billion in
private capital investment.

Over the period from 1995-2000, per
capitaincome in Tennessee rose 20.6%.

Tennessee' s unemployment rate has fallen



below 6% for the last eight years. Since
1995, our state has seen a net gain of
213,000 jobs.

Tennessee is ranked among the top ten
states in the nation for number of jobs
linked to foreign investment and ranked
eleventh in the nation in manufacturing
jobs.

State Government is committed to
enhancing community quality of life and
increasing Tennessee family income. The
Administration places great importance on
workforce development initiatives, including
improved training programs, coordinated job
placement efforts and adult basic education.
The Administration also places particular
emphasis on beneficial partnerships with the
private sector to stimulate continued economic
opportunity in communities statewide.

The Tennessee Department of Economic &
Community Development — The philosophy of
the Department of Economic and Community
Development is to invest in Tennessee's greatest
resources. our communities and our people
through assistance in community based
infrastructure and training.

Tennessee Business Services — Tennessee
Business Services (TBS) provides the assistance
communities and employers need to attract,
maintain, and increase jobs in Tennessee. TBS
works with a network of organizations statewide
to help assure the success of existing business
and to encourage their expansion. Business
devel opment activities include:

A satewide manufacturing resource
network to help manufacturers solve
problems and become more competitive
through the Manufacturing Means Jobs
initiative

Offering engineering, technical and
training assistance to manufacturers
through the Tennessee Manufacturing
Extension Partnership

Small Business Services works to assure
the success of small businesses statewide
through its small business information
guide and assistance programs

The department has recently partnered
with the Tennessee Small Business
Development Center network to provide
entrepreneurs and small business owners
with easily accessible counselors in 14
center locations statewide to assist them in
starting and growing their small
businesses

The Office of Minority Business
Enterprise facilitates the resources needed
in assisting minority businesses in growth
and business devel opment.

Marketing & Recruiting — Enhancing
Tennessee’'s image as a premier business
location is the primary focus of the marketing
team. International business promotion and
recruitment are emphasized, as well as strategic
conferencing and testimonial advertising in
national publications.  Additional activities
include:

Providing prospects with a general or
prospect-specific packet with information
on taxes, transportation systems, labor
statistics and environmental regulations

Recommending available facilities or
industrial sitesto prospects

Governor-led business recruitment
missions to key international regions

Tennessee’'s nationally-ranked Industrial
Training Service (ITS) assists with
recruitment, screening and training of new
employees, and provides job-specific
training and overall workforce
development

Tennessee Job  Skills, a workforce
incentive grant program, is designed to
assist industries in elevating the skills of



their existing workers and keep them
competitive

The Tennessee Industrial Infrastructure
Program (THIP) works with communities
and regions to provide industria
infrastructure support on issues like water,
sewer and rail sidings. TIIP serves as an
incentive in the process of encouraging
private sector firms to locate or expand
their financial investmentsin Tennessee

In 2001, for every TIIP dollar invested by
the State of Tennessee, $107 was invested
by the private sector.

Community Development —  Community
Devel opment works  with Tennessee
communities to prepare and compete for
economic development and improve community
quality of life.

The Governor’s Three-Star Program was
created to help communities take full
advantage of economic development
opportunities, preserve existing
employment, create new jobs and increase
family income.

The Energy Division promotes economic
growth by helping businesses and
government organizations improve energy
efficiency.

The Local Planning Assistance program
provides technical assistance to help local
governments strengthen their planning and
community development efforts.

Tourist Development — The travel and tourism
industry is an important factor in Tennessee's
economy. Domestic and international travelers
to Tennessee annually spend nearly  $9.7
billion. As a result of spending by travelers,
tourism provides jobs for over 173,000
Tennesseans, and tax revenues for state and
local governments totaling over $817 million.
Almost 38 million people visited Tennessee in
2000, making Tennessee one of the nation's

most popular destinations.

Because of the jobs and tax revenues
produced by tourism, national and regional
competition for tourism continues to be high. In
order to increase its share of tourist dollars,
Tennessee must aggressively market and
promote the state's assets. Some of the
Department of Tourist Development's marketing
programs include national broadcast and print
advertising campaigns, and direct sales
programs targeted at group tour companies,
travel agents, and international tour operators.
In addition, the department makes co-op
advertising projects available to the tourism
industry, develops rural and heritage tourism
opportunities through promotion programs,
promotes Tennessee to the media and national
travel press, and develops Tennessee
publications which are distributed to customers.
The department also operates the state's thirteen
welcome centers, which provide literature,
information and reservations to the millions of
travelerswho visit Tennessee.

FamiliesFirst

Effective September 1, 1996, Families First
replaced the former Aid to Families with
Dependent Children (AFDC) program in
Tennessee.  The new program emphasizes
personal responsibility, work requirements, time
limits for assistance, and education and job
training.  Families First also provides its
participants child care, transportation, increased
coordination with child support enforcement,
and transitional benefits.

Personal Responsibility — The foundation of
Families First rests on the individualized
Personal Responsibility Plan. This plan,
developed between the participant and the case
worker, outlines the steps towards self-reliance:

Failures to participate in work activities
and reach the goals specified in the plan
can reduce or eliminate benefits

Teen parents must stay in school and live
a home with parents or another
responsible adult



Parents must ensure all eligible children
attend school, infants and youth must be
immunized and children’s health checks
must be current.

Work Reguirements — Work builds self-esteem
and independence from welfare assistance.
While working, participants will aso gain
experience for greater responsibilities and career
advancement:

Non-exempt participants will be required
to work and/or engage in work-related
training or education 40 hours aweek

Those who are unable to find a job must
engage in employment/career counseling,
community service, or job readiness
classes.

Education and Job Training — While many
Families First participants currently have some
combination of education and work experience,
many need job training classes to enhance their
employability:

Education and job-related training counts
as part of a participant's 40-hour work
reguirement

Participants testing below a 9th grade
functional literacy level can enroll in 20
hours a week of adult basic education and
be exempted from additional work and
time limits until they reach the 9th grade
level.

Support Services — Certain support services
are provided to those individuals who work or
participate in education, employment training,
counseling, or treatment services.  These
services include:

Transportation (including a First Wheels
Vehicle interest free loan for qualified
individuals)

Child Care

Dental and Optical Assistance

Uniforms and other clothes needed for work

or training

Other supportive services necessary for
work or training.

Time Limited Benefits — Limits on benefits
have been established as a means of
encouraging participants to work efficiently
towards self-sufficiency.

Benefits for non-exempt participants are
limited to 18 months at any one time,
which may not be consecutive, and to five
years over the course of alifetime

Exemptions to this requirement include
disabled caregivers; caregivers ages 60
and over; caregivers assisting disabled
family members; families who do not have
an adult included in the grant amount;
individuals functioning under 9th grade
level who attend basic education classes,
and parents who are not able to secure
child care, transportation, and/or training
that is needed to comply with Families
First.

Family Services Counseling — Individuals who
have dignificant barriers to obtaining
employment may qualify for family services
counseling assessments and services while on
cash assistance and for 12 months after leaving
the program. These services cover:

Mental Health issues

Drug and a cohol problems

Learning disabilities

Domestic violence issues

Children’s health and behavior issues.

Transitional Benefits — In order for familiesto
sustain self-sufficiency, many benefits will be
extended beyond the period of cash assistance.
Availability of these benefits can be up to 18
months after full employment begins and can
include:

Child care
Transitional Medicaid



Food Stamps

Family Services counseling
First Wheels vehicle loans
Transportation.

Child Support Enforcement — Many of the
families enrolled in Families First would not
need assistance if child support payments were
made. Families First expects participants to:

Identify the father of dependent children

Help find the absent parent and establish
paternity.

In addition to these efforts, Tennessee has
aso passed the license revocation law,
implemented the Tennessee Child Support
Enforcement Computer System (TCSES), and
utilized the internet in location of delinquent
parents.

Child Care — Based on the recommendations
of the 1996 Governor's Task Force on Child
Care, the Department of Human Services
initiatives in child care will continue to focus on
three central issues: quality, affordability, and
availability.

Revisions to child care center and home-
licensing standards will improve adult-to-
child ratios and increase training
reguirements

Child Care Resource Centers will help
providers better meet the needs of children
with disabilities, educate parents, and
serve as a resource to providers and
parents regarding appropriate develop-
mental programs and practices

A comprehensive statewide community
and consumer education campaign will
enhance community understanding of the
elements of quality care (such as training,

adult/child ratios, curriculum)

Expansion of training provided through
the Tennessee Early Childhood Training
Alliance (TECTA), a statewide service of
Board of Regents institutions that supports
and enhances the quality of early
childhood education personnel, will
continue with the addition of a Mid-
Cumberland site

The basis for income eligibility for child
care services will be raised, and the level
of reimbursement rates to providers
increased.

Program Outcomes — The average monthly
welfare case load for FY 1999-2000 was 57,153
families, down by 32,494 cases (from 91,499 in
August, 1996, to 59,005 in November, 2000).
The June 1999 caseload reflected the following
activities:

Employed 14.9%
Adult Education 7.7%
Work preparation/

Job skill training 29.5%
Exempt caretaker 19.7%
Child only care 30.0%
Family Service Counseling 3.4%

Families First is aso conducting several
demonstration projects focusing on non-
custodial fathers, savings accounts, and drug
addicted mothers. These programs reinforce the
efforts made by Families First to develop
healthier family relationships and decrease
dependence on government assi stance.

While some families will continue to
experience personal and financial setbacks
which require assistance, Families First helps
ensure that their need is temporary and that
families quickly return to stability and self-
reliance.



Public Health

TennCare

Containing Health Care Costs Through
Managed Care Organizations — TennCare is a
program that provides health care coverage to
amost one-fourth of the citizens of the state, or
1,400,000 people. It is operated under a federal
Section 1115a waiver, which permits the state to
enroll uninsured and uninsurable people in the
program as well as persons who are qualified to
receive services through Medicaid. Program
beneficiaries receive the vast majority of their
health care through managed care organizations
under contract with the state. There are some
services—such as long-term care and Medicare
cost-sharing—that are provided by the state
outside the managed care structure.

About 850,000 enrollees are eligible for
TennCare because they are eligible for
Medicaid. Another 550,000 are eligible because
they are uninsured or uninsurable. “Uninsured”
means they do not have access to hedth
insurance where they work, and “uninsurable”
means they cannot buy health insurance because
of a medica problem that they have. Most
uninsured and uninsurable beneficiaries have
incomes below the federal poverty level, but
those with higher incomes contribute to the cost
of their care on adliding scale.

TennCare is a $5.9 billion program. Nearly
two-thirds of this cost, or 64.35%, is federally
funded. The remaining 35.64% is the
responsibility of the state. Tennessee has been
resourceful in coming up with its share of total
program dollars including the use of drug
rebates, premium payments by enrollees, and
program related taxes. Only 31% of the dollars
spent in the TennCare program actually comes
from general state tax sources. In other words,
Tennessee is paying only about 31 cents for
each $1.00 worth of health care it is buying for
its neediest and sickest citizens. These dollars
go to purchase care from providers who, in the
case of uninsured and uninsurable enrollees,
likely would be providing this care with little or
no compensation if the TennCare program did
not exist.

Not al of the $5.9 billion TennCare budget
goes to the managed care plans. Only $4.1
billion is earmarked for managed care; this
amount is financed by pooling current federal,
state, and local expenditures for indigent health
care. The remainder of the budget is spent on
long-term care, services provided by the
Department of Children’s Services for children
in custody or at risk of custody, Home and
Community Based Waiver programs for persons
who would otherwise require institutional care,
Medicare cost-sharing for low-income Medicare
beneficiaries, and program administration.

It is important to recognize the savings that
TennCare has generated for the state. Over the
eight years since the program began, TennCare
has saved an average of $312.5 million annually
in state funds. This figure is calculated by
comparing projected Medicaid expenditures
without TennCare to actual and estimated
TennCare expenditures for the period from FY
1993-1994 to FY 2000-2001, using the average
annual increase for Medicaid programs
administered by other states in the Southern
L egidative Conference and trending forward the
estimated savings of state funds that were used
to maximize federal funding for TennCare.

Even more impressive than the financial
savings generated by the program are the
improvements in health outcomes that have
occurred. As one of the highest priority
initiatives of state government, TennCare has
demonstrated an ability to bring about steady
improvements in key health care outcomes:
decrease in  percentage of  uninsured
Tennesseans, decrease in infant mortality rates,
increase in childhood immunization rates,
increase in mammography rates, decrease in
inappropriate use of the hospital emergency
room, and decrease in hospitalizations for
children with asthma. TennCare has created an
environment whereby more services are being
delivered in less expensive and more
appropriate outpatient settings, rather than
costly hospital settings.

During the 2000-2001 fiscal year,
TennCare developed a new business model,



which focuses on smaller, regionalized managed
care organizations (MCOs) and increased
accountability. Inthe spring of 2000 and again
in 2001, the General Assembly made sure that
the program is actuarialy funded. Within that
funding structure TennCare has developed a
new risk-sharing model to offer to MCOs. In
addition, administrative improvements and new
performance measures are being developed and
implemented to assure that the program achieves
the desired results.

Attraction of new MCOs to the TennCare
program has been aggressively pursued in recent
years. New MCOs must be well-capitalized and
experienced insurance companies. New
companies have been recruited to replace
companies that are leaving the program and to
offer additional choice to enrolleesin remaining
plans.

The budget funds capitation rate increases
for Managed Care Organizations and Behavioral
Health Organizations and an increase for
pharmacy inflation. Funding is also included to
assist in providing dental services to TennCare
enrollees as recommended by the TennCare
Steering Committee and the Commission on the
Future of TennCare. The budget also includes
funds to provide for an open enrollment period.

An important part of the TennCare
programs is providing services to elderly and
disabled citizens. The Budget includes
increased funding for Level | and Leve Il
nursing home facilities and increased Medicare
cost sharing.

TennCare Parthers — In July 1996, mental
health services were merged into a managed
care system called TennCare Partners. This new
system utilizes two behaviora hedth
organizations (BHOs) to manage mental health
services similar to the TennCare MCOs. They
serve all enrollees of the TennCare Program and
the Depatment of Menta Hedth and
Developmental Disabilities priority population.
These services include:

Psychiatric and substance abuse inpatient
treatment

Outpatient mental heath and substance
abuse treatment

Psychiatric pharmacy services

Transportation to covered mental health
services

Other specialized mental health treatment
such as case management and crisis
Services.

Department of Health — As a part of its
prevention mission, funding has been added to
the department's budget to perform four
additional screening tests on newborns. These
tests, recommended by the National March of
Dimes, will become a part of the standard panel
of tests performed on all newborns in the state
by the Department of Health. These tests screen
for medium chain Acyl-CoA dehydrogenase
deficiency (MCAD), Homocystinuria, Maple
Syrup Urine Disease, and Biotinidase. These
conditions can lead to chronic health problems,
mental retardation, or death. Early detection
can prevent or lessen the severity of hedth
problems.

Funds are recommended to improve
epidemiological outbreak investigations and
comprehensive environmental heath studies.
Tennessee has no program for tracking asthma
status of its people, and it has 125 Superfund
sites and many undocumented sites. Currently,
the department cannot sufficiently respond to
potential environmental risks, identify links
resulting in chronic disease, provide adequate
public hedth education, or respond to
emergencies. The recommended funding will
alow the department to address complex risk
assessment and environmental issues, study
chemically contaminated sites, correlate disease
and environmental exposure, track chronic
disease, provide public headth and
environmental education, and respond timely to
emergencies.

Also, through a combination of federal and
state funding, the department will enhance its
inspections of health care facilities. This will
alow the department to increase enforcement



actions, comply with a 10-day response standard
to complaints which allege harm to individuals
in the care of a health facility, and meet
enhanced and expanded federal initiatives
regarding inspection of nursing homes. Each
year the number of complaints involving health
care facilities has increased. It is anticipated
that the department will be required to conduct
1,500 more investigations than in the previous
year.

Mental Health and Developmental
Disabilities — The Department of Menta
Heath and Developmenta Disabilities is
currently working on a major initiative, called
the Creating Homes Initiative. Through this
initiative the department will work to create
safe, affordable, appropriate, and quality
housing for Tennesseans with mental illness.
This initiative is built on partnership with key
Tennessee community leaders representing
consumer, family member, mental health,
community social service provider, landlord,
realtor, faith-based, nonprofit, bank,
government, foundation, mental health, and
housing agency sectors.  Specifically this
landmark initiative proposes to do the following
in partnership with the previously mentioned
key leaders:

Create 2005 new and improved permanent
housing options for Tennesseans with
mental illness by 2005

Aggressively and strategically seek out and

collaborate with potential  untapped
funding entities to leverage state dollars
and funnel housing funds to local
communities

Achieve greater parity in the availability of
safe, affordable, and appropriate housing for
people with mental illness as compared to
the population at large

Reduce the recidivism rate of personsin our
criminal justice system diagnosed with a
mental illness who are there due to the lack
of community housing and support systems

Reduce the rate of unnecessary hospital
stays in hospital beds in regional mental
health institutes that are directly attributable
to inadequate, available housing.

Commission on Aging and Disability —
Funding is recommended in the budget for a
comprehensive long-term care dternative
system for elderly and disabled persons who do
not qualify for services under the Medicaid
program. This would increase the package of
services and would delay or prevent additional
persons from entering a nursing home.

Also, funding is included in the budget for
a family caregiver support services program.
This program will provide information and
referral, respite services, persona care, and
other home and community based services to
families and individuals caring for aging or
disabled persons.

Public Safety

Homeland Security — Funding is included in
the budget to establish the Office of Homeland
Security and to fund activities of other state
agencies necessary to support the Homeland
Security Initiative. Funds will be provided to
various departments for water supply protection,
bomb and arson investigations, military
equipment, emergency management, biological
and other local heath services, food and

agricultural protection, criminal intelligence
analysis and investigation, additional trooper
equipment and operationa costs, and additional
security of state property and mail. The
Homeland Security Office is responsible for
developing and implementing a comprehensive
strategy to secure the State of Tennessee from
terrorist threats and attacks. The office interacts
with the National Office of Homeland Security



and coordinates state homeland security actions
through the Homeland Security Council in order
to assure a safe and healthy environment for all
Tennesseans.

Crime Legidation — To address the growing
crime problems, the Sundquist Administration
and the Legidature created a long-term
legidlative package to address some of the
crucial concerns of Tennesseans regarding the
increase of crime in our neighborhoods. The
first year of the crime package saw legidation
ranging from capital punishment to drug testing
to “Three Strikes, You're Out.” A total of 19
bills was enacted under the crime package
umbrella with a price tag of $16 million during
the 1995 Legidative Session. Passage of the
crime package resulted in the creation of the
state-funded Post-Conviction Defender
Commission. The Office of the Post-Conviction
Defender was created to oversee the appellate
trials of indigent persons convicted with a death
sentence.  Legidation also required death
penalty appeals to receive priority before the
courts to expedite and shorten the state appellate
process to five years.

Three Strikes — During the first year of the
crime package, the length of time felons were
spending in prison was foremost in the public
eye. Tennessee responded by passing the
“Three Strikes, You're Out” law. This law
requires two-time felons to serve their full
sentence upon conviction of a third felony
charge. Other felony sentences were aso
lengthened and restrictions placed on minimum
sentences for certain Class A felonies.

Juvenile Justice Reform — In December 1997,
Governor Sundquist appointed a commission to
review and recommend changes to current state
laws for juvenile offenders. The Juvenile
Justice Reform Commission issued its report in
December 1999. The report recommended
changes to the juvenile code. The
Commission’s report contained three major
recommendations:

Violent juvenile offenders age 15 and over

should be treated as adults, and
automatically transferred to adult criminal
court and, if convicted, sentenced to the
Department of Corrections.

A blended sentencing option should be
available for juvenile court judges and
criminal court judges to provide for more
flexible sentencing as wel as
opportunities for rehabilitation through
educational, vocational, and other
treatment programs.  Violent juvenile
offenders should be ineligible for blended
sentencing.  Juveniles sentenced under
blended sentencing should be housed in an
appropriate institution, separate from adult
inmates.

Local Truancy Review Boards currently
are mandated in those areas of the state
that do not aready have an effective
truancy prevention program.  Truancy
cases should be diverted from the local
juvenile courts to the Truancy Review
Boards for disposition in order to allow
the juvenile court judges to concentrate on
more Serious Crimes.

The Commission aso recommended that
additional secure facilities be made available for
the growing female offender population, and
that both a central information system for
adjudicated juveniles and an observation and
assessment center be created. This budget
includes funds to implement juvenile justice
reforms.

Probation and Parole — In 1998, the Governor
signed legidation to combine the Board of
Paroles and the probation function of the
Department of Correction, creating a new Board
of Probation and Parole. This will result in a
more efficient and effective organization for the
supervision of felony offenders who are not
incarcerated but are under the supervision of the
state.

During Fiscal Year 1996-97, increased
supervision fees and mandatory drug testing
were imposed on felons who are released on



parole or sentenced to probation.

The FY 2002-2003 budget includes funding
for 56 additional field officer, management, and
support positions. This will allow the Board to
reduce probation and parole officer caseloads
from an average of 1:100 to 1:90. These
positions will be funded half by appropriations
from general fund tax revenues and half by
supervision fees. Funding from general fund
taxes also is included to reduce caseloads in the
community correction program and increase
alcohol and drug treatment services. Funding for
the diversion of more non-violent felons into the
community  correction program aso is
recommended. This will permit better
management of the future growth of the prison
population.

New Prisons — Longer sentences and “Three
Strikes” legislation necessitated the
development of a long-range plan for prison
expansion. From FY 1995-1996 through FY
1999-2000, 1,108 beds were added to the state
prison system by double-celling of inmates and
2,280 new beds were constructed. During this
same period, 1,324 beds designated as
substandard, temporary, or operationally costly
were closed. The system’s capacity was further
increased by the addition of 2,016 contract beds.
The Department also increased capacity in FY
2001-2002 by double-celling 767 additional
inmates.

Capita funding has been provided for
construction of a new 1,700 bed prison facility.
Capita funding was also provided for a 240 bed
maximum security units at Riverbend Maximum
Security Ingtitution, a 150 bed minimum
security addition at West Tennessee State
Penitentiary, and a 300 bed geriatric unit at the
DeBerry Specia Needs Facility.

Prison population models continue to
indicate a need for on-going planning and
construction of additional prison capacity.
Current estimates are that the prison population
will increase by 29% by 2011. To meet this

growth in the inmate population, the prison
system will need 1,827 additional beds by June
30, 2003; 3,260 additional beds by June 30,
2005; and 4,988 additional beds by June 30,
2011. This budget includes federal funds and
Tennessee Sentencing Act matching funds,
which will be combined with state funds
previously appropriated, for preplanning and
construction of a new prison. Completion of
these planned projects aong with the
construction of a previously funded prison
should provide a net increase of 5,334 beds in
system capacity by 2005.

Substance Abuse — Although DUI laws in
Tennessee are some of the toughest in the
nation, resulting in 28,000 convictions annualy,
DUl enforcement remains a high priority.
During the 1995 legidative session, vehicular
homicide as a result of DUI was moved from a
Class C felony carrying a sentence range of 3-15
yearsto a Class B felony sentence of 8-30 years,
based on mitigating factors, multiple offenses,
and prior record. Additionaly, in the 2000
legislative session penalties were increased for
persons who refuse to take a blood alcohol test
when requested by alaw enforcement officer.

Vehicular homicide was further defined in
1996 with a new category for aggravated
vehicular homicide where repeat DUI offenders
convicted of vehicular homicide receive a Class
A felony. Laws were passed to confiscate DUI
offenders vehicles at the time of a second DUI
arrest. Also during 1996, sentences for habitual
drug offenders were also made tougher.

In 1998, penaties were increased for
persons who receive a fourth conviction of
driving while impaired, for persons involved in
traffic accidents who were intoxicated, and for
persons convicted of driving a motor vehicle
with an alcohol concentration greater than
0.20%.



Natural Resources

The Environment
Tennessee continues to be a leader in innovative
approaches to protecting the environment and
conserving natural resources in the Southeast.

Water Supply — The Tennessee Department of
Environment and Conservation (TDEC) is now
implementing the Inter-Basin Water Transfer
Act of 2000. This law addresses increasing
demands for water and protects supply for
downstream users.

In addition, the commissioner's Water
Supply Panel has completed a year-long
statewide study to develop long-term solutions
for Tennessee's water supply. The panel plans
to present recommendations to the Genera
Assembly in 2002.

Water Quality — Siltation is the largest cause of
water quality impairment in Tennessee streams.
In 2001, TDEC launched a pilot program to
train developers, contractors, road builders and
others involved in land disturbance on the best
practices for preventing eroson and water
pollution.

The department also launched a new
emphasis on preserving small streams, which
are vital to overall water quality, flood control
and wildlife.

The U.S. Environmental Protection Agency
(EPA) has approved 13 total maximum daily
load (TMDL) studies by TDEC and is expected
to approve six more shortly. TMDLSs provide the
foundation for reducing specific pollutants in
individual streams. TDEC is working with EPA
and a contractor to complete an additional 40
TMDLs by May 2002.

TDEC continues to help communities across
the state improve their wastewater treatment
services. Tennessee awarded over $28 million in
2001 to local governments from the Clean
Water State Revolving Fund.

Drinking Water — In 2001, Tennessee began
training water system personnel on a number of
new rules that became effective in January,

2002. These include interim enhanced surface
water treatment requirements, revisions to the
lead and copper rule and new disinfection
byproduct standards. The state awarded almost
$21 million in funds from the Drinking Water
State Revolving Fund in 2001 to improve local
drinking water treatment facilities.

Specia assistance has been given to water
suppliers to ensure the safety of water treatment
facilities and their infrastructure following the
terrorist attacks of September 11.

Natural Areas and Scenic Rivers — Tennessee
celebrated the 30th anniversary of the Tennessee
Natura Areas Preservation Act in 2001.
Tennessee now has 62 designated State Natural
Areas covering about 90,000 acres. Twenty-five
of those areas have been added since 1995, with
more under consideration. In honor of the act
and to raise awareness of Natural Areas,
Governor Sundquist proclaimed the week of
April 8, 2002, Tennessee State Natural Areas
Week.

Two new State Natura Areas were
established and four existing areas were
expanded in 2001. Natural Areas protect the
habitat of rare and endangered plants and
animals and provide opportunities for outdoor
recreation such as nature photography, study
and hiking. The Scenic Rivers program aso
saw a rebirth in 2001 in a pilot, voluntary land
preservation effort along the newly designated
Duck Scenic River in Maury County. TDEC is
responsible for a total of 13 designated State
Scenic Rivers. This budget provides additional
funds to protect the State Natural Areas and
Scenic Rivers.

Air Quality — For the first time since passage of
the federal Clean Air Act, Tennessee is in
compliance with all current national ambient air
quality standards. Stricter new standards for
ground-level ozone and fine particulate matter
are soon expected. Tennessee is preparing to
meet those new standards.



An ozone forecasting program based on the
new ozone standard has begun in Kingsport,
Knoxville, Nashville and Memphis to give
citizens advance warning of those days when
ozone may reach unhealthy levels. Tennessee
also attained approval of its Title V permitting
program in November 2001.

Tennessee has worked with the Tennessee
Valley Authority to get a plan in place for
significant early reductions of nitrogen oxides
and sulfur dioxide at several fossil-fuel plants
across the state. Additionally, Tennessee is
working with Georgia, North Carolina and
South Carolinato develop ajoint multi-pollutant
air strategy to reduce power plant emissions and
to develop innovative regional transportation
and energy plans to improve air quality in the
region. This effort is being undertaken in
conjunction with the Southern Appalachian
Mountains Initiative, which completes its work
in 2002.

Solid and Hazardous Waste — In 2001, TDEC
conducted 58 inspections of permitted
hazardous waste treatment, storage and disposal
facilities and over 300 inspections of hazardous
waste generators. Staff reviewed approximately
2,500 annua reports from hazardous waste
facilities to ensure proper management of
hazardous waste from "the cradle to the grave."

TDEC directed investigations and cleanup
activities at 260 brownfields, contaminated
drycleaners, and inactive hazardous substance
sites. Responsible parties reported spending
$16.6 million to treat and dispose of 2,304 tons
of contaminated soil, 567 million galons of
contaminated water, and 30 55-gallon drums of
hazardous waste at these sites.

TDEC daso worked with over 300 other
contaminated sites and responded to over 400
notifications of spills and releases. TDEC's
emergency response contractor cleaned up
abandoned hazardous materials at 16 sites.

Strong Enforcement for Polluters — TDEC
continues to move swiftly against those who
break environmental laws. The department has
cut the time it takes to issue an enforcement
order by over 70 percent since 1994. In 2000,

TDEC issued 889 enforcement orders assessing
over $7.9 million, compared with 118 orders
assessing $1.1 million in 1994. Enforcement
data for 2001 will be available in February
2002.

Underground Storage Tanks — In 2001, TDEC
increased the number petroleum underground
storage tank compliance inspections by 50
percent from 2000 and issued three times the
number of enforcement orders than any previous
year.

Radiological Health — TDEC isimplementing a
maor change in its program for x-ray
inspections performed by outside consultants,
known as registered inspectors. Thisis the first
major change since the program began in 1982.
The changes will improve the timeliness of
correction of violations noted by the inspectors,
will improve the efficiency of inspection
planning overall.

Homeland Security — TDEC is coordinating
internally and with other state, local and federal
agencies to ensure Tennesseans are protected
from any threats to our air, land and water from
terrorism.

Conservation
State Parks — Tennessee state parks remain a
favorite destination for families and conferences
alike, drawing over 30 million people each year.
Fal Creek Fals was once again named
"Southern Living" readers choice for top resort
park in the Southeast in 2001.

Tennessee shared its parks with park
professionals from across the continent this year
when it hosted the annual meeting of state park
directors from the United States and Canada in
October 2001.

To enhance revenue at resort parks, TDEC
is improving the state parks web site, which
received over 400,000 hits per month in 2001.
The improvements will help make the most of
this effective and inexpensive marketing tool.

To help support park maintenance, the
department is expanding its access fee program
to six more parks, bringing the total to ten. The



department has collected $335,000 in access
fees since the program was launched in January
2001. The department plans to extend user fees
to more parksin the future.

Recreation Education — In 2001, the Parks

and Recreation Technical Advisory Services
(PARTAYS) established regiona offices in East,
Middle and West Tennessee to better serve local
governments. PARTAS provides technical
assistance and education to professionals across
the state, while setting the benchmark for safety
and trends in parks and recreation.
In cooperation with the Governor’s Council on
Greenways and Trails, TDEC completed the
2001 Tennessee Greenways & Trails Plan this
year. The plan identifies and addresses critical
issues related to the development of a statewide
greenway and trail system.

TDEC is currently collecting data for the
Tennessee State Recreation Plan that is required
by the National Park Service every five years.
The plan is due December 2002. TDEC is
seeking a grant to complete the plan.

Geology and Archaeology — TDEC sold nearly

$64,000 in maps and publications and provided
lectures and field trips to nearly 2,000
individuals in 2001. Staff investigated more
than 50 geologic hazards and responded to
nearly 200 other geologic information requests.

TDEC completed work on a $42,250
cooperative project with the National Park
Service for collecting, analyzing and reporting
oil and gas well site characteristics and non-
federal owner-operator information in the Big
South Fork National River and Recreation Area.

The State Oil and Gas Board issued 200 oil
and gas well permits, performed 736 site
inspections, issued five citations, and plugged
181 wells.

TDEC maintains records on 20,000 known
archaeologica sites and all previous studies in
Tennessee. Using this information, division staff
works with federal, state and local governments
and private developers to find innovative ways
to protect and preserve archaeological
Tennessee continues to be a leader in innovative
approaches to protecting the environment and
conserving natural resources in the southeast.

Responsible and Accountable Government

The Sundquist Administration remains
committed to creating a more effective, efficient
and user-friendly state government. By working
with each department to set goals, establish
priorities, and foster a climate of responsibility
and accountability, this vision is becoming a
reality in Tennessee.

During FY 2000-2001 the state made
significant progress toward creating a more
user-friendly government by allowing citizens to
conduct certain business with the state anytime,
via the internet. This action, which improved
accessibility to state services and provided
convenience for the customer, has also resulted
in more efficient processes and long-term cost
savings. Examples of servicesthat are available
through the internet are: the renewal of drivers
licenses, reservations at state parks, and
verification of TennCare digibility.

The importance of qualified and dedicated
employees can never be overlooked by an
organization attempting to refine itself. It isfor
this reason that the Administration has chosen to
focus on improving employee recruitment and
retention. The ability to attract and retain
exceptional employees will go a long way
toward meeting the demanding goals the state
has set for itself.

This Administration is working to achieve
these goals through the use of classification-
compensation salary adjustments, employee pay
raises, and the Leadership Development
Initiative, a supervisory training program. In
classification-compensation studies, the
Department of Personnel compares state salaries
for selected positions each fiscal year with
salaries for similar positions in the private sector
and surrounding state governments. For the last



several years, the budget has included funds to
upgrade pay for positions with a significant
difference between state and private sector
salaries. General across-the-board increases in
pay help salaries keep pace with inflation, while
training programs help to ensure that we have a
well-trained work force.

Ensuring that government acts responsibly
and is accountable for its actions and decisions
isapublic demand. Because of this demand the
state will continue to cut expense and waste by
validating essential services, focusing on cost-
avoidance initiatives, and emphasizing fraud
detection. Maximizing revenue due and
available to the state also remains a strong focus
of the Administration.

In this Budget Document, the State is
publishing detailed performance measures and
program information as an integral part of the
budget. This is the second year that this
information has been published in the Budget

Document. Improvements have been made in
this effort, resulting in significant additional
information on K-12 education programs and
Transportation Department programs. Although
this program information has been used for
decades by budget staff in analyzing requests —
and has been provided annually to legidative
staff — it has been integrated into the Budget
Document for convenient review by al
members of the Genera Assembly. The
program information should help the General
Assembly analyze the work of the agencies, and
the budgetary pressures on them, as they provide
services and respond to the critical needs of the
people.

Tennessee's citizens expect nothing less
than  exceptional  service, responsibility,
accountability, efficiency, and effectiveness
from State Government. The Administration is
working hard to meet — and exceed — these
expectations.



Tennessee Characteristics

Demographic Characteristics !

1990 2000

Total Population 4,877,203 5,689,283
Percent of Population Under Age 5 7.0% 6.6%
Percent of Population Age 5to 17 18.1% 18.0%
Percent of Population Age 18 to 24 10.9% 9.6%
Percent of Population Age 25 to 64 51.4% 53.4%
Percent of Population Age 65 and Older 12.6% 12.4%
Median Age 335 35.9
Percent of Population by Race

White 83.0% 80.2%

Black or African American 16.0% 16.4%

American Indian and Alaska Native 0.2% 0.3%

Asian and Pacific Islander 0.7% 1.0%

Other 0.2% 2.1%
Hispanic Population (Percent) 0.7% 2.2%
Per Capita Income?®

Tennessee's Per Capita Income $16,821 $25,878

U. S. Per Capita Income $19,584 $29,451

Tennessee's Per Capita Income as a Percent of the U. S. 85.9% 87.9%

Tennessee's Rank in U. S. by Per Capita Income 36 35

1989 1999

Percent of Population Below Poverty3 15.7% 13.3%



Education Characteristics *

Physical Characteristics °

Land Area

Highest Elevation (Clingmans Dome)

! Source: U. S. Bureau of the Census
Source: U. S. Bureau of Economic Analysis

®Source: U. S. Bureau of the Census. Poverty rate for 2000 is a 2 year average

* Source: Tennessee Department of Education

1995-1996 1999-2000
Total Number of Public Schools 1,562 1,611
Total K-12 Public School Average Daily Attendance 819,831 842,733
Public School Per Pupil Expenditures $4,715 $5,794
Employment °
1995 2000
Civilian Labor Force 2,700,700 2,798,400
Employment 2,560,600 2,688,200
Unemployment 140,100 110,200
Unemployment Rate 5.2% 3.9%
Non-Agricultural Employment - Percent by Industry
Mining 0.2% 0.2%
Construction 4.4% 4.6%
Manufacturing 21.6% 18.6%
Durable Goods 11.5% 11.0%
Non-Durable Goods 10.0% 7.5%
Retail Trade 17.9% 18.0%
Wholesale Trade 5.6% 5.5%
Services 25.5% 27.2%
Finance, Insurance, & Real Estate 4.5% 4.8%
Transportation, Communication, & Public Utilities 5.5% 6.5%
Government 14.9% 14.6%
Federal 2.2% 2.0%
State & Local 12.8% 12.6%

41,220 Square Miles

6,643 Feet

® Source: Tennessee Department of Labor and Work Force Development

® Source: Tennessee Statistical Abstract



State of Tennessee

Tennessee Economic Overview
Recommended Budget, Fiscal Y ear 2002 - 2003

Tennessee's fiscal environment depends on
economic conditions that influence both the
expenditure and revenue sides of the state budget.
The Center for Business and Economic Research
at the University of Tennessee prepared this
summary of current economic conditions and
expectations for short-term economic growth in
Tennessee and the nation. For additional
information, see the most recent edition of “ An
Economic Report to the Governor of the State of
Tennessee.”

Recent Economic Conditions - In November of
2001 the National Bureau of Economic Research
released areport confirming the suspicions of most
Americans. the U. S. had formerly entered a
recession, effective March, 2001. The nationa
economy had shown signs of weakness dating back
to late 2000 when the manufacturing sector began
contracting. The weakness stemmed largely from
duggish growth in investment in producers
durable equipment and structures. Consumers
were not the culprit, as they had sustained their
spending, buoyed by continued job creation and
the wealth effect of rising stock prices. Home and
automobile sales, in particular, helped keep the
economy moving through 2000 up to the close of
2001.

The economic balance was tipped further by
the tragic events of September 11. With the
national economy aready suffering from setbacks
in manufacturing, the shock of September 11
caused businesses to retrench. Some began
second-guessing both hiring and investment
decisions, while others directly affected by the
tragedy laid off workers. Consumers, aided by
lower interest rates, and the federal government,
through previoudy passed tax cuts and more recent
spending increases, have helped stave off a more
serious economic downturn.

The situation in Tennessee largely mirrorsthe
national economy. The state's manufacturing
sector first showed broad-based signs of
contraction in the fourth quarter of 2000 when both
the durable and nondurable goods sectors shed
employment. The combined effect was a 4.4

percent (seasonally adjusted annual rate, or SAAR)
loss, trandating into the loss of amost 6,000 jobs.
The first quarter of 2001 brought with it flat
(SAAR) growth in total nonagricultural jobs. The
unemployment rate came in at 4.1 percent in the
first quarter, offering some encouragement about
the economy’s direction. In the third quarter of
2001, the unemployment rate was still 4.1 percent,
comparing favorably to the nationa rate of 4.8
percent. Recent evidence suggests that the
unemployment rate for the state and the nation will
rise more sharply as the economy moves through
2002.

Nominal Tennessee personal income showed
nearly 6 percent growth in 2000, trailing the U. S.
by afull percentage point. The most recent data on
persona income are for the second quarter of
2001. The evidenceindicates the weakest quarter-
to-quarter growth since the first quarter of 1999.
(The same is true of the national economy.)
Taxable sales have experienced duggish growth in
the face of a slower national and state economy.
Following unprecedented growth of 9.2 percent in
1999, sales growth was only 3.2 percent in 2000.
Data for the third quarter of 2001 revea a 9.3
percent (SAAR) decline in taxable sales, offering
little encouragement for the short-term economic
and fiscal outlook.

Short-term Economic Outlook - The current
economic downturn is expected to be short-lived.
At the same time, few expect a quick and sharp
rebound in economic activity. The reason is that
the economy has no strong engines of growth to
lead the economy forward. The international
economy remains fragile, with pervasive
weaknesses in many pivotal economies including
Germany, Japan and Argentina. Investment is not
likely to rebound absent broader signs of recovery.
And consumers cannot easily accelerate their
spending beyond current levels. Inflation-adjusted
gross domestic product should contract in the first
quarter and show positive and increasingly strong
growth as 2002 progresses, but producing calendar
year growth of only 0.4 percent.

The Quarterly Tennessee Econometric Model



points to year-over-year losses in nonagricultural
jobsin the first and second quarters of 2002. Job
growth for the year is projected at only 0.2 percent.
Job losses in manufacturing are expected to taly
3.2 percent in 2002, with continued weakness in
both durable and nondurable goods manufacturing.
Overall job growth in 2003 will rebound to 1.5
percent as the economy puts the current downturn
behind it. Nominal personal income will perform
better than jobs (and hence wages and salaries),

due to sustained strength in rent, interest, dividend
and proprietors’ income. Expect nomina persona
income to advance 4.2 percent in 2002, increasing
to 5.2 percent growth in 2003. Income growth for
the current fiscal year is projected to be 3.9
percent, improving to 4.7 percent in 2002-03.
Taxable sales are expected to rise only 0.5 percent
in 2002. Sales growth for the current fiscal year
should be flat, with 2.3 percent growth anticipated
in fiscal year 2002-03.

Article provided by the Center for Business and Economic Research, University of Tennessee at Knoxville.



State of Tennessee

Federal Aid Trends
and Federal M andate Costs

Recommended Budget, Fiscal Year 2002 - 2003

Since fiscal year 1979-80, federal aid to
Tennessee  excluding Food — Stamps,
Medicaid, and Temporary Assistance to
Needy Families (TANF) grants, formerly
Aid to Families with Dependent Children
(AFDC), has declined from 27 cents of
every dollar in the state budget to 19 centsin
2002-2003. If the state were still receiving
27 cents of every budgeted dollar as federal
aid, an additional $1.224 billion would be
available in federal funds.

In constant (2002-2003) dollars, federal
aid has increased by 75.0 percent, or $1.3
billion, from 1979-80 to 2002-2003 for state
programs other than Food Stamps,
Medicaid, and TANF/AFDC grants.

Figure 1 and Table 1 show the constant
dollar (2002-2003) trend in federal aid in the
state budget since 1979-80 for all programs,
including transportation. Amounts for fiscal

Figure 1

Federal Aid Trend in State Programs

FY 1980 through FY 2003

in Billions of Constant (2002-2003) Dollars

1980

1990

years 1979-80 through 2000-2001 are based
on actual federal aid collections; amounts
for 2001-2002 and 2002-2003 are based on
estimates included in the recommended state
budget.

Current dollars have been converted to
real (constant) dollars using the gross
domestic product implicit price deflator, as
reported by the University of Tennessee,
Center for Business and Economic
Research.

The decline in federal aid in the early
1980s (Figure 1) reflects the elimination of
federal revenue sharing for states, new
federal restrictions on eligibility for the
TANF/AFDC program, and the con-
solidation of several federal grant programs
into block grants at reduced levels.

From 1988-89 to 2002-2003, all the
programs other than TANF/AFDC and Food

Stamps have had real growth.
This reflects congressional
decisions in the late 1980s to
relax the earlier federd

deficit-control statutes,
which had restrained the
growth of domestic
discretionary programs
during the 1980s.

As shown in Figure 1,
not until 1992-93 does "all
other" federal aid, excluding
Medicaid, TANF/AFDC
grants, and Food Stamps
return to the real-dollar level
available to the state in 1979-

rol 80. Reflecting  recent
Al Other domestic  initiatives,  the
Medicaid growth rate for this federal
Food Stamps aid category has begun to

TANF/AFDC

increase, in spite of federa
budget-balancing efforts. In
2002-2003, “al  other”



federal aid, excluding Food Stamps,
Medicaid, and TANF/AFDC, shows a
constant-dollar increase compared with the
year before. This is mainly because of an
increase for education and socia services
programs.

Table 1

Comparison of Federal Aid in State Budget,
Actual 1979-80 through Estimated 2002-2003
In Millions of Constant (2002-2003) Dollars

% Increase

8.9 percent annual-average real growth in
the Medicaid program. TANF/AFDC and
Food Stamps have declined, and all other
federal aid has had an increase of 2.5
percent on an annual-average basis.

Over the last 14 years of the period,
from 1988-89 through
2002-2003, real growth
in total federal aid has
increased above the
longer-term growth rates.
Total federal aid to state

1979-80

1988-89 2002-2003 1980-2003 1980-2003 1989-2003

Annual Average

programs has grown at a

Total Aid $2,960.3 $3,063.0 $ 7,470.2
Medicaid 540.1  1,124.0 3,834.5
Food Stamp Coupons 539.9 419.4 450.0
TANF/AFDC 127.9 122.6 119.6
All Other 1,752.4  1,397.0 3,066.1

Over the 23-year period, Medicaid, the
major federal entitlement program in the
state budget, has had real growth well above
the rate of inflation, while TANF/AFDC
payments and Food Stamps have declined
dightly. Although total federal aid has
increased in constant dollars by 152.3
percent from 1979-80 to 2002-2003, the
609.9 percent rea growth in the Medicaid
program is accompanied by real growth of
only 75.0 percent in federal aid for all other
state programs, excluding Food Stamps and
TANF/AFDC. A constant dollar decline of
16.6 percent in federal ad for the
TANF/AFDC grants program since 1979-80
is related to Tennessee's continued
economic growth, increased child support
collections, the impact of job training
programs, and implementation of federa
and state welfare
reform.

Over the 23-
year period, as
shown in Table 1,
real growth for all
federal aid to state
programs has
averaged 4.1
percent per year.
This growth above
the rate of inflation
has been led by the

97.6
63.0 .

116 174 249
— s

87

152.3%

609.9%
-16.6%
-6.5%
75.0%

14-year annual-average
rate of 6.6 percent. Rea
growth in this period has
averaged 9.2 percent per
year for Medicaid and
0.5 percent per year in
Food Stamps, while TANF/AFDC has
declined 0.2 percent. All other federal aid
has grown at areal-dollar rate of 5.8 percent
per year.

The high growth rates in the Medicaid
program in the late 1980s and early 1990s
had begun to moderate, possibly because of
managed care and the economy. However,
the growth rate for Medicaid appears to be
rising again, perhaps as a result of the recent
policy changes in the TennCare program.
The federa Medicaid match rate will
increase for the third year on October 1,
2002. Theincrease in the federal match rate
caused a decline in the state cost for federal
mandates for FY 2003. Medicaid accounts
for 76 percent of the state mandate cost.

4.1% 6.6%
8.9%
-0.8%
-0.3%
2.5%

9.2%
0.5%
-0.2%
5.8%

The longer-term federal funding for
mandated  Medicaid expansions s
Figure 2

Existing Federal Mandates

State Cost Since FY 1987
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accompanied by significant state costs,
which areidentified in detail below.

While federal aid as a percentage of
discretionary program funding has declined
in the state budget since 1979-80, federa
legidation in the late 1980s and early 1990s
has imposed increasingly costly mandates
on state government.

By fiscal year 2002-2003, when existing
federal mandates will have been fully
implemented, provisions imposed since
1986-87 will cost $295.2 million per year in
recurring state appropriations from General
Fund tax sources. The cumulative state cost
in 2000-2001 is $321.9 million and in 2001-
2002 is $323.1 million. Figure 2 illustrates
the annual recurring state cost, from Genera
Fund tax sources, of new federal mandates
beginning in fiscal year 1986-87.

Costly maor Medicad mandates
imposed since 1986-87 (Figure 3) are
expanded services under the 1988
catastrophic hedth care law; coverage of
children aged 1 through 18 under 1989 and
1990 laws;, payment of premiums and
deductibles for poor Medicare clients under
a 1990 law; increase in the minimum wage
for the nursing home program under a 1989
law; increases in the state Medicaid match
rate as personal income increases; expansion
of Medicaid digibility under the 1988
federa welfare reform law; and drug
purchasing reform under a 1990 law. Other
Medicaid mandates include the 1988 nursing
home reform initiative and the expansion of
the child disability standard under the 1990
"Zebley" court ruling on supplemental
security income regulations.

Major federa mandates imposed in
other programs since fiscal year 1986-87
(Figure 4) include expansion of AFDC
eligibility and support services under the
1988 federal welfare reform law; exemption
from the sales tax of food stamps and
supplemental foods for women, infants, and
children; increases in the state match rate for
the former AFDC program; intervention
services for handicapped infants and
toddlers in the K-12 education system;
extensions of federal social security and
Medicare payroll taxes under the 1990

federal budget act; national standards under
the commercia drivers license law; and
other items of lesser fiscal impact affecting
several state agencies.

For purposes of this analysis, the term
"federa mandates" is limited to provisions
of federal law or regulation which require
state government implementation, without
option to the state. This includes mandatory
new programs, changes in existing federal
programs, and increases in state financia
participation in jointly funded federa
programs resulting from decreases in federal
match rates.

Figure 3
Medicaid Mandates

Annualized State Cost
FY 1987- FY 2003
Chart in Millions

Other $7.1

Drug Reform
$6.9

Minimum Wage

$5.4

Catastrophic
Care $39.7

Children 1-18
$17.4

Medicare $10.3

Match Rate
$131.6

1988 Federal
Welfare Reform
$5.7

$224.1 Million Total

Figure 4

Other Federal Mandates
Annualized State Cost
FY 1987- FY 2003

Handicapped Chart in Millions

Infant Education
$4.9

1988 Federal
Welfare Reform

AFDC Match $19.6

Rate $12.7

Federal Payroll
Tax $2.8

Commercial
Drivers $2.5

Food Aid Tax
Exempt $16.3
Other $12.3

$71.1 Million Total



State of Tennessee

The Budget Process

Preparation of the Governor's annual
budget for the State of Tennessee is the
responsibility of the Commissioner of
Finance and Administration, who has the
title of State Budget Director.

Within the Department of Finance and
Administration, the Division of Budget is
responsible for budget development.
Preparation, deliberation, and execution of
the budget is a continual process throughout
the year. This process regularly involves
the legidlative and executive branches, with
occasional counsel from the judicial branch.
The following chart indicates the partici-
pants in the budgetary process and an
approximate time schedule.

Function Participants Schedule
Planning and Budget Division July
Estimation Departments and Agencies August
September
Preparation of Budget Division October
the Budget November
December
Legidative General Assembly January-May
Deliberation
Budget Execution Budget Division June-July

Legidative Committees
Departments and Agencies

Planning and Estimation

Immediately after a new fiscal year
begins each July, the staff of the Division of
Budget begins making plans for the budget
that will be considered by the Genera
Assembly for the subsequent fiscal year.
These plans include designing and updating
the forms and instructions used by
departments and agencies in presenting their
budget requests to the Division of Budget.

These  automated fooms  and
instructions are distributed to the agencies
in August. The deadline for completion and
transmission of the budget requests is the
first of October. During this preparation
period, the staff of the Division of Budget

continually meets with agencies fiscal and
program personnel to answer questions and
provide assistance in developing their
budget requests.

In addition to projecting expenditure
levels, estimates of the major revenue
sources, such as the sales, franchise, excise
and gasoline taxes, are prepared for both the
current and next fiscal years. The revenue
estimates are prepared by the Commissioner
of Finance and Administration after
receiving advice from the State Funding
Board, as required by TCA section 9-4-
5202. All revenue estimates, including
estimates for licenses and fees, are part of
the budget's overal review by the
Commissioner of Finance and
Administration, the Governor, and their
steffs.

Preparation of the Budget

Chapter 33 of the Public Acts of 1937
granted the Governor the authority and duty
to develop and submit to the Genera
Assembly a recommended budget. The law
directs the Commissioner of Finance and
Administration to prepare the budget in
accordance with the Governor’ s directives.

After the receipt of agency budget
requests, anaysts with the Division of
Budget begin the process of balancing
expenditures against estimated revenues.
Within this constraint, funds must be
provided for Administration initiatives of
high priority, activities mandated by state or
federal statute, and the day-to-day operation
of state government.

Instructions for the agency budget
requests include the submission of two
levels of requests: (a) a base request which
accommodates the continuation of current
services, and (b) an improvement request
which includes funds to implement
mandated requirements, compensate for
revenue reductions, initiate new programs,
or enhance the base level due to increased
costs of providing current services.



The Budget Process

Following analysis of the requests by
the Division of Budget, detailed recom-
mendations are made to the Commissioner
of Finance and Administration. Meetings
are convened with commissioners and
directors of the departments and agencies by
the Commissioner of Finance and Admin-
istration. A consensus is sought with the
agencies as to the appropriate funding level
for the upcoming year.

After these meetings are completed, the
Budget Division staff makes any revisions
that have been agreed upon and presents the
estimates to the Commissioner of Finance
and Administration for his and the
Governor’'s consideration. The Governor
and the commissioner review the
recommendations resulting from these
hearings and consider necessary alterations
to fit within the scope of the
Administration's  initiatives. After
recommendations have been finalized, the
staff of the Division of Budget prepares the
Budget Document for printing. Meanwhile,
work begins on the Governor's Budget
Message. Both must be presented to the
General Assembly prior to February 1, or by
March 1 when a newly elected Governor
takes office, unless the General Assembly
by joint resolution allows submission on a
later date.

At the time the Budget Document and
Budget Message are presented, the
appropriation process is initiated. The
Appropriations Bill, prepared by the
Department of Finance and Administration,
is introduced and referred to the Finance,
Ways, and Means committees of both
houses of the Legislature. The various
standing committees of the houses may
review those parts of the Appropriations
Bill that fall within their purviews. The
departments often are invited to testify
before these committees on issues relating
to their budgets.

After these committees report their
reviews, the Finance, Ways, and Means
committees begin hearings on the budget in
its entirety. Again, the departments may
testify, and the Commissioner of Finance
and Administration is invited to discuss the

budget recommendations. Considerations
made by the committees include the fiscal
impacts caused by other legidation
introduced by the members of both houses,
recommendations of other legidative
committees, and Appropriations Bill
amendments filed by members of the
Legislature. The Finance, Ways and Means
committees of each house report out the
Appropriations Bill with any amendments
they recommend.

The Appropriations Bill then is sent to
Calendar committees of each house to be
scheduled for floor action. The Senate and
House of Representatives must pass the
same Appropriations Bill in the same form
for it to be enacted into law. Approval of
the General Appropriations Bill usualy
occurs during the last week of the legidlative
session.

In signing the bill into law, the
Governor may line-item veto or reduce
specific appropriations. But the veto may
be over-ridden by a majority of both houses
of the General Assembly.

Tennessee has a tradition of enacting a
single General Appropriations Act each
year.

Budget Execution

When passage of the Appropriations
Bill is complete and it is signed or enacted
into law, the execution of the act begins.
Two important concepts are involved: (a)
the preparation of work programs and (b)
the development of allotment controls.

Invariably, there are changes from the
Budget Document as presented by the
Governor to the General Assembly and the
Appropriations  Act that is adopted.
Analysts of the Division of Budget and
fiscal personnel in the departments and
agencies have the responsibility of
reconciling the approved Appropriations
Act with the Budget Document. This may
involve increases or decreases to the agency
alotments. The Division of Budget
establishes an annua alotment for each
agency and division using the reconciled
Appropriations Act. This annual allotment,
called the official work program, is provided



The Budget Process

to the Division of Accounts as a means of
spending control. The agencies and
divisions spend against these allotments
during the fiscal year.

Budget execution is a process that
continues throughout the fiscal year. In
addition to the daily review of numerous
operational and personnel  transaction
requests, the budget analysts must ensure
that the legidative intent of the
Appropriations Act is being followed by the
various departments and agencies.

Further legislative review and control
is maintained through the Fisca Review
Committee, other oversight committees, and
the Finance, Ways, and Means committees.

In addition to the review of agency
activities by these bodies, the Finance,
Ways, and Means committees must be
informed of any new or expanded programs
resulting from unanticipated departmental
revenues. These revenues usually are new
federa grants, but aso may be other
departmental revenues. When notice of
unexpected revenue is received by an
agency, the Commissioner of Finance and
Administration may submit an expansion
report to the chairmen of the finance
committees for acknowledgement. Upon
the chairmen's acknowledgement of the
expansion report, the Commissioner of
Finance and Administration may alot the
additional  departmental  revenue to
implement the proposed or expanded
program. This expansion procedure is not
used to increase alotments funded from
state tax revenue  SOurces. No
appropriations from state tax sources may
be increased except pursuant to
appropriations specifically made by law.

A transfer of appropriations between
alotments for purposes other than those for
which they were appropriated may not occur
without the approval of the Commissioner
of Finance and Administration and a

committee comprised of the Speakers of the
House and the Senate and the Comptroller
of the Treasury.

Throughout the fiscal year, the Budget
Division staff reviews the status of the
various alotments and advises the
Commissioner of Finance and Admin-
istration of any problems. At the end of the
fiscal year, the Division of Budget has the
responsibility of executing revisions to the
annua alotments as a function of the
accounts closing process.

Audit and Review

Post-audit and review aso are
functions that continue throughout the fiscal
year. Post-audit is a responsibility of the
Comptroller, an officer elected by the
General Assembly. The Division of State
Audit, within the Comptroller’s Office, has
the duty of conducting, supervising, and
monitoring the audits of al date
departments and agencies. Intermediate
care facilities receiving Medicaid funds aso
are within the purview of this division, and
state grants to other entities also are subject
to audit. In addition, program audits are
performed to determine whether agencies
are functioning efficiently.

The General Assembly also participates
in a continuing review throughout the fiscal
year. The Fisca Review Committee, a
bipartisan committee comprised of members
from both houses, meets regularly when the
General Assembly is not in session.
Following a set agenda, members of this
committee review audit reports and
departmental personnel respond to inquiries
about activities and programs under the
department’s jurisdiction. In addition,
legidative oversight committees conduct
extensive review in areas of special interest,
such as correctional issues and children’s
services. Joint legidative committees and
sub-committees occasionally are appointed
for in-depth study of specific areas.
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Budgeting Basis

The annua budget of the State of
Tennessee is prepared on the modified
accrual basis of accounting with several
exceptions, principally the effect of
encumbrance and highway construction
contractual  obligations. Unencumbered
appropriations lapse at the end of each fiscal
year, with the encumbered appropriations
being carried forward to the next year. Most
revenue collection estimates are presented
on a modified accrual basis, consistent with
the basis of accounting explained below.

The law requires the Governor to
present his proposed budget to the General
Assembly annually. The General Assembly
enacts the budget through passage of a
general appropriations  act. This act
appropriates funds at the program level.
Before signing the Appropriations Act, the
Governor may veto or reduce any specific
appropriation, subject to legidative override.
Once passed and signed, the budget, in the
form of the appropriations act, becomes the
state' sfinancial plan for the coming year.

Budgetary control is maintained at the
program level by the individua departments
and agencies, acting in conjunction with the
Department of Finance and Administration.
The latter has a Division of Budget and a
Division of Accounts to execute budgetary
controls. The Budget Document details the
separation between payroll and operational
funds by program. Any movement of funds
between the payroll and operational funds
requires approval and a revision to the
budget by the Budget Division on behalf of
the Commissioner of Finance and
Administration and the Governor. Other
budget revisions during the year, reflecting
program changes or intradepartmental
transfers of an administrative nature, require
certain executive and legidative branch
approval, pursuant to law. Thisis discussed
in detail in the “Budget Process’ subsection.

With proper legal authority, the Division of
Budget, acting on behalf of the Governor
and Commissioner of Finance and
Administration, may execute allotment (or
budget) revisions. The line agencies may
not make these revisions themselves. In
Tennessee, as in other states, appropriation
of funds is a legidative power, not an
executive power. No expenditures may be
made, and no allotments revised, except
pursuant to appropriations made by law.

For Budget Document purposes, all
funds are classified as General Fund except
for the Department of Transportation
(Transportation, or Highway, Fund), Capital
Outlay (Capital Projects Fund), Facilities
Revolving Fund, Debt Service (or Sinking)
Fund, and Cities and Counties — State
Shared Taxes (Local Government Fund).
The Education Trust Fund, for which state
tax revenues are estimated separately, is
included in the Genera Fund in the
presentation of the Budget Overview,
although a separate fund balance statement
for this fund is included in the “Financial
Statements’  section of the Budget
Document.

The presentation of all the operating
budgets within the General Fund in the
Budget Document, except for
Transportation, is done for ease of budget
presentation and understanding. In the
Budget, revenue estimates for Specid
Revenue, Internal Service, and Enterprise
Fund programs, funded by dedicated
revenues, are included in the state tax
revenue and departmental revenue estimates
in the General Fund, as are those programs
expenditures.

Special Revenue Fund programs
reflected in the General Fund in the Budget
Document are:

Tennessee Wildlife Resources Agency
Tennessee Regulatory Authority
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Criminal Injuries Compensation

Agricultural Resources Conservation Fund

Grain Indemnity Fund

Certified Cotton Growers Organization
Fund

Agricultural Regulatory Fund

Local Parks Acquisition Fund

State Lands Acquisition Fund

Used Oil Collection Program

Tennessee Dry Cleaners Environmental
Response Fund

Abandoned Lands

Hazardous Waste Remedial Action Fund

Underground Storage Tank

Solid Waste Assistance

Environmental Protection Fund

Sex Offender Treatment Program

Small and Minority-owned
Telecommunications Program

Job Skills Fund

911 Emergency Communications Fund

Real Estate Education and Recovery Fund

Auctioneer Education and Recovery Fund

Motorcycle Rider Education

Driver Education

C.1.D. Anti-Theft Unit

Internal Service Fund programs
reflected in the General Fund in the Budget
Document are:

Capitol Print Shop

Claims Award Fund
TRICOR

Office of Information Resources
Division of Accounts

Postal Services

Motor V ehicle Management
Printing

Purchasing

Records Management
Central Stores

Food Services Program

Enterprise Fund programs reflected in
the General Fund in the Budget Document
are;

Tennessee Housing Development Agency
Property Utilization
Child Care Facilities Loan Fund

In the “Budget Overview,” Education
Trust Fund programs are presented in the
Genera  Fund, dthough the tax
apportionments for the Education Fund are
separately estimated. This, again, is done
for ease of presentation and understanding
of the budget. It also is done because the
taxes earmarked and apportioned to the
Education Fund are less than the Education
appropriations, requiring General Fund tax
support for Education programs.

The programs in the Education Trust
Fund are: (1) Department of Education (K-
12); (2) Higher Education, including state
appropriations for the University of
Tennessee, the State University and
Community College System (Board of
Regents), and the Foreign Language
Ingtitute; and, al funding sources for
programs of the Higher Education
Commission and the Student Assistance
Corporation.

In the Budget Document, certain
ingtitutional revenues for the two university
systems are estimated. These include
unrestricted  educational and  genera
revenues, (E&G), and auxiliary enterprise
funds. Examples of unrestricted E& G funds
are student tuition and fees; unrestricted
state, federal, local, and private gifts, grants,
and contracts; local appropriations; and sales
and services related to academic programs.
Restricted funds are not reflected in the
Budget Document.

Although presenting the operating
budgets in this consolidated fashion makes
the budget easier to understand, the
Comprehensive Annual Financial Report
(CAFR) does deal with all of the Specia
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Revenue and other funds as separate from
the Genera Fund. The Division of
Accounts provides that document to the
General Assembly and the public.

Accounting Basis
(From Division of Accounts, Comprehensive
Annual Financial Report)

The financia statements of the State of
Tennessee are prepared in conformity with
generally accepted accounting principles, as
prescribed by the Governmental Accounting
Standards Board (GASB). These principles
require that the financial statements present
the primary government and its component
units, or the entities for which the
government is considered to be financialy
accountable. Component units are discretely
presented in a separate column in the
combined financial statements to emphasize
legal separation from the primary
government.

The financial activities of the state are
classified into three fund categories and two
account groups. The fund categoriesinclude
governmental funds, proprietary funds, and
fiduciary funds. Account groups are
presented for general fixed assets and
general long-term debt obligations.

The state’'s governmental fund types
include:

General Fund — used to account for
al financial transactions not required to be
accounted for in other funds;

Special Revenue Fund — used to
account for specific revenues earmarked to
finance particular or restricted programs and
activities,

Debt Service Fund — used to
account for the payment of principal and
interest on general long-term debt; and,

Capital Projects Fund — used to
account for the acquisition or construction of
al major governmental capital facilities.

All of the governmental funds are
accounted for on the modified accrua basis

of accounting. Under this basis, revenues
are recognized when they become
susceptible to accrual; that is, when they
become both measurable and available to
finance expenditures of the current period.
Principal revenue sources accounted for on
the modified accrual basis include federal
grants, departmental services, interest on
investments, sales taxes, petroleum and
vehicular-related taxes and fees, and gross
receipts taxes. Licenses, fines, fees and
permits are accounted for on the cash basis.
Expenditures are recognized when the
related fund liability is incurred, except:
inventories generally are considered
expenditures when consumed; prepayments
usually are not recorded; and principal and
interest on long-term debt are recorded when
due.

Encumbrance accounting is utilized for
budgetary control purposes in governmental
fund types. Encumbrances outstanding at
year-end are reported as reservations of fund
balance for subsequent year expenditure.

The state’ s proprietary fundsinclude:

Enterprise Funds — used to account
for the operations of self-sustaining state
agencies providing goods or services to the
general public on auser-charge basis; and,

Internal Service Funds — used to
account for the operations of self-sustaining
state agencies providing goods or services to
other state agencies on a cost reimbursement
basis.

The proprietary funds are accounted for
on the accrua basis. Under this method,
revenues are recorded when earned and
expenses are recorded at the time liabilities
areincurred.

The fiduciary funds represent Trust
and Agency Funds that are used to account
for assets held by the state in a trust or
agency capacity. These fundsinclude:

Expendable Trust Funds — used to
account for the activities of trusts whose
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principal and income may be used for the
purposes of the trust;

Nonexpendable Trust Funds —
used to account for the activities of trusts
whose income is used to fund the trust
purpose but whose principal is to be
maintained intact;

Pension Trust Fund — used to
account for the activities of the state-
administered retirement system;

Investment Trust Fund — used to
account for the activities of the state-
sponsored external investment pool; and,

Agency Funds — used to account for
amounts held in custody of others.

Expendable Trust and Agency Funds
are accounted for on the modified accrual
basis of accounting. Nonexpendable,
Pension Trust, and Investment Trust Funds
are accounted for on the accrual basis.

Discretely presented component
unitsinclude:

Tennessee Student Assistance Corporation
(TSAC)

Community Services Agencies

Tennessee  Certified Cotton  Growers
Organization

Tennessee Housing Development Agency

Tennessee Local Development Authority

Tennessee Commodity Producer Indemnity
Board

Tennessee State Veterans Homes Board

Child Care Facilities Loan Corporation

Tennessee State School Bond Authority

In addition to the aforementioned fund
categories and account groups, the
component units also include colleges and
universities that are accounted for using a
different accounting and reporting model.

The college and university fund types
(discrete component units) include:

Current funds — used to account
for resources that will be expended in the

near term for operating purposes of the
institutions;

Fiduciary funds — used to account
for assets held by loan, endowment, life
income and agency funds in which the
universities act in afiduciary capacity; and,

Plant funds — used to account for
institutional property acquisition, renewal,
replacement, debt service and investment.

College and university fund types are
accounted for on the accrual basis of
accounting with the following exceptions:
depreciation expense related to plant fund
assets is not recorded; and revenues and
expenditures of an academic term
encompassing more than one fiscal year are
solely reported in the fiscal year in which
the term is predominantly conducted.

Accounting Change 7-1-2001
GASB 34

Effective for the reporting period
ending June 30, 2002, Tennessee will be
reporting  financial information  in
accordance with the new reporting model, a
rule of the Governmental Accounting
Standards Board known as GASB 34. Some
of the changes include the deletion of the
Nonexpendable and Expendable Trust Funds
from the Fiduciary funds and the addition of
Permanent funds as governmental funds and
Private-purpose trust funds as Fiduciary
funds. Permanent funds will be used to
report resources that are legally restricted to
the extent that only earnings, and not
principal, may be used for purposes that
support  the reporting  government’s
programs. Private-purpose trust funds will
be used to report trust arrangements under
which principal and income benefit
individuals, private organizations, or other
governments. In addition, the new reporting
model will require that the college and
university academic terms that encompass
more than one fiscal year must be split and
recorded on afull accrual accounting basis.
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State of Tennessee

State Tax Revenues

Recommended Budget, Fiscal Y ear 2002-2003

The revenues necessary to finance state
government are collected from a variety of
sources. The primary source of funding for state
expenditures is appropriation from genera
revenues. Genera revenues are proceeds from
taxes, licenses, fees, fines, forfeitures, and other
imposts laid specifically by law.

The revenue estimating process generaly
starts twelve months before a fiscal year begins.
Revenue collections are tracked on a monthly
basis, and this information, along with specific
long-run forecasts of individual sectors of the
economy, is used to form the basis for the next
fiscal year's estimated revenue collections.

Preliminary estimates are supplied to the
Department of Finance and Administration in mid-
summer by the Department of Revenue and the
University of Tennessee Center for Business and
Economic  Research. Tax estimates are
recalculated in October and November and refined
in December and January for inclusion in the
Governor's Budget Document.

Sales tax estimates are based on estimated
retail sales activity which is provided by the
Center for Business and Economic Research.
Corporate excise tax estimates are made as late as
possible in the year to take advantage of the latest
available corporate profit forecasts for the nation
and the October state tax returns filed with the
Department of Revenue, which provide
information useful in projecting quarterly
estimated corporate tax payments through the next
year.

Estimates for selective excise taxes are
commonly based on long-run consumption trends
for the selectively-taxed items: cigarettes,
gasoline, beer, and alcoholic beverages. Long-run
trend analysis is also used as a basis for projecting
corporate excise and franchise tax collections and
Tennessee Valey Authority in lieu of tax
payments.

Motor vehicle fuel (primarily diesel fuel)
taxes and motor vehicle registration fees are

estimated conservatively, given their sensitivity to
business cycles (especially the truck-related
components of both taxes).

The revenue estimating process in Tennessee
incorporates the "Good Practices in Revenue
Estimating” endorsed by the National Association
of State Budget Officers and the Federation of Tax
Administrators. This requires the use of national
and state economic forecasts, development of an
official revenue estimate, monitoring and monthly
reporting on revenue collections, and revision of
estimates when appropriate.

TCA 9-4-5104, 5105, 5106, and 5202 specify
the manner in which tax revenue estimates are
prepared and transmitted to the General Assembly
in the Budget Document.

The Commissioner of Finance and
Administration prepares revenue estimates based
on advice from economists, his own staff, the
Department of Revenue, and the State Funding
Board. The Funding Board, which is composed of
the Governor, the Commissioner of Finance and
Administration, the Comptroller, the State
Treasurer, and the Secretary of State, isassisted in
preparing its range of revenue growth estimates by
economists from the state's universities, the
executive director of the Fiscal Review
Committee, and staff of the Department of Finance
and Administration and of the Treasurer’s Office.
Using the information provided by the economists,
the executive director of the Fisca Review
Committee, and staff, a range of revenue growth
estimates is prepared and recommended by the
Funding Board.

The Funding Board's review and
recommendations concern only the taxes collected
by the Department of Revenue. The growth
estimates provide a basis for the tax revenue
estimates that are used in preparing the budget.
However, recommendation of revenue estimates in
the Budget is the responsibility of the Governor
and Commissioner of Finance and Administration.

The State Funding Board’s most recent letter



notifying the Governor and the chairmen of the
Senate and House Finance, Ways and Means
committees of its revenue growth estimates is
included in the following subsection entitled
“State Funding Board, Range of Tax Revenue
Estimates”  This letter states the economic
assumptions  affecting the Funding Board's
recommendations. A more detailed economic
overview is presented in the “Budget Overview”
section of the Budget Document.

The tax revenue estimates recommended in
the Budget Document are shown in a following
subsection entitled “Comparison Statement of
State Revenues.” These taxes include not only the
taxes collected by the Department of Revenue (the
major taxes), but aso those collected and
deposited to the General Fund by some other line
agencies in conjunction with carrying out their
programs. In the revenue estimate charts, the latter
are shown by collecting agency and are subtotaled
as “other state revenue.”

Following the chart comparing taxes for the
three fiscal years, three charts are included to show
the collections distributed by fund. The funds on
the distribution charts, for Budget Document
presentation, are General Fund, Education (Trust)
Fund, Highway (Transportation) Fund, Sinking
Fund (Debt Service Fund), and Cities and Counties
(Local Government Fund). (For information about
the inclusion of certain Specia Revenue Fund
taxes and fees in the Genera Fund estimates, see
the “Budget Overview” subsection entitled “Basis
of Budgeting and Accounting.”)

Following the four tax revenue estimate
charts is a chart detailling the revenues of
regulatory boards, with the collections and
estimates listed by board. This is a supporting
schedule to the “Comparison Statement of State
Revenues’ charts, on which single lines for
regulatory board fees appear.

In addition to the general revenues detailed in

this section, other revenues are collected by
departments, institutions, and agencies and are
appropriated directly to them. These are called
departmental revenues. In the Budget Document,
these departmental revenues are estimated by
program and are shown as federal revenue, other
revenue (or, sometimes, current services and other
revenue), and tuition and fees. The term “other
revenue” includes interdepartmental revenue,
current  services revenue, non-governmental
revenue, and revenue from cities and counties.
These various departmental revenues consist of
earnings and charges for goods and services;
student tuition and fees in the higher education
system; and donations, contributions, and grants-
in-aid from the federal government, political
subdivisions, foundations, corporations, and
individuals. In afew cases, the other departmental
revenues aso include reserves from revolving
funds or from the unencumbered balance and
capital outlay (major maintenance) reserves, in
instances in which specific legal authority to carry
such funds forward exists. The departmental
revenues are reflected in each department's budget
as operating revenue.

Information presented in the subsection
entitted “Revenue Sources and Basis of
Apportionment” outlines the general tax revenues
by collecting agency, aong with Tennessee Code
Annotated (TCA) citations on the rate and source
of the revenue and the basis of apportionment
among funds and agencies.

The tax revenue estimates proposed in this
Budget are provided in a following subsection
entitted “Comparison  Statement of  State
Revenues, Actual and Estimated July 1, 2000 -
June 30, 2003.”

Following that subsection is a subsection
detailing so-called tax expenditures, which reports
on major tax exemptions provided by law.
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STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY

State Capital
Nashville, Tennessee 37243-0260
(615) 741-2501
John G Morgan

Comptroller
December 18, 2001

MEMORANDUM
TO: The Honorable Don Sundquist
Governor

The Honorable Douglas Henry, Chairman
Senate Finance, Ways and Means Committee

The Honorable Matt Kisber, Chairman
House Finance, Ways and Means Committee

FROM: John Morgan
Comptroller of the Treasury

Riley Darnell
Secretary of State

Steve Adams
State Treasurer

C. Warren Nedl, Ph.D
Commissioner of Finance & Administration

SUBJECT: Revenue Estimates

The State Funding Board met on December 14, 2001 to hear presentations about the
State’ s near-term economic outlook and estimates of State tax revenue collections for the
fiscal years 2001-02 and 2002-2003. Presentersincluded Mr. Jim Davenport of the Fiscal
Review Committee, Dr. Albert DePrince of Middle Tennessee State University, and Dr.
William Fox of the University of Tennessee. Dr. John Gnuschke of the University of
Memphis was unable to attend the meeting, but provided materials which were
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distributed to members. A spreadsheet that summarizes the State tax revenue estimates
as presented is attached to this memorandum (Attachment 1 for FY 2001-02 and
Attachment 2 for FY 2002-03). The Board met again on December 18, 2000 to finalize
its deliberations on ranges for tax revenue growth rates.

The Board is charged with responsibility to develop consensus ranges of revenue growth.
In doing so, the Board evaluates and interprets economic data and revenue forecasts
supplied by various economists as well as persons acquainted with the Tennessee revenue
system. Sincethisisarevenue estimation process and not a budgeting process, the
Board does not take into consideration the State’ s fiscal situation when developing its
consensus ranges of revenue growth. Fiscal considerations properly belong with those
who set the State’ s revenue estimates — the Administration that recommends
appropriation levels based upon its assessment of revenue growth and the General
Assembly that adopts a de facto revenue estimate through its final action on the
appropriations bill. The Board wishes users of these consensus ranges to take notice that
these ranges ar e not discounted in an attempt to add conservatism given the State’'s
current fiscal condition.

Regarding the economy, it was noted that a national recession has existed since March
2001. The consensus of presenters was that Tennessee’ s economy has experienced this
recession since at least that time. Presenters noted that the level of unemployment both
nationally and in Tennessee is trending upward, leading to concerns about the willingness
of Tennesseans to continue to consume and, thereby, generate sales tax revenue. Sales of
technology items has weakened substantially over the last year. Purchase of such items
has been the primary vehicle for business investment and weakening in thisarea aso
negatively impacts state revenues. Two key drivers of the sales tax, vehicle sales and
home building, were also discussed. Auto sales, encouraged by special financing offers,
have performed well, although at levels that are at unsustainable into the future. Inalike
manner, home building activity has been strong during 2001, fueled by lower mortgage
rates; however, recent months have seen a decrease in volume to alevel more consistent
with the overall condition of the economy. Earnings reports have been less than
encouraging in the corporate sector.

With regard to state tax revenues, presenters were in agreement that the current year
revenue estimates would not be met. The range of undercollection for total taxes ran
from alow of $235 million to a high of $372 million. The undercollection can be
attributed primarily to the two engines of state revenue: the sales tax and the combined
franchise and excise tax. The estimates reflect continued weakness in consumer and
business purchases for the remainder of the year with a corresponding negative effect on
salestax collections. Corporate taxes were likewise impacted, with estimates reflecting
weakness in corporate profits outlooks. Asto FY 2002-03, all presenters project revenue
growth driven by an economy pulling out of a recession; however, presenters differ on the
timing and speed of the recovery. While projecting moderate levels of revenue growth,
presenters were unable to identify specifically the drivers of this estimated growth. The
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Board noted that other factors are at work which may impact revenue growth, including a
potential decrease in capital gains taxed through the Hall income tax and the impact of
federal fiscal stimulus legidation currently pending before Congress. Under the Hall
income tax, dividend distributions arising from capital gains are taxable and, it is
believed, account for 8% to 10% of total Hall tax revenues. Given the decreased
valuations in the market over the last 18 monthsit seems likely that Hall income tax
revenues will be negatively affected. Asto the federal stimulus package, consideration is
being given to providing shortened depreciation periods for certain assets. If enacted, this
change will negatively impact collections of corporate taxes.

All presenters expressed a degree of caution as to their revenue estimates, noting that
more downside risk was present than upsiderisk (i.e. it ismore likely that their estimates
will overstate revenue than understate revenue). Key to all the estimates are assumptions
asto the timing and speed of recovery of the economy. Given this, caution is warranted.
For example, one presenter noted that his revenue estimates could be overstated by 1/3rd
to %2 1f histiming of the recovery is not accurate.

Based upon the presentations made and discussions that followed, the Board has
developed consensus revenue estimates for the current and next fiscal years. These
estimates are expressed in ranges of growth rates in State tax revenue collections. The
following table summarizes these estimates:

FY 2001-02 FY 2002-03
Low High Low High
Total State Taxes (2.60)% (1.60)% 2.25% 3.00%
General Fund Only (2.80)% (1.80)% 2.50% 3.25%

The Board believes these are reasonabl e estimates; however, as the Administration and
Genera Assembly use these ranges to set a revenue estimate for budget purposes, the
Board urges caution. In establishing a specific revenue estimate, there must be an
awareness of the State’s overall financial condition. Historicaly, fund balancesin
various reserves (including the revenue fluctuation reserve fund) have been available for
use when the State experienced unexpected revenue shortfals. Given the current year
situation, these reserves may well be exhausted in meeting current year needs, leaving
few reserve funds available to meet any revenue shortfal in FY 2002-03. Second, the
estimated ranges for FY 2002-03 are based on assumptions as to when the national and
state economies will begin arecovery from the current recession. Should these
assumptions be overly optimistic, then the revenue growth ranges cited above will be
overly optimistic. Lastly, other factors exist which may negatively impact state revenues
and which cannot be quantified at thistime. These include the impact of federal stimulus
legislation and the impact of reduced capital gains on Hall income tax revenue.
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With regard to the FY 2001-02 consensus growth rate ranges, it should be noted that the
lower end of the range assumes performance during the remainder of the year exhibits
patterns similar to that seen through November, while the upper end of the range assumes
collections for the remainder of the year mimic collections for the same period during FY
2000-01 which would represent an improvement over current year experience. For FY
2002-03, the high end of the range assumes a recovery from the current recession during
the second half of CY 2002, accompanied by areturn to normal expenditure patterns by
both individuals and businesses. The low end of the range assumes an economic recovery
occurring during the first half of CY 2003. Using the high end of this range for budgetary
purposes is accompanied by significant risk. For budgetary purposes, the Board would
encourage use of conservative revenue estimates.

Asin past years, the Board intends to revisit the estimates prior to the General
Assembly’sfinal budget deliberations. At that time, updated information should be
available on al tax collections, particularly those of our mgjor tax types, the sales,
franchise and excise tax. Each of you will be advised of any revisions made by the Board
at that time.

We will be happy to discuss these matters with you further at your convenience.

Attachments

cc. The Honorable John S. Wilder
The Honorable Jimmy Naifeh



COMPARISON OF ESTIMATED STATE TAX REVENUE FOR

FISCAL YEAR 2001-2002
(Accrual - Basis Estimates)

2001-2002
DEPARTMENT OF REVENUE 2000-2001 REVISED REVISED REVISED
ACTUAL BUDGETED ESTIMATE ESTIMATE ESTIMATE

SOURCE OF REVENUE COLLECTIONS ESTIMATE % Change DR. FOX % Change FISCAL REVIEW % Change DR. DePRINCE % Change DR. GNUSCHKE % Change
Sales and use Tax $4,643,337,500 $4,785,700,000 3.07% $4,619,500,000 -0.51% $4,582,646,000 -1.31% $4,647,700,000 0.09% $4,563,000,000 -1.73%
Gasoline Tax 569,421,100 578,000,000 1.51% 578,000,000 1.51% 571,214,000 0.31% 579,900,000 1.84% 597,100,000 * 4.86%
Motor Fuel Tax 173,417,700 149,700,000 -13.68% 151,000,000 -12.93% 142,276,000 -17.96% 149,300,000 -13.91% 181,900,000 * 4.89%
Gasoline Inspection Tax 61,486,900 * 63,100,000 2.62% 63,500,000 3.27% 64,319,000 4.61% 63,600,000 * 3.44% 67,300,000 * 9.45%
Motor Vehicle Registration Tax 211,427,600 218,500,000 3.35% 218,500,000 3.35% 213,961,000 1.20% 220,600,000 4.34% 231,400,000 * 9.45%
Income Tax 199,397,100 204,800,000 2.71% 204,500,000 2.56% 199,990,000 0.30% 204,200,000 2.41% 218,300,000 * 9.48%
Privilege Tax - Less Earmarked Portion (1) 160,766,200 (1) 166,700,000 3.69% 166,300,000 3.44% (1) 166,700,000 3.69% 169,000,000 (1) 5.12% 176,000,000 * 9.48%
Gross Receipts Tax - TVA 226,334,500 198,300,000 -12.39% 198,300,000 -12.39% 199,470,000 -11.87% 198,300,000 ** -12.39% 198,300,000 ** -12.39%
Gross Receipts Tax - Other 22,266,400 23,300,000 4.64% 23,300,000 4.64% 22,489,000 1.00% 21,800,000 -2.09% 23,300,000 4.64%
Beer Tax 15,476,600 * 16,200,000 4.67% 16,100,000 4.03% 16,018,000 3.50% 16,000,000 * 3.38% 16,900,000 * 9.20%
Alcoholic Beverage Tax 30,043,100 * 31,000,000 3.19% 31,000,000 3.19% 30,966,000 3.07% 31,100,000 * 3.52% 32,900,000 * 9.51%
Franchise & Excise Taxes 1,102,801,300 1,150,200,000 4.30% 1,075,000,000 -2.52% 1,000,000,000 -9.32% 1,000,700,000 -9.26% 1,158,000,000 5.01%
Inheritance and Estate Tax 89,676,300 * 91,150,000 1.64% 95,400,000 6.38% 95,931,000 6.97% 92,800,000 * 3.48% 98,200,000 * 9.50%
Tobacco Tax 82,814,000 * 82,600,000 -0.26% 82,600,000 -0.26% 82,814,000 0.00% 85,700,000 * 3.48% 90,600,000 * 9.40%
Motor Vehicle Title Fees 10,646,700 * 10,800,000 1.44% 11,100,000 4.26% 10,444,000 -1.90% 11,000,000 * 3.32% 11,700,000 * 9.89%
Mixed Drink Tax 34,334,500 * 35,800,000 4.27% 36,100,000 5.14% 35,021,000 2.00% 35,500,000 * 3.39% 37,600,000 * 9.51%
Business Tax 21,509,100 * 22,400,000 4.14% 22,300,000 3.68% 21,250,000 -1.20% 22,300,000 * 3.68% 23,500,000 * 9.26%
Severance Tax 1,140,700 * 1,000,000 -12.33% 1,100,000 -3.57% 1,000,000 -12.33% 1,200,000 * 5.20% 1,200,000 * 5.20%
Coin Operated Amusement Tax 58,500 * - -100.00% - -100.00% 50,000 -14.53% 100,000 * - 100,000 *  70.94%
All Other Taxes - - NA - NA - NA - NA - NA
TOTAL DEPARTMENT OF REVENUE $7,656,355,800 $7,829,250,000 2.26% $7,593,600,000 -0.82% $ 7,456,559,000 -2.61% $ 7,550,800,000 -1.38% $7,727,300,000 0.93%
GENERAL FUND ONLY (2) $6,143,510,200 $6,320,850,000 2.89% $6,089,100,000 -0.89% $5,974,159,000 -2.76% $6,043,500,000 -1.63% $6,155,700,000 0.20%
Budgeted Est. Compared to New Est. - Total -$235,650,000 -$372,691,000 -$278,450,000 -$101,950,000
Budgeted Est. Compared to New Est. - Gen. Fund -$231,750,000 -$346,691,000 -$277,350,000 -$165,150,000

SELECTED TAXES ACTUAL BUDGETED % DR. FOX % FISCAL REVIEW % DR. DePRINCE % DR. GNUSCHKE %

SALES AND USE TAX $4,643,337,500 $4,785,700,000 3.07% $4,619,500,000 -0.51% $4,582,646,000 -1.31% $4,647,700,000 0.09% $4,563,000,000 -1.73%
FRANCHISE AND EXCISE TAXES 1,102,801,300 1,150,200,000 4.30% 1,075,000,000 -2.52% 1,000,000,000 -9.32% 1,000,700,000 -9.26% 1,158,000,000 5.01%
ALL OTHER TAXES 1,910,217,000 1,893,350,000 -0.88% 1,899,100,000 -0.58% 1,873,913,000 -1.90% 1,902,400,000 -0.41% 2,006,300,000 5.03%

(1) Privilege Tax estimates are reduced by $31,700,000 in 2001-2002 for the earmarked portion of the tax.
(2) F&A calculated the General Fund distribution for all presenters.
* F&A distributed taxes for Dr. DePrince and for Dr. Gnuschke based on ratios for actual collections in 2000-2001.
** F&A distributed the Gross Receipts Taxes for Dr. DePrince and Dr. Gnuschke based on anticipated TVA collections in 2001-2002.



COMPARISON OF ESTIMATED STATE TAX REVENUE FOR

FISCAL YEAR 2002-2003

(Accrual - Basis Estimates)

DEPARTMENT OF REVENUE

SOURCE OF REVENUE DR. FOX % Change FISCAL REVIEW % Change DR. DePRINCE % Change DR. GNUSCHKE % Change
Sales and use Tax $4,781,200,000 3.50% $4,697,212,000 2.50% $4,787,300,000 3.00% $4,557,000,000 -0.13%
Gasoline Tax 586,600,000 1.49% 579,782,000 1.50% 588,100,000 1.41% 653,900,000 * 9.51%
Motor Fuel Tax 156,300,000 3.51% 146,544,000 3.00% 157,400,000 5.43% 199,100,000 * 9.46%
Gasoline Inspection Tax 64,800,000 2.05% 65,605,000 2.00% 66,100,000 * 3.93% 74,500,000 *  10.70%
Motor Vehicle Registration Tax 227,200,000 3.98% 219,310,000 2.50% 222,800,000 1.00% 256,200,000 *  10.72%
Income Tax 214,700,000 4.99% 205,990,000 3.00% 214,200,000 4.90% 241,600,000 *  10.67%
Privilege Tax - Less Earmarked Portion (1) 171,900,000 (1) 3.37% 171,701,000 3.00% 175,000,000 (1) 3.55% 194,800,000 *  10.68%
Gross Receipts Tax - TVA 202,300,000 2.02% 203,459,000 2.00% 202,300,000 ** 2.02% 202,300,000 * 2.02%
Gross Receipts Tax - Other 24,400,000 4.72% 22,939,000 2.00% 23,800,000 9.17% 24,400,000 4.72%
Beer Tax 16,300,000 1.24% 16,178,000 1.00% 16,600,000 * 3.75% 18,800,000 *  11.24%
Alcoholic Beverage Tax 31,800,000 2.58% 31,276,000 1.00% 32,300,000 * 3.86% 36,400,000 *  10.64%
Franchise & Excise Taxes 1,075,000,000 0.00% 1,050,000,000 5.00% 1,057,700,000 5.70% 1,283,000,000 10.79%
Inheritance and Estate Tax 90,000,000 -5.66% 97,850,000 2.00% 96,400,000 * 3.88% 108,700,000 *  10.69%
Tobacco Tax 82,600,000 0.00% 82,814,000 0.00% 89,100,000 * 3.97% 100,300,000 *  10.71%
Motor Vehicle Title Fees 11,300,000 1.80% 10,653,000 2.00% 11,400,000 * 3.64% 12,900,000 *  10.26%
Mixed Drink Tax 37,100,000 2.77% 35,897,000 2.50% 36,900,000 * 3.94% 41,600,000 *  10.64%
Business Tax 23,200,000 4.04% 21,675,000 2.00% 23,100,000 * 3.59% 26,100,000 *  11.06%
Severance Tax 1,100,000 0.00% 1,000,000 0.00% 1,200,000 * 0.00% 1,400,000 *  16.67%
Coin Operated Amusement Tax - NA 50,000 0.00% 100,000 * NA 100,000 * 0.00%
All Other Taxes - NA - NA - NA - NA
TOTAL DEPARTMENT OF REVENUE $7,797,800,000 2.69% $7,659,935,000 2.73% $7,801,800,000 3.32% $ 8,033,100,000 3.96%
GENERAL FUND ONLY (2) $6,257,200,000 2.76% $6,149,435,000 2.93% $6,261,700,000 3.61% $6,348,400,000 3.13%
Growth over FY 02 Budgeted Est. - Total -$31,450,000 -$169,315,000 -$27,450,000 $203,850,000
Growth over FY 02 Budgeted Est. - Gen. Fund -$63,650,000 -$171,415,000 -$59,150,000 $27,550,000

SELECTED TAXES DR. FOX % FISCAL REVIEW % DR. DePRINCE % DR. GNUSCHKE %
SALES AND USE TAX $4,781,200,000 3.50% $4,697,212,000 2.50% $4,787,300,000 3.00% $4,557,000,000 -0.13%
FRANCHISE AND EXCISE TAXES 1,075,000,000 0.00% 1,050,000,000 5.00% 1,057,700,000 5.70% 1,283,000,000 10.79%
ALL OTHER TAXES 1,941,600,000 2.24% 1,912,723,000 2.07% 1,956,800,000 2.86% 2,193,100,000 9.31%

(1) Privilege Tax estimates are reduced by $32,000,000 in 2002-2003 for the earmarked portion of the tax.
(2) F&A calculated the General Fund distribution for all presenters.
* F&A distributed taxes for Dr. DePrince and for Dr. Gnuschke based on ratios for actual collections in 2000-2001.
** F&A distributed the Gross Receipts Taxes for Dr. DePrince and Dr. Gnuschke based on anticipated TVA collections in 2001-2002.






Revenue Sources
and Basis of Apportionment



Collecting Agency
and Classification

Rate and Source

Department of Revenue

SALESAND

USE TAX coovevieerieenne

GENEIAl FUNG......ooi ittt e e e e e e e

AMINISITALION......veeeieceee et

Education Fund

...6.0% is the genera rate that applies to
the gross proceeds derived from the
retail sale or use of tangible personal
property and specific services. A one-
half of one percent portion of the gross
tax is earmarked solely for the
Education Fund and the remaining
5.5% portion is distributed to various
funds (TCA 67-6-201 through 67-6-
205, 67-6-212, 67-6-213, and 67-6-
220). Also, rates varying from 1% to
8.25% apply to other items and
services including the following:
15% for energy fuels used by
manufacturers and nurserymen, and
1% for water used by manufacturers
(TCA 67-6-206(b) and 67-6-218); 3%
for manufactured homes (TCA 67-6-
216); 4.5% for aviation fuel (TCA 67-
6-217); 3.75% for common carriers
(TCA 67-6-219); 7.5% for interstate
telecommunication services sold to
businesses (TCA 67-6-221); 8.25% for
cable and wireless TV services (if $15
or more) and satellite TV services
(TCA 67-6-226 and 67-6-227).

Basis of Apportionment

29.0246% of the remaining 5.5% after
the allocation to the Transportation
Equity Trust Fund, less amounts paid
to premier resorts (TCA 67-6-103).
Also, amounts from wireless cable
television servicesin excess of $15 but
less than $27.50 (TCA 67-6-103(f)),
and from interstate telecommunication
services sold to businesses (TCA 67-6-
221(b)). In addition, amounts from
the tax on interstate
telecommunication services sold to
businesses are earmarked to the
Telecommunication Ad Valorem Tax
Reduction Fund (TCA 67-6-221(b)).

0.3674% of the remaining 5.5% after
the alocation to the Transportation
Equity Trust Fund (TCA 67-6-103).

65.0970% of the remaining 5.5% after
the allocation to the Transportation



Collecting Agency
and Classification Rate and Source

Highway Fund...........ccoooiiiieeeeee e

SINKING FUNG ...

MUNICIPAITIES......coe et

Basis of Apportionment

Equity Trust Fund, and 100% of one-
half of one percent of the gross tax
(TCA 67-6-103 and 49-3-357). Also,
amounts from interstate
telecommunication services sold to
businesses (TCA 67-6-221(b)).

An amount equivdent to tax
collections from air, rail and barge
fuel sales is earmarked for the
Transportation Equity Trust Fund
(TCA 67-6-103(b)).

0.9185% of the remaining 5.5% after
the allocation to the Transportation
Equity Trust Fund, or whatever
amount is necessary to meet debt
service requirements (TCA 67-6-103
and 9-9-106, and Section 1 of the
general appropriations hill).

4.5925% of the remaining 5.5% after
the alocation to the Transportation
Equity Trust Fund, less the MTAS
grant (0.95% of the amount from the
preceding calculation during FY 1998-
99 and 1.0% thereafter) to the
University of Tennessee.  Premier
resorts receive 4.5925% of the tax
collected by dealers within their
boundaries. The collective amount
distributed to municipalities including
premier resorts is limited to the
amount distributed in the 1999-2000
fiscal year (TCA 67-6-103). Also,
one-half of the amount from wireless
cable television services in excess of
$27.50 is distributed in accordance
with TCA 67-6-712 (Local Option)
based on population (TCA 67-6-
103(f)); and one-haf of the amount
dlocated to municipalities and
counties from the tax on interstate
telecommunication services sold to
businesses is distributed based on
population (TCA 67-6-221 (b)).



Collecting Agency
and Classification

Counties.............

GASOLINE TAX.........

Genera Fund.....

Highway Fund

Sinking Fund

Rate and Source

..$.20 on each gallon of gasoline sold,

stored, or distributed in the state (TCA
67-3-1301 and 60-4-102).

MOTOR FUEL TAX ....$.17 on each gallon of diesel fuel and

al fuel other than gasoline, except
dyed fuel under IRS rules (TCA 67-3-
1302); a prepaid annua agricultural
diesel tax ranging from $56 to $159,
based on registered gross weight (TCA
67-3-2409); $.13 on each galon of
compressed natural gas used for motor
vehicles on public highways (TCA 67-
3-2213); $.14 on each galon of
liquefied gas used for motor vehicles
on public highways (TCA 67-3-2202);
and an annual vehicle tax on liquefied
gas users ranging from $70 to $114,
based on registered gross vehicle
weight (TCA 67-3-2206).

Basis of Apportionment

One-half of the amount from wireless
cable television services in excess of
$27.50 is distributed in accordance
with TCA 67-6-712 (Local Option)
based on population (TCA 67-6-
103(f)). Also, one-half of the amount
allocated to municipalities and
counties from the tax on interstate
telecommunication services sold to
businesses is distributed based on
population (TCA 67-6-221 (b)).

Approximately 1.4%
2001).

(TCA 67-3

Approximately 60.5%, less an amount
to the Sinking Fund (TCA 67-3-2001).

Amount required from Highway Fund
apportionment (TCA 9-9-103 and 67-
3-2001).

Approximately 12.7% based on
population (TCA 54-4-203 and 67-3-
2001).

Approximately 25.4% based Y2 on
population, ¥ on area, and Y2 divided
equaly (TCA 54-4-103 and 67-3-
2001).



Collecting Agency
and Classification

General Fund..

Highway Fund

GASOLINE
INSPECTION TAX
(SPECIAL
PETROLEUM
PRODUCTSAND

EXPORT TAX) .......

General Fund..

Highway Fund

Sinking Fund ..

Rate and Source

..... $.01 for each gallon of gasoline and
most other volatile fuels sold, used, or
stored (TCA 67-3-1303); an additional
$.004 per gallon for the environmental
assurance fee (TCA 67-3-1304 and 68-
215-110); and an export fee of 1/20 of
one cent on fuels subject to the special
petroleum products tax (TCA 67-3-
1305).

Basis of Apportionment

Approximately 2.6% (TCA 67-3-2005,
67-3-2008, and 67-3-2001(K)).

Approximately 71.2%, less an amount
to the Sinking Fund and less 2% to the
General Fund (TCA 67-3-2005, 67-3-
2008, and 67-3-2001 (k)).

Amount required from Highway Fund
apportionment (TCA 9-9-105, 9-9-106,
67-3-2005, and 67-3-2008).

Approximately 8.7% based on
population (TCA 54-4-203, 67-3-2005,
and 67-3-2008).

Approximately 17.5% based %2 on
population, ¥ on area, and %2 divided
equaly (TCA 54-4-103, 67-3-2005, and
67-3-2008).

2% of the balance remaining after the
local government apportionment of the
$.01 per gallon tax and the export fee
(TCA 67-3-2006). 100% of the
environmental  assurance fee is
earmarked for the  Petroleum
Underground Storage Tank Fund (TCA
68-215-110).

98% of the balance remaining after the
local government apportionment of the
$.01 per gallon tax and the export fee
(TCA 67-3-2006).

Amount required from General Fund
and Highway Fund apportionments
(TCA 9-9-103).



Collecting Agency
and Classification Rate and Source Basis of Apportionment

Citiesand COUNLIES ........cceeiereeeereeeeese e A loca government fund of
$12,017,000, of which 38.1% is for
county roads and the remainder for city
roads (less a $120,000 grant to the
University of Tennessee Center for
Government Training) (TCA 67-3-

2006).
MOTOR VEHICLE
REGISTRATION........... Fees received from registration and
licensing of motor vehicles. Rates are
based on classification of vehicles
(TCA 55-4-103 and 55-4-111 through
55-4-113, 55-4-115, 55-4-132 and
Title 55, Chapter 4, Part 2).
General FUNd.........coooiiieeeee e 2% of the balance of registration fee

revenue (TCA 55-6-107) after the
alocation of $2.75 per vehicle plate to
the General Fund (TCA 55-4-103), of
which $1 from non-freight registration
is eamarked for police pay
supplement (TCA 55-4-111); and after
an additional $2 per motorcycle plate
to the General Fund, earmarked for the
motorcycle rider safety fund (TCA 55-
51-104); except for special license
plates, for which all revenue above the
expense incurred in  designing,
manufacturing and marketing such
plates is allocated in the following
manner: personalized plates - 100% to
the Arts Commission (TCA 55-4-214);
specialty earmarked plates - 50% to
the nonprofit organization, state
agency or fund earmarked and 40% to
the Arts Commission (55-4-215);
cultural plates - 80% to the Arts
Commission (55-4-216). A $1
registration and renewa fee is
earmarked to the Dept. of Safety for
funding a computerized titling and
registration system; this fee is
effective from July 1, 1999, to June
30, 2004 (TCA 55-4-132). All
penalties and fines, except only 20%
of overweight-truck fines, earmarked
for administration (TCA 55-6-107);
less an amount required for debt
service (TCA 55-6-107 and 9-9-103).
Also, an amount is allocated from the
Highway Fund for motor vehicle
registration plates in the annua
appropriations bill (TCA 55-6-107(a)).



Collecting Agency
and Classification

Highway Fund

Sinking Fund

INCOME TAX

General Fund

Cities and Counties

PRIVILEGE TAX

Rate and Source

6% on incomes from dividends on
stocks or interest on certain bonds
(TCA 67-2-102).

Various taxes on litigation in the
courts, domestic protection civil
penaties ($50), sex offender tax
(maximum $3,000), realty transfer tax
(37 cents per $100 of consideration or
property value), mortgage recordation
tax (11.5 cents per $100 of principal
indebtedness), tire tax ($1 per tire
sold), occupational tax ($200 on
certain occupations), $15 marriage
license fee, a packaged automoative oil
fee (2 cents per quart), and a 3%
surcharge tax on certain rental motor
vehicles, and $12 per bail bond. The
tire tax, automotive oil fee, and a
portion of the litigation taxes are
reported under the "Other State
Revenue" section of the revenue

Basis of Apportionment

98% of the balance of registration fee
revenue (TCA 55-6-107) after the
alocation of $2.75 per vehicle plate,
an additional $2 per motorcycle plate,
and an amount sufficient to fund the
cost of issuing motor vehicle
registration plates to the Genera
Fund; 10% of the revenue from
specialty earmarked plates (55-4-215)
and 20% of the revenue from cultural
plates (55-4-216); and 80% of
overweight-truck fines (TCA 55-6-
107), and less an alocation to the
General Fund for motor vehicle
registration plates (TCA 55-6-107(a)).

Amount required from General Fund
and Highway Fund apportionment
(TCA 55-6-107 and 9-9-103).

5/8 of revenue and an administrative
expense of 10% of the first $200,000
and 5% of the remainder of the tax
(TCA 67-2-117 through 67-2-119).

3/8 of revenue to the loca
governments by situs, less the Genera
Fund administrative apportionment
(TCA 67-2-117 and 67-2-119).



Collecting Agency
and Classification

General Fund.....

Rate and Source

statement (TCA 16-15-5007, 36-3-
610, 39-13-709, 67-4-409, 67-4-411,
67-4-602, 40-24-107, 67-4-1603, 67-4-
1701 through 67-4-1703, 67-4-1901,
68-211-1006, 67-4-803, and 67-4-
804).

Basis of Apportionment

100% less certain litigation taxes
earmarked for various retirement
funds. Portions of litigation taxes are
earmarked for Corrections Institute,
driver education and highway safety,
criminal injuries  compensation,
victims of crime assistance, State
Court Clerks Conference, Generd
Sessions Judges Conference staffing
expenses of the State administrative
director of the courts, indigent defense
attorneys compensation, civil lega
representation of indigents, and
electronic fingerprint imaging systems
for local law enforcement agencies.
The State's 95% share of the sex
offender tax is earmarked for
treatment programs. Civil pendlties
from violation of domestic protection
orders are earmarked for domestic
violence  community  education.
Portions of the redlty transfer tax are
designated for the 1986 Wetland
Acquisition Fund, Local Parks
Acquisition Fund, State Lands
Acquisition Fund, and Agricultural
Resources Conservation Fund (TCA
16-15-5007, 36-3-616, 39-13-709, 40-
24-107, 67-4-409, 67-4-602, 67-4-606,
67-4-1701, and 67-4-1905). In
addition, portions of the proceeds of
the sale of various contraband items
seized under alcoholic beverage laws
are reported under the privilege tax
and earmarked for crimina injuries
compensation. These proceeds are
explained below under the acoholic
beverage tax (TCA 40-24-107). From
the automobile rental surcharge $1.5
million is earmarked for the
Department of Safety to train, equip,
and pay members of the Tennessee
highway patrol (TCA 67-4-1905). Of
the bail bond tax 96% is earmarked for
the civil legal representation of low-
income persons as determined by the
Tennessee Supreme Court and 4% is



Collecting Agency
and Classification

GROSS RECEIPTS

Genera Fund

Highway Fund

Cities and Counties

Rate and Source

Taxes levied principaly on the gross
receipts of certain types of businesses
operating in the state. The main
sources are taxes on the following
portions of gross receipts: 1.9% on
soft-drink  bottlers, 3% on gross
receipts over $5,000 of intrastate
water and electric power distribution
companies, 1.5% on manufactured or
natural gas intrastate distributors, 15%
on mixing bars and clubs, 2.5% on
vending machine tobacco items and
1.5% on other vending machine items
(inlieu of salestax) if the price of the
item purchased is $5.00 or less, and an
in lieu of tax payment by the
Tennessee Valey Authority (TVA)
(TCA 67-4-402, 67-4-405, 67-4-406,
67-4-410, 67-4-506, and 16 USC
831(l)); and a $10 per year firearms
dealer permit fee (TCA 39-17-1316).

Basis of Apportionment

earmarked for development costs and
continuing education for bail bonding
agents (TCA 67-4-806).

79% of bottlers gross receipts tax,
plus 2% of gross highway litter
amount from the Highway Fund,
100% of various other gross receipts
taxes, and TVA in lieu of tax
payments equa to FY 1977-78
payments and 48.5% of any TVA
payments received by the State which
exceed the amount paid in FY 1977-
78, less approximately $4.1 million
distributed to local governments (TCA
67-3-2001(k), 67-9-101 through 67-9-
103 and 67-4-402).

Approximately 21% of the bottlers
gross receipts tax is earmarked for
litter control, less 2% to the genera
fund (TCA 67-3-2001(k) and 67-4-
402).

51.5% of the TVA in lieu of tax
payments which exceed state receipts
in FY 1977-78, of which
approximately 65.9% is designated for
counties based %2 on population and %2
on area, 28.3% for municipalities
based on population, and 5.8% for
impacted local areas affected by TVA



Collecting Agency
and Classification

BEE

R EXCISE

Genera Fund

Highway Fund

(00010 01 (1=

MUNICIPAIITIES........e e

ALCOHOLIC

BEvV

ERAGE

Rate and Source

Registration fees imposed on beer
wholesalers ($20) and manufacturers
($40); a privilege tax of $3.90 per 31-
galon barrel of beer manufactured or
sold in the state (TCA 57-5-102 and
57-5-201.

$1.10 per galon on wine and $4 per
galon on spirits, plus license and

permit fees for  manufacturers
($1,000), wholesalers  ($1,000),
retailers ($500), and their

representatives (from $2 to $50) (TCA
57-3-202, 57-3-203, 57-3-204, and 57-
3-302).

Basis of Apportionment

construction, plus an amount equal to
that received by local governments in
FY 1977-78 ($4.1 million). Portions of
this share are earmarked for TACIR
and, under some circumstances, for
CTAS and additional funds for
TACIR. With no loca areas impacted
by TVA construction, the 5.8% impact
fund is allocated as follows: 30% to
CTAS, 40% to TACIR, and 30% is
returned to be included in the amount
distributed to cities and counties (TCA
67-9-101 through 67-9-103).

67.1% of privilege tax collections (4%
of total tax earmarked for
administration and 0.41% for acohol
and drug treatment programs); 100%
of registration fees (earmarked 50%
for Revenue Department and 50% for
Highway Patrol) (TCA 57-5-102, 57-
5-202, and 57-5-205).

12.8% of privilege tax collections for
litter control (TCA 57-5-205).

10.05% of privilege tax collections
distributed equally (TCA 57-5-205).

10.05% of privilege tax collections
based on population (TCA 57-5-205).



Collecting Agency
and Classification

General Fund

Counties........cceeuee.

Cities and Counties

Rate and Source

Basis of Apportionment

82.5% of distilled spirit and wine
gallonage taxes, calculated on the total
collections less 4 cents per liter of
spirit tax (TCA 57-3-306); 100% of
fees from licenses and permits,
earmarked up to 100% to the
Alcoholic Beverage Commission for
enforcement of liquor laws (TCA 57-
3-111); and the following shares of
proceeds from sales of seized items,
al earmarked for crimina injuries
compensation and reported under the
privilege tax collections (TCA 40-24-
107): 100% from liquor seized by state
agents (TCA 57-9-115); 50% from
vehicles, aircraft, and boats seized by
local law enforcement officers (TCA
57-9-201); and 50% from other
contraband goods seized, less 15%
retained for administration as
departmental current services revenue
by Department of General Services
(TCA 57-9-205, 12-2-207, and 12-2-
209). In addition, 15% of proceeds of
sale of liquor seized by local officers
is retained for administration as
departmental  revenue by  the
Department of General Services (TCA
57-9-115, 12-2-207 and 12-2-209).

$.04 per liter of spirit tax, earmarked
for county in which distillery is
located, plus 17.5% of the balance of
spirit and wine gallonage taxes, less
$192,000 earmarked for CTAS. In
counties of 250,000 or more
population, 30% of their allocation is
paid by the county to cities of 150,000
or more population (TCA 57-3-306).
Also, 50% of the proceeds of sale of
contraband goods, less 15% retained
as departmental revenue by the
Department of General Services (TCA
57-9-205, 12-2-207, and 12-2-209).

90% of the proceeds of sale of liquor
seized by loca law enforcement
officers, earmarked to city or county
employing officer (TCA 57-9-115),
and 50% of proceeds of sale of
vehicles, aircraft, and boats seized by
local officers, earmarked to city or
county employing officer (TCA 57-9-
201).



Collecting Agency
and Classification

Rate and Source

FRANCHISE TAX ........ $.25 on each $100 of stock surplus or

General Fund

Sinking Fund

EXCISE TAX

Genera Fund

Sinking Fund

Cities and Counties

INHERITANCE,
ESTATE, AND

GIFT TAX

undivided profits of entities for the
privilege of doing business within the
state. The tax applies to business
entities that enjoy some form of
limited liability protection. The
minimum tax is $100 (TCA 67-4-2105
through 67-4-2109).

6% of net earnings of al business
conducted for a profit in this state.
The tax applies to business entities
that enjoy some form of limited
liability protection.  Current year
losses may be carried forward as many
as 15 years in computing net earnings
subject to tax (TCA 67-4-2006 and 67-
4-2007).

Inheritance tax ranges from a rate of
55% on the value of net taxable
estates of at least $40,000 to a rate of
$30,200 plus 9.5% of the value in
excess of $440,000 for decedents
dying after 1988. The exemption
levels for beneficiaries are as follows:
$600,000 for decedents dying in 1990
through June 30, 1998, $650,000 for
those dying in 1999, $675,000 for
those dying in 2000 and 2001, and

Basis of Apportionment

100% less an amount to the Sinking
Fund (TCA 67-4-2120).

Amount required from General Fund
apportionment (TCA 9-9-103).

cities,
Fund

Remaining balance after
counties, and Sinking
distribution (TCA 67-4-2017).

Amount required from General Fund
apportionment (TCA 9-9-103).

An amount based on bank earnings is
distributed based on situs in lieu of
intangible personal property taxes on
banks and banking associations (TCA
67-4-2017).



Collecting Agency
and Classification

General Fund

TOBACCO TAX...........

Genera Fund

Education Fund

MOTOR VEHICLE
TITLE FEES

Genera Fund

Rate and Source

$700,000 for those dying in 2002 and
2003. Gifts made after 1983 are taxed
at rates ranging from 5.5% on gifts up
to $40,000 to 9.5% on the excess over
$440,000 for Class A beneficiaries and
from 6.5% on gifts up to $50,000 to
16% on the excess over $200,000 for
Class B beneficiaries. Gift tax
exemptions of $10,000 and $5,000 are
dlowed for Class A and Class B
donees, respectively (TCA 67-8-101
through 67-8-106, 67-8-204, 67-8-303,
67-8-314, and 67-8-316).

$.0065 per cigarette or $.13 per
package of 20; $.0005 per cigarette
pack enforcement fee; 6% of
wholesale price on other tobacco
products; license fees of $10 to $20
per location for sellers, distributors,
and handlers;, proceeds of sae of
confiscated goods; and penalties of
$100 to $5,000 for violations of the
Unfair Cigarette Sales Law (TCA 67-
4-1002 through 67-4-1005, 67-4-1015,
67-4-1020, and 47-25-311).

$5 certificate of title fee and other fees
received for the issuance of motor
vehicle titles and noting of liens (TCA
55-6-101).

Basis of Apportionment

100% (TCA 67-8-210 and 67-8-415).

Approximately 0.6% (includes 4% of
taxes from tobacco other than
cigarettes and of proceeds of sale of
confiscated tobacco products and
100% of the $.0005 per pack
enforcement fee, al earmarked for
administration) (TCA 67-4-1025).

Approximately 99.4% (includes 100%
of cigarette taxes, earmarked for
grades 1-12; 100% of license fees and
penalties; and 96% of other tobacco
taxes and of proceeds of sale of
confiscated tobacco products) (TCA
67-4-1025 and 49-3-357).

Approximately 76% (including 50
cents of the $5 fee, earmarked for
enforcement action against odometer



Collecting Agency
and Classification

Sinking Fund

MIXED DRINK

General Fund

Education Fund

Cities and Counties

BUSINESS TAX

Genera Fund

CRUDE OIL AND
NATURAL GAS
SEVERANCE TAX

General Fund

Rate and Source

A license tax of $300 to $1,500 for the
privilege of selling acohalic
beverages for consumption on
premises and a 15% gross receipts tax
on sales (TCA 57-4-301).

Tax imposed principally by local units
of government on certain businesses,
vocations, and operations carried on
within this state (TCA 67-4-701, 67-4-
704, 67-4-705, 67-4-707 through 67-4-
709, and 67-4-714 through 67-4-717).
15% of all taxes collected locally are
remitted to the state by the collector of
each county and incorporated
municipality (TCA 67-4-724).

3% of the sales price of severed oil
and natural gasin the state (TCA 60-1-
301).

Basis of Apportionment

fraud; and a portion of $1.50 of the $5
fee in excess of debt service
requirements, earmarked for State
Parks capital projects) (TCA 55-6-101
and 55-6-103).

Approximately 24% (including a
portion of $1.50 of the $5 fee,
earmarked for debt service on a State
Parks bond issue) (TCA 55-6-101).

100% of the privilege tax (TCA 57-4-
306).

50% of the 15% gross receipts tax
(TCA 57-4-306 and 49-3-357).

50% of the 15% gross receipts tax, of
which one half is earmarked for
education and one half is distributed to
the city or county based on situs (TCA
57-4-306).

100% (TCA 67-4-725).

2/3 of tax (TCA 60-1-301).



Collecting Agency
and Classification

COUNLIES. ..ttt ettt ettt e e ettt e e e e s e e e e e e e e e e e eaeereneees

COAL

SEVERANCE TAX ....... $.20 per ton of severed coa in the

Genera Fund

COUNLIES. ..ttt ettt et e e e et ettt e e e e e e e eeeeeseeaeesaneees

COIN-OPERATED

AMUSEMENT TAX

Genera Fund

Rate and Source

state (TCA 67-7-103 and 67-7-104).

$350 per year on each Class | coin-
operated amusement device (a video
game containing a free-play feature for
additional games) operated for
commercial purposes, or a $10 special
occasion tax for each device for one
30-day period per year, in lieu of the
annual tax; and $100 for each "Story
Castle" devicein lieu of the annual tax
above (TCA 67-4-507).

Department of Commer ce and Insurance

INSURANCE
COMPANY
PREMIUM TAX

Life, accident, and health companies
are taxed on gross premiums paid by
or for policyholders located in the
state at a rate of 1.75%; domestic life
companies also pay 1.75%; health
maintenance organizations are taxed
2% on gross dollars collected on an
enrollee’s behalf. Companies writing
fire insurance and lines of business
having fire coverages as a part of the
risk rate pay a 0.75% tax. All other
companies pay at 2.5% on properties
located in the state, except captive
insurance companies, which pay 1%
gross premium tax. Other revenues

Basis of Apportionment

1/3 of tax distributed to county of
severance (TCA 60-1-301).

3% of $.20 gross tax and al penalties
and interest (collected as departmental
current services revenue of the
Department of Revenue) (TCA 67-7-
110).

97% of $.20 gross tax distributed to
county of severance, of which 50% is
earmarked for highway and stream
cleaning (TCA 67-7-110).



Collecting Agency
and Classification

General Fund

WORKERS'
COMPENSATION

Genera Fund

HEALTH CLUBS

CERTIFICATESOF
REGISTRATION

General Fund

911 EMERGENCY

COMMUNICATIONS
FunD

Genera Fund

Rate and Source

collected include insurance agent
taxes and fees, examination fees,
certificates of qualifications, broker
fees, privilege taxes, certificates of
authority, utilization review fees, and
miscellaneous fees (TCA 56-4-101,
56-4-203, 56-4-205, 56-4-208, 56-4-
218, and other provisions of Title 56,
Chapter 4, Part 2; Title 56, Chapter 6,
Part 1; 56-21-111; 56-24-104; and 56-
32-224).

4% on gross premiums collected plus
a 0.4% surcharge on said premiums
which is earmarked for administration
of the Tennessee Occupational Safety
and Health Act (TCA 50-6-401 and
56-4-207).

Fees for issuance of certificates of
authority (TCA 47-18-302).

Monthly fee of $1.00 charged to every
commercial mobile radio service
(cellular phone) provider’'s customers.
Of the funds collected 97% are
distributed to the State's emergency
communications districts to provide
wireless enhanced 911 service, with
the remaining 3% allotted for the
operating expenses of the Emergency
Communications Board (TCA 7-86-
108 and 7-86-303).

Basis of Apportionment

100% (TCA 8-22-118).

100% (earmarked for the 911
Emergency Communications Fund)
(TCA 7-86-108).



Collecting Agency
and Classification

Rate and Source

Department of Financial I nstitutions

FINANCIAL

INSTITUTIONS

General Fund

Annual banking fee received from
state chartered banks based on assets,
not to exceed the annualized fee that a
state bank would pay if it were a
national bank of equivalent asset size
(TCA 45-1-118).

Wildlife Resour ces Agency

WILDLIFE

RESOURCES

Genera Fund

BOATING SAFETY

General Fund

Fees received from the sale of hunting
and fishing licenses, stamp tax on
shells, permits, metalic cartridges,
fines, private lake operations, and
minnow dealers (TCA 70-2-201
through 70-2-222 and 70-3-101).

Fees received for the registration of
propelled vessels for a one-, two-, or
three-year period; and a portion of the
tax on marine fuel (TCA 67-10-207
and 67-3-2001(qg)).

Department of Agriculture

AGRICULTURAL
REGULATORY

FUND

Fees from plant and insect pest control
industry license, registration,
certification, and charter applications
and from sample analyses, civil
penalties, and damages (TCA 43-1-
701, 703, and 704).

Basis of Apportionment

100% (earmarked exclusively for
Wildlife Resources Agency) (TCA 70-
1-401).

100% (earmarked for administration
of the Boating Safety Program) (TCA
67-3-2001(g), 69-10-207, and 69-10-
208).



Collecting Agency
and Classification Rate and Source Basis of Apportionment

General FUNd..........oooiiieeeee e 100% (earmarked for Plant Industries
Regulatory Program) (TCA 43-1-701
through 43-1-703).

FERTILIZER
INSPECTION ....ccoueee Fee based on $.20 per ton for dll
commercia fertilizer (TCA 43-11-
106).
General FUNG.........ccoiiiierieeeeeee e 100%.
FEED
INSPECTION ....ccoenenee Fee based on $.10 per ton for dll
commercial feeds (TCA 44-6-109).
General FUNd.........cooiiiieeeee e 100% (earmarked for administrative
expenses) (TCA 43-1-104).
RETAIL FOOD
STORE
INSPECTION ACT
OF 1986 .....cccevrveenene Fee based on types of food sold and
seating capacity (TCA 53-8-214).
General FUNG.........ccooiiiieieee e 100%.
TENNESSEE
STATE PUBLIC
LIVESTOCK
MARKET BOARD ....... Fee based on charter application (TCA
44-12-111).
General FUNd..........ccooiiieeeee e 100%.

Regulatory Board Fees

REGULATORY

BOARDS .....cccocvvvirne. Fees received from the issuance of
licenses and permits to engage in
certain professions and from licensing
of health care facilities (TCA 4-3-
1011, 4-3-1304, 4-29-121, Titles 62
and 63, 68-11-216, 68-29-113, and
other provisions of Title 68).

GENETAl FUN.......coeiieeee ettt e e e 100%.



Collecting Agency

and Classification

Rate and Source

Tennessee Regulatory Authority

PuBLIC
UTILITIES

General Fund

UNIVERSAL

Genera Fund

TELEMARKETING

General Fund

for applicable holders of
certificates of public convenience and
necessity. Annual fees for inspection,
control, and supervision of utilities
and their rates. The amount of fee is
based on gross receipts of each public
utility in excess of $5,000 annually as
follows: $3 per $1,000 for the first $1
million or less of such gross receipts
over $5000. The fee for gross
receipts over $1 million is $2 per
$1,000. Minimum fee, $100. A $10
annual registration fee for each
privately owned public pay phone is
also collected (TCA 65-4-301 through
65-4-308).

Fees as required by TRA to ensure the
availability of affordable residentia
basic, loca exchange telephone
service. Fees are required by TRA as
are necessary to support universa
service and fund administration of the
mechanism (TCA 65-5-207).

A fee of $500 per year for access to a
database of telephone numbers of
residential subscribers who object to
receiving telephone solicitations. The
Authority may aso impose a civil
pendty up to a maximum of $2,000
for each violation of state laws
regulating telephone solicitation (65-4-
405).

Basis of Apportionment

100% (earmarked for Tennessee
Regulatory Authority) (TCA 65-4-
307).

100% (earmarked for Tennessee
Regulatory Authority) (TCA 65-4-307
and 64-4-120).

100% (earmarked for Tennessee
Regulatory Authority) (TCA 65-4-
405).



Collecting Agency
and Classification

TDAP
DISTRIBUTION
PROGRAM

General Fund

GAS SAFETY
INSPECTION

General Fund

MISCELLANEOUS

General Fund

Secretary of State

FEESAND TAXES

Genera Fund

Rate and Source

Fees paid by telecommunication
service  providers  with  annual
Tennessee intrastate gross receipts in
excess of $5,000,000. Fees assessed
will not to exceed $750,000 per year
in total for the establishment of a fund
for support of the telecommunications
assistive device distribution program
(TDAP). The reserve fund for the
program shall not exceed $1 million.
(65-21-115)

Annual fee for the inspection and
supervision of safety standards to all
gas distribution  systems  (not
applicable to gas companies subject to
TCA 65-4-301). Fees based on
number of meters on a declining scale
($.65 down to $35 per meter).
Minimum fee, $100 (TCA 65-28-
110(c)).

A $25.00 fee for filing a petition with
the TRA, and fees for copies of
records (TCA 65-2-103 and 65-1-212).

All fees and taxes received from
notary certifications, foreign
characters, trademarks, and

miscellaneous (TCA 47-25-517).

Basis of Apportionment

100% (earmarked for TDAP program
of Tennessee Regulatory Authority)
(TCA 65-21-115).

100% (earmarked for Tennessee
Regulatory Authority) (TCA 65-4-
307).

100% (earmarked for Tennessee
Regulatory Authority) (TCA 65-4-
307).

100% (TCA 8-22-118).



Collecting Agency
and Classification

Rate and Source

Department of Safety

CLASSIFIED
DRIVER
LICENSES

General Fund

FINESAND
PENALTIES

Genera Fund

MOTOR
CARRIERS

General Fund

LITIGATION
PRIVILEGE TAX

Genera Fund

State Treasurer

Fees received from 5-year drivers
license: Class A (Commercial) - $40;
Classes B and C (Commercial) - $35;
Class D (Operator) - $17.50; duplicate
licenses - $6 first duplication, $10 for
second and subsequent duplications
during a regular renewal cycle (TCA
55-50-323).

All fines, fees, and forfeitures received
from motor vehicle violations (TCA
55-7-206, 55-10-303, 55-12-129, and
55-50-604).

Annua fees for inspection, control,
supervision and safety of motor
cariers. A fee of 2.5% of vehicle
registration fees paid by motor
vehicles (TCA 55-4-113 and 65-15-
116), and an $8 annual fee per vehicle
also is paid under the federal single
state registration plan. Motor carriers
and contract haulers must pay a $50
application fee (TCA 65-15-109).

A portion of the privilege taxes on
litigation, derived from a 25% share of
11.12% of the balance of litigation
taxes which are not otherwise
earmarked (TCA 67-4-602 and 67-4-
606).

Basis of Apportionment

100% (TCA 4-7-107).

100% (earmarked for Department of
Safety) (TCA 55-4-113 and 65-15-
116).

100% (earmarked for driver education
in public schools and for highway
safety promotion (TCA 67-4-606).



Collecting Agency
and Classification

INTEREST
EARNED

General Fund

Rate and Source

Interest received on state funds
deposited in commercial banks and
credited on a daily basis (TCA 9-4-
106).

Department of Education

LITIGATION
PRIVILEGE TAX

Education Fund

A portion of the privilege taxes on
litigation, based on the first $2 derived
from criminal cases and from a 75%
share of 11.12% of the balance of
litigation taxes which are not
otherwise earmarked (TCA 67-4-602
and 67-4-606).

Department of Health

HOTEL, B & B,
RESTAURANT,
SWIMMING
PooL, AND CAMP
INSPECTION

Genera Fund

Fees from annual permits. The rates
are based on maximum occupancy of
the hotel or restaurant; a flat fee of
$70 in FY 02 and $100 in FY 03 is
assessed for each bed and breakfast
establishment; $150 in FY 02 and
$220 in FY 03 for each public
swimming pool; and a flat fee of $60
in FY 02 and $70 in FY 03 for day and
primitive camps, a maximum fee of
$110 in FY 02 and $130 in FY 03 for
resident camps based on the number of
sleepers, and a maximum fee of $230
in FY 02 and $260 in FY 03 for travel
camps based on the number of sites
(TCA 68-14-312 through 68-14-316,
68-14-511, 68-14-512, and 68-110-
103).

Basis of Apportionment

100% (earmarked for driver education
in public schools (TCA 67-4-602 and
67-4-606).



Collecting Agency
and Classification

TATTOO
PARLORSAND
ARTISTS

General Fund

CHILD SAFETY

Genera Fund

NURSING HOME
CIVIL PENALTIES

General Fund

TRAUMATIC
BRAIN INJURY
FUND

Rate and Source

Fees received from the issuance of
certificates to operate a tattoo studio
and from the issuance of licenses to
engage in the practice of tattooing
(TCA 62-38-202, 204, and 205).

Fines up to $50 imposed for violations
of the Child Passenger Restraint Law
for children under 4 years of age; fines
up to $20 imposed for violation of
mandatory use of passenger restraint
system for children ages 4 through 15.
(TCA 55-9-602 and 40-35-111).

Fees from civil penalties assessed on
nursing homes, based upon the type of
violation (TCA 68-11-811).

Fines and penalties levied for motor
vehicle violations in addition to those
fines and penalties levied in Title 55
Chapters 8, 10, and 50 for speeding,
reckless driving, driving with an

Basis of Apportionment

For violations involving children
under 4 years of age and children 4
through 15 years of age, 100% of the
$50 fine for any offense and 50% of
the $20 fine for a first offense
(earmarked to child safety fund for
formula distribution to participating
hospitals for the purchase of child
safety seats to lend or give to parents
of newborns) The remaining 50% of
the $20 fine from a first offense is to
be deposited without  specific
designated use. For second and
subsequent violations, 100% of the
$20 fine is earmarked to the Child
Safety Fund (55-9-602).

100%  (earmarked for resident
protection activities) (TCA 68-11-
827).



Collecting Agency
and Classification

Genera Fund.......

Department of Envir

TENNESSEE
ENVIRONMENTAL

PROTECTION
FUND ..oooviiiieieiiee

Genera Fund.......

SOLID WASTE

MANAGEMENT
FUND oo

Genera Fund.......

DRYCLEANER

ENVIRONMENTAL
RESPONSE FUND.........

Rate and Source Basis of Apportionment

invalid license and driving under the
influence. (TCA 68-55-301 through
68-55-304).

................................................................. 100% earmarked for the Traumatic
Brain Injury Fund (TCA 68-55-301
through 68-55-304).

onment and Conservation

Fees from environmental permits,
inspections, damages, and fines (TCA
Title 68, Chapter 131, Part 4, Chapter
201, Part 1; Chapter 202, Parts 2 and
5; Chapter 211, Part 1; Chapter 212,
Part 1; and Chapter 221, Parts 4, 7, 9
and 10; and Title 69, Chapters 3 and
11).

................................................................. 100% (earmarked for the programs
generating the fees) (TCA 68-203-101
and citations above).

Fees from a surcharge on each ton of
municipal solid waste received at al
Class 1 solid waste disposal facilities
or transfer stations not operated in
conjunction with a convenience center
or incinerators of $.75 per ton through
FY 2003-04. Also, the $1 pre-disposal
fee collected from retailers by the
Department of Revenue for each new
tire sold in Tennessee (TCA 68-211-
835 and 67-4-1603).

................................................................. 100% (earmarked for the Solid Waste
Assistance Program) (TCA 68-211-
835).

Various fees from drycleaning
facilities, including annual site
registration fees ranging from $500 to
$1,500, annual wholesale distributor



Collecting Agency
and Classification

OIL

REGULATION

AUT
OIL

General Fund

AND GAS

Genera Fund

OMOTIVE
FEE

General Fund

Nursing Home Tax

NURSING HOME

Rate and Source

registration fees of $5,500 per in-state
facility, and drycleaning solvent
surcharges of $10 per galon of non-
hydrocarbon-based solvent and $1 per
galon of hydrocarbon-based solvent
purchased by a drycleaner (TCA 68-
217-106).

Application fees from oil and gas well
permits, natural gas wel price
determinations, and mineral test hole
permits (TCA 60-1-103, 105, and
505).

Two cents per quart fee on the sale of
packaged automotive oil, less a
distributor handling deduction of 2%,
up to $50 per report. This fee is
collected from the distributors by the
Department of Revenue (TCA 68-211-
1006 and 68-211-1010).

Annual tax assessed at $2,225 per
licensed nursing home bed excluding
those certified as ICF/MR beds (TCA
68-11-216(d)(1) through (12)).

Basis of Apportionment

100% (earmarked for the Drycleaners
Environmental Response Program)
(TCA 68-217-103).

100% (earmarked for administrative
expenses) (TCA 60-1-103, 105, and
505).

100% (earmarked for the Used Oil
Collection Program) (TCA 68-21-
1004 and 1005).



Collecting Agency
and Classification Rate and Source Basis of Apportionment

INTERMEDIATE
CARE FACILITIES

FOR THE
MENTALLY
RETARDED
(ICF/MR) GRoss
RECEIPTSTAX........... A six percent (6%) monthly gross
receipts tax on revenue generated from
ICF/IMR certified beds (TCA 68-11-
830(d)(2)(B).
General FUNd.........oooiiiieee e 100% (TCA 68-11-830).

Department of Transportation

RAILROADS................ Annual fees for inspection, control,
and supervision of the business,
service, and safety of railroads. Fees
figured at $.04 per 1,000 ton miles.
Minimum fee, $100 (TCA 65-3-201).
DOT collects these fees as
mi scellaneous revenue.

Transportation FUNd...........cccevveieii e 100% (earmarked for Department of
Transportation) (TCA 65-3-202).



Comparison Statement of State Revenues

Actual and Estimated
July 1, 2000 — June 30, 2003



Comparison Statement of State Revenues

Actual and Estimated July 1, 2000 - June 30, 2003

SOURCE OF REVENUE
Department of Revenue

Sales and Use Tax

Gasoline Tax

Motor Fuel Tax

Gasoline Inspection Tax

Motor Vehicle Registration Tax
Income Tax

Privilege Tax

Gross Receipts Tax - TVA
Gross Receipts Tax - Other
Beer Tax

Alcoholic Beverage Tax
Franchise Tax

Excise Tax

Inheritance and Estate Tax
Tobacco Tax

Motor Vehicle Title Fees
Mixed Drink Tax

Business Tax

Severance Tax

Coin-operated Amusement Tax

Total Department of Revenue

Other State Revenue

Department of Commerce and Insurance

Department of Financial Institutions
Wildlife Resources Agency
Department of Agriculture
Regulatory Board Fees

Tennessee Regulatory Authority
Secretary of State

Department of Safety

State Treasurer

Department of Education
Department of Health

Dept. of Environment and Conservation
Miscellaneous Revenue

Nursing Home Tax

Total Other State Revenue

Total State Revenue

Actual Estimated Estimated Percent

2000-2001 2001-2002 2002-2003 Required
$4,643,337,500 $4,619,500,000 $4,781,200,000 3.50%
569,421,100 578,000,000 586,600,000 1.49%
173,417,700 151,000,000 156,300,000 3.51%
61,486,900 63,500,000 64,800,000 2.05%
211,427,600 218,500,000 227,200,000 3.98%
199,397,100 204,500,000 214,700,000 4.99%
160,766,200 166,300,000 171,900,000 3.37%
226,334,500 200,300,000 202,300,000 1.00%
22,266,400 23,300,000 24,400,000 4.72%
15,476,600 16,100,000 16,300,000 1.24%
30,043,100 31,000,000 31,800,000 2.58%
467,899,700 347,000,000 355,700,000 2.51%
634,901,600 653,000,000 669,300,000 2.50%
89,676,300 95,400,000 90,000,000 -5.66%
82,814,000 82,600,000 82,600,000 0.00%
10,646,700 11,100,000 11,300,000 1.80%
34,334,500 36,100,000 37,100,000 2.77%
21,509,100 22,300,000 23,200,000 4.04%
1,140,700 1,100,000 1,100,000 0.00%

58,500 0 0 -

$7,656,355,800 $7,520,600,000 $7,747,800,000 3.02%
$324,037,900 $303,800,000 $313,800,000 3.29%
4,294,700 5,300,000 5,300,000 0.00%
36,426,200 37,600,000 38,600,000 2.66%
14,152,200 20,700,000 20,700,000 0.00%
25,984,300 26,600,000 26,700,000 0.38%
6,962,200 7,400,000 7,400,000 0.00%
13,950,300 14,000,000 14,000,000 0.00%
36,155,000 38,100,000 38,100,000 0.00%
58,520,100 36,500,000 24,000,000 -34.25%
1,700,600 1,700,000 1,700,000 0.00%
4,044,800 5,200,000 5,900,000 13.46%
44,969,900 56,000,000 52,500,000 -6.25%
24,221,900 18,500,000 18,500,000 0.00%
115,909,500 102,500,000 102,500,000 0.00%
$711,329,600 $673,900,000 $669,700,000 -0.62%
$8,367,685,400  $8,194,500,000  $8,417,500,000 2.72%




SOURCE OF REVENUE
Department of Revenue

Sales and Use Tax

Gasoline Tax

Motor Fuel Tax

Gasoline Inspection Tax

Motor Vehicle Registration Tax
Income Tax

Privilege Tax

Gross Receipts Tax - TVA
Gross Receipts Tax - Other
Beer Tax

Alcoholic Beverage Tax
Franchise Tax

Excise Tax

Inheritance and Estate Tax
Tobacco Tax

Motor Vehicle Title Fees

Mixed Drink Tax

Business Tax

Severance Tax

Coin-operated Amusement Tax

Total Department of Revenue

Other State Revenue

Department of Commerce and Insurance

Department of Financial Institutions
Wildlife Resources Agency
Department of Agriculture
Regulatory Board Fees

Tennessee Regulatory Authority
Secretary of State

Department of Safety

State Treasurer

Department of Education
Department of Health

Dept. of Environment and Conservation
Miscellaneous Revenue

Nursing Home Tax

Total Other State Revenue

Total State Revenue

Distribution of Actual Revenue by Fund

Fiscal Year 2000-2001

Total General Education Highway Sinking Cities &

Revenue Fund Fund Fund Fund Counties
$4,643,337,500  $1,287,734,600  $3,114,061,800 $0 $38,479,800 $203,061,300
569,421,100 10,407,000 0 253,976,500 87,700,000 217,337,600
173,417,700 3,190,700 0 124,742,400 0 45,484,600
61,486,900 17,819,600 0 31,650,300 0 12,017,000
211,427,600 34,269,200 262,000 176,896,400 0 0
199,397,100 130,329,900 0 0 0 69,067,200
160,766,200 160,766,200 0 0 0 0
226,334,500 138,669,600 0 0 0 87,664,900
22,266,400 19,834,800 0 2,431,600 0 0
15,476,600 10,354,600 0 1,947,000 0 3,175,000
30,043,100 24,907,100 0 0 0 5,136,000
467,899,700 449,899,700 0 0 18,000,000 0
634,901,600 520,827,400 0 0 99,077,600 14,996,600
89,676,300 89,676,300 0 0 0 0
82,814,000 587,500 82,226,500 0 0 0
10,646,700 8,119,300 0 0 2,527,400 0
34,334,500 932,800 16,700,300 0 0 16,701,400
21,509,100 21,509,100 0 0 0 0
1,140,700 365,700 0 0 0 775,000
58,500 58,500 0 0 0 0

$7,656,355,800

$2,930,259,600

$3,213,250,600

$591,644,200

$245,784,800

$675,416,600

$324,037,900 $324,037,900 $0 $0 $0 $0
4,294,700 4,294,700 0 0 0 0
36,426,200 36,426,200 0 0 0 0
14,152,200 14,152,200 0 0 0 0
25,984,300 25,984,300 0 0 0 0
6,962,200 6,962,200 0 0 0 0
13,950,300 13,950,300 0 0 0 0
36,155,000 36,155,000 0 0 0 0
58,520,100 58,520,100 0 0 0 0
1,700,600 0 1,700,600 0 0 0
4,044,800 4,044,800 0 0 0 0
44,969,900 44,969,900 0 0 0 0
24,221,900 24,221,900 0 0 0 0
115,909,500 115,909,500 0 0 0 0
$711,329,600 $709,629,000 $1,700,600 $0 $0 $0

$8,367,685,400

$3,639,888,600

$3,214,951,200

$591,644,200

$245,784,800

$675,416,600




SOURCE OF REVENUE
Department of Revenue

Sales and Use Tax

Gasoline Tax

Motor Fuel Tax

Gasoline Inspection Tax

Motor Vehicle Registration Tax
Income Tax

Privilege Tax

Gross Receipts Tax - TVA
Gross Receipts Tax - Other
Beer Tax

Alcoholic Beverage Tax
Franchise Tax

Excise Tax

Inheritance and Estate Tax
Tobacco Tax

Motor Vehicle Title Fees

Mixed Drink Tax

Business Tax

Severance Tax

Coin-operated Amusement Tax

Total Department of Revenue

Other State Revenue

Department of Commerce and Insurance

Department of Financial Institutions
Wildlife Resources Agency
Department of Agriculture
Regulatory Board Fees

Tennessee Regulatory Authority
Secretary of State

Department of Safety

State Treasurer

Department of Education
Department of Health

Dept. of Environment and Conservation
Miscellaneous Revenue

Nursing Home Tax

Total Other State Revenue

Total State Revenue

Distribution of Revised Estimated Revenue by Fund
Fiscal Year 2001-2002

Total General Education Highway Sinking Cities &

Revenue Fund Fund Fund Fund Counties
$4,619,500,000  $1,281,200,000  $3,098,100,000 $0 $38,200,000 $202,000,000
578,000,000 8,000,000 0 269,500,000 80,000,000 220,500,000
151,000,000 4,100,000 0 107,300,000 0 39,600,000
63,500,000 19,800,000 0 31,700,000 0 12,000,000
218,500,000 35,200,000 0 183,300,000 0 0
204,500,000 132,500,000 0 0 0 72,000,000
166,300,000 166,300,000 0 0 0 0
200,300,000 121,400,000 0 0 0 78,900,000
23,300,000 20,600,000 0 2,700,000 0 0
16,100,000 10,700,000 0 2,100,000 0 3,300,000
31,000,000 25,700,000 0 0 0 5,300,000
347,000,000 329,000,000 0 0 18,000,000 0
653,000,000 541,900,000 0 0 97,100,000 14,000,000
95,400,000 95,400,000 0 0 0 0
82,600,000 500,000 82,100,000 0 0 0
11,100,000 8,400,000 0 0 2,700,000 0
36,100,000 1,500,000 17,300,000 0 0 17,300,000
22,300,000 22,300,000 0 0 0 0
1,100,000 300,000 0 0 0 800,000
0 0 0 0 0 0

$7,520,600,000

$2,824,800,000

$3,197,500,000

$596,600,000

$236,000,000

$665,700,000

$303,800,000 $303,800,000 $0 $0 $0 $0
5,300,000 5,300,000 0 0 0 0
37,600,000 37,600,000 0 0 0 0
20,700,000 20,700,000 0 0 0 0
26,600,000 26,600,000 0 0 0 0
7,400,000 7,400,000 0 0 0 0
14,000,000 14,000,000 0 0 0 0
38,100,000 38,100,000 0 0 0 0
36,500,000 36,500,000 0 0 0 0
1,700,000 0 1,700,000 0 0 0
5,200,000 5,200,000 0 0 0 0
56,000,000 56,000,000 0 0 0 0
18,500,000 18,500,000 0 0 0 0
102,500,000 102,500,000 0 0 0 0
$673,900,000 $672,200,000 $1,700,000 $0 $0 $0

$8,194,500,000

$3,497,000,000

$3,199,200,000

$596,600,000

$236,000,000

$665,700,000




SOURCE OF REVENUE
Department of Revenue

Sales and Use Tax

Gasoline Tax

Motor Fuel Tax

Gasoline Inspection Tax

Motor Vehicle Registration Tax
Income Tax

Privilege Tax

Gross Receipts Tax - TVA
Gross Receipts Tax - Other
Beer Tax

Alcoholic Beverage Tax
Franchise Tax

Excise Tax

Inheritance and Estate Tax
Tobacco Tax

Motor Vehicle Title Fees

Mixed Drink Tax

Business Tax

Severance Tax

Coin-operated Amusement Tax

Total Department of Revenue

Other State Revenue

Department of Commerce and Insurance

Department of Financial Institutions
Wildlife Resources Agency
Department of Agriculture
Regulatory Board Fees

Tennessee Regulatory Authority
Secretary of State

Department of Safety

State Treasurer

Department of Education
Department of Health

Dept. of Environment and Conservation
Miscellaneous Revenue

Nursing Home Tax

Total Other State Revenue

Total State Revenue

Distribution of Estimated Revenue by Fund
Fiscal Year 2002-2003

Total General Education Highway Sinking Cities &

Revenue Fund Fund Fund Fund Counties
$4,781,200,000  $1,326,100,000  $3,206,500,000 $0 $39,500,000 $209,100,000
586,600,000 8,100,000 0 277,700,000 77,000,000 223,800,000
156,300,000 4,100,000 0 111,200,000 0 41,000,000
64,800,000 20,200,000 0 32,600,000 0 12,000,000
227,200,000 36,100,000 0 191,100,000 0 0
214,700,000 139,100,000 0 0 0 75,600,000
171,900,000 171,900,000 0 0 0 0
202,300,000 122,300,000 0 0 0 80,000,000
24,400,000 21,500,000 0 2,900,000 0 0
16,300,000 10,900,000 0 2,100,000 0 3,300,000
31,800,000 26,400,000 0 0 0 5,400,000
355,700,000 337,700,000 0 0 18,000,000 0
669,300,000 551,400,000 0 0 103,900,000 14,000,000
90,000,000 90,000,000 0 0 0 0
82,600,000 500,000 82,100,000 0 0 0
11,300,000 8,600,000 0 0 2,700,000 0
37,100,000 1,500,000 17,800,000 0 0 17,800,000
23,200,000 23,200,000 0 0 0 0
1,100,000 300,000 0 0 0 800,000
0 0 0 0 0 0
$7,747,800,000  $2,899,900,000  $3,306,400,000 $617,600,000 $241,100,000 $682,800,000
$313,800,000 $313,800,000 $0 $0 $0 $0
5,300,000 5,300,000 0 0 0 0
38,600,000 38,600,000 0 0 0 0
20,700,000 20,700,000 0 0 0 0
26,700,000 26,700,000 0 0 0 0
7,400,000 7,400,000 0 0 0 0
14,000,000 14,000,000 0 0 0 0
38,100,000 38,100,000 0 0 0 0
24,000,000 24,000,000 0 0 0 0
1,700,000 0 1,700,000 0 0 0
5,900,000 5,900,000 0 0 0 0
52,500,000 52,500,000 0 0 0 0
18,500,000 18,500,000 0 0 0 0
102,500,000 102,500,000 0 0 0 0
$669,700,000 $668,000,000 $1,700,000 $0 $0 $0

$8,417,500,000

$3,567,900,000

$3,308,100,000

$617,600,000

$241,100,000

$682,800,000




Comparative Statement of Revenues of Regulatory Boards

Actual and Estimated July 1, 2000 - June 30, 2003

To Support Statement of State Revenues

SOURCE OF REVENUE

State Board of Accountancy

State Board of Examiners for Architects & Engineers
Advisory Board on Professional Boxing and Racing
Tennessee Auctioneer Commission

Board of Barber Examiners

Tennessee Collection Service Board

Licensing Contractors, Home Improvement & Interior Designers
State Board of Cosmetology

Board of Funeral Directors and Embalmers

Board of Examiners for Land Surveyors

Board of Alarm Contractors

Private Investigators Licensing and Regulation
Private Protective Services Licensing & Regulation
Real Estate Appraiser Commission

Registration of Geologists

Tennessee Real Estate Commission

Board of Pharmacy

Tennessee Motor Vehicle Commission

Employee Leasing

Reserves

Sub-Total: Commerce and Insurance

Board of Chiropractic Examiners

Board of Dentistry

Board of Dietitian / Nutritionist Examiners

Board of Dispensing Opticians

State Board of Electrolysis Examiners

Council for Licensing Hearing Instrument Specialists
Board of Social Worker Certification and Licensure
Board of Medical Examiners

Tennessee Medical Laboratory Board

Board of Nursing

Board of Examiners for Nursing Home Administrators
Board of Occupational and Physical Therapy Examiners
State Board of Athletic Trainers

Board of Respiratory Care

State Board of Optometry

Board of Osteopathic Examination

Board of Registration for Podiatry

Board of Cert. for Prof. Counselors, and Marital and Family Therapists
Board of Examiners in Psychology

Board for Communication Disorders and Sciences
Massage Licensure Board

Board of Veterinary Medical Examiners

Alcohol and Drug Abuse Counslors

Board of Midwifery

Board of Acupuncture

Board of Clinical Perfusionists

Reserves

Sub-Total: Health

State Regulatory Fee

State Board of Law Examiners
Health Facilities Commission
Health Allocated Expenses

Total Regulatory Boards

Actual Estimated Estimated

2000-2001 2001-2002 2002-2003
$791,400 $740,000 $740,000
1,204,400 1,170,000 1,170,000
31,500 23,000 23,000
238,500 250,000 250,000
289,100 280,000 280,000
222,000 200,000 200,000
3,055,700 1,940,000 1,940,000
1,100,600 1,100,000 1,100,000
164,300 350,000 350,000
173,000 155,000 155,000
378,000 400,000 400,000
252,900 230,000 230,000
803,500 700,000 700,000
205,900 350,000 350,000
68,900 75,000 75,000
3,811,200 600,000 600,000
1,027,800 940,000 940,000
1,278,300 1,100,000 1,100,000
132,700 70,000 70,000
0 4,426,900 4,526,900
$15,229,700 $15,099,900 $15,199,900
$165,300 $78,300 $78,300
568,300 597,500 597,500
53,100 54,200 54,200
94,800 115,500 115,500
13,900 11,800 11,800
25,200 21,500 21,500
105,400 123,500 123,500
1,517,200 1,256,900 1,256,900
395,600 411,800 411,800
2,430,600 2,401,500 2,401,500
87,000 122,500 122,500
465,400 568,800 568,800
16,400 18,800 18,800
133,100 150,000 150,000
120,400 120,700 120,700
68,300 67,300 67,300
40,700 48,100 48,100
87,900 84,500 84,500
272,200 300,100 300,100
78,900 83,200 83,200
362,500 346,800 346,800
212,300 231,800 231,800
42,300 122,600 122,600
0 75,000 75,000
0 36,500 36,500
0 17,500 17,500
0 0 0
$7,356,800 $7,466,700 $7,466,700
$1,901,300 $1,835,100 $1,835,100
590,000 621,200 621,200
906,500 630,400 630,400
0 946,700 946,700
$25,984,300 $26,600,000 $26,700,000




State of Tennessee

Tax Expenditures

Recommended Budget, Fiscal Y ear 2002-2003

Tennessee Code Annotated 9-4-5115
requires the Department of Finance and
Administration to report annually to the
Finance, Ways and Means Committees of the
House and the Senate on two areas of
government finance: 1) tax exemptions, and
2) vendor compensation for the collection of
the sales tax. This section of the Budget
Document is intended to fulfill that statutory
obligation.

Under the law, the tax expenditure report
isrequired to "...identify all exemptions, to the
extent that it is practical, and estimate the
amount of revenue which would have been
collected by the state in the fiscal year
commencing on July 1 next succeeding such
report had each exemption not existed." The
report on vendor compensation is required to
show the amount paid to vendors for the
collection of the sales tax. No format or
reporting period is specified. Both reports are
to be made no later than February 1 of each
year.

Vendors compensation for collection of
the sales tax was repealed, effective July 1,
2000, by Public Acts of 2000, chapter 983.
Thus, no report is made on vendors
compensation.

Tax Exemptions

It is not possible to estimate the amount
of revenue lost for each of the tax exemptions
found in the Tennessee code. For example,
since 1947, the list of non-profit institutions
that are exempt from the sales tax has grown
dramatically. Such institutions are alowed to

buy tangible goods and certain services tax
free. Retailers and sellers require proof of
exemption and keep records of exempt sales;
but tax returns filed with the Department of
Revenue do not show detailed statistics on
exempt sales by type of exempt entity. Such
data is only available in the records of the
thousands of individual retailers and vendors
who sell directly to the public. Therefore, the
tax exemptions listed in the present report
consist only of those that can be estimated
with areasonable degree of accuracy.

The fiscal impact of Tennessee's major
tax exemptions is presented in tabular form in
Tables 1-A and 1-B. Estimates of revenue loss
are provided for FY 2002-2003. Table 1-A
presents revenue foregone on services not
currently taxed. These services represent
activities that were not included in the original
tax base. Table 1-B presents revenue foregone
due to specific exemptionsin the existing sales
tax law. For each item in this table, the
exemption is briefly described and the specific
authorization of the Tennessee code is cited.

It is difficult to estimate the true cost of
tax exemptions for two reasons. First, each
exemption is considered separately, without
regard to how it overlaps with other provisions
of the tax code. Summing tax exemptions may
result in double-counting in cases where
exemptions overlap. Secondly, the estimates
of revenue loss provided in the tables do not
generaly take into account the impact of a
change in a particular tax provision on
taxpayer behavior which impacts other taxes
(the estimates do not reflect secondary or
feedback effects).



Major Tax Exemptions from the Sales and Use Tax

Currently Untaxed Services: Table 1-A

FY2002-2003 Estimated Loss

Service/Product Area Exempted State Local*
Administrative & Support Services $202,500,000 $75,900,000
Collection Agencies & Credit Bureaus 16,500,000 6,200,000
Employment Services 110,800,000 41,600,000
Investigation & Security Services 22,700,000 8,500,000
Mail, Document Reproduction, & Call Centers 12,100,000 4,500,000
Services to Buildings & Dwellings 40,400,000 15,100,000
Construction Services $495,000,000 $185,600,000
Building, Developing, & General Contracting 171,500,000 64,300,000
Heavy Construction 44,500,000 16,700,000
Special Trade Contractors 279,000,000 104,600,000
Educational Services $11,800,000 $4,400,000
Educational Services (for-profit) 10,300,000 3,800,000
Educational Services (non-profit) 1,500,000 600,000
Finance, Insurance, & Real Estate $160,800,000 $60,400,000
Investment Banking, Securities Brokerage, & Related Services 56,400,000 21,200,000
Insurance Agents & Related Services 41,800,000 15,700,000
Real Estate Agents & Brokers 62,600,000 23,500,000
Health Care & Social Services (For-profit) $499,300,000 $187,200,000
Physicians & Dentists 263,500,000 98,800,000
Other Health Practitioners 32,400,000 12,100,000
Hospitals 68,900,000 25,800,000
Nursing & Residential Care Facilities 78,300,000 29,400,000
Outpatient Care Centers 20,300,000 7,600,000
Medical and Diagnostic Laboratories 14,600,000 5,500,000
Other Selected Health Services 6,400,000 2,400,000
Social & Community Services 14,900,000 5,600,000
Health Care & Social Services (Non-profit) $300,300,000 $112,600,000
Hospitals 251,100,000 94,200,000
Nursing & Residential Care Facilities 15,500,000 5,800,000
Outpatient Care Centers 17,000,000 6,400,000
Other Selected Health Services 3,300,000 1,200,000
Social & Community Services 13,400,000 5,000,000
Information Services $43,900,000 $16,500,000
Data Processing Services 10,400,000 3,900,000
Movie Production & Sound Recording Studios 6,900,000 2,600,000
Cable T.V. Subscriptions (exempt amt.) 13,100,000 4,900,000
Newspaper Subscriptions & Sales 13,500,000 5,100,000
Media Advertising Sales $110,200,000 $41,300,000
Newspaper Advertising 32,800,000 12,300,000
Radio Advertising 16,900,000 6,300,000
Television Advertising (Broadcast & Cable) 60,500,000 22,700,000
Personal Services $57,200,000 $21,500,000
Coin-operated Laundry 2,100,000 800,000
Death Care Services 11,900,000 4,500,000
Diet & Weight Loss 1,700,000 600,000
Hair, Nail, & Skin Care Services 23,800,000 8,900,000
Non-Profit Amusement & Membership Organizations 17,700,000 6,700,000
Professional & Technical Services $403,000,000 $151,000,000
Accounting, Tax Return Prep., & Payroll 51,400,000 19,300,000
Advertising & Public Relations 25,100,000 9,400,000
Architectural Services 16,700,000 6,300,000
Engineering Services 68,500,000 25,700,000
All Other Architectural, Engineering, & Related Services 8,900,000 3,300,000
Specialized Design Services 12,000,000 4,500,000
Computer Systems Design & Related Services 36,100,000 13,500,000
Legal Services (profit & non-profit) 96,900,000 36,300,000
Management, Scientific, & Technical Consulting 70,800,000 26,500,000
Scientific Research & Development (profit & non-profit) 16,600,000 6,200,000
Transportation Services $124,600,000 $46,700,000
Couriers & Messengers 62,400,000 23,400,000
Truck Transportation (Local) 46,700,000 17,500,000
Other Transportation 15,500,000 5,800,000

Total Revenue Loss

$2,408,600,000

$903,100,000

*Local revenue loss calculated based on an average local sales tax rate of 2.25%.

Source: Tennessee Department of Revenue



Tennessee
Code Annotated

Major Tax Exemptions
From Current Tax Base: Table 1-B

Tax Source and Description of the Exemption

FY 2002-2003 Estimated Loss

State

Local

67-6-329(a)(1)
67-6-329(a)(2)
67-6-329(a)(1)
67-6-334
67-6-206(b)(1)
67-6-206(b)(3)(4)
67-6-217
67-6-312, 320
67-6-319
67-6-206(a)
67-6-207
67-6-102(24)(E)(ii)
67-6-216
67-6-336
67-4-506
67-6-212(5)
67-6-316
67-6-329(a)(21)
67-6-329(a)(12)
67-6-330(a)(3)
67-6-313(g), 321
67-6-530
67-6-329(a)(3-10), (17)
67-6-329(a)(16)
67-6-303
67-6-309(a)
67-6-330(a)(19)

67-4-2012 & 2111
67-4-2009

56-4-217, 67-4-2009 & 2109

67-4-2109
67-4-2009 & 2112
67-4-2108

55-4-223
55-4-228(c)(1)
55-4-235, 236, 237
55-4-113(7)
55-4-113(7), 124
55-21-103(a)(l)
55-21-103(b)(2)(a)(c)

67-4-402
67-4-506(a), 67-4-402(d)
67-4-405(b)
67-4-405(d)
67-4-405(f)

67-2-104(a)
67-8-315(a)(6)
67-8-316(a)
67-3-401(a)
67-4-409(b)(4)

Sales and Use Tax

Gasoline

Motor vehicle fuel (diesel fuel)

Gasoline/diesel fuel for agriculture

Energy fuels sold for residential use

Energy and water sales to manufacturers (reduced rate)
Energy and water sales to manufacturers for direct processing
Aviation fuel (reduced rate)

Prescription drugs, insulin, and syringes

Prescription drug samples

Industrial machinery and equipment

Farm machinery and equipment

Packaging sold for resale or use

Non-material cost of manufactured homes (reduced rate)
Used factory-manufactured structures

Vending machines

Cable television (exempt portion)

Prescription eyewear and optical goods

Newspaper (periodical) sales

School books and lunches

First $150 dues for club membership

Railroad rolling stock

Motion picture production

Fertilizers, pesticides, seeds, and related items to nurseries
Magazines and books--printers' nexus

Motor vehicles sold to non-resident military personnel
Film and transcription rentals

Physical fitness facility fees

All other remaining exemptions

Corporate Franchise and Excise Tax

Double-weighted sales factor (Franchise & Excise)

Industrial machinery credit (Excise)

Phased-in gross premiums credit for insurance comps. (Franchise & Excise)
Jobs credit (Franchise)

Hospital company tax credit (Franchise & Excise)

Cap on value of inventories (Franchise)

Motor Vehicle Registration Fees

Government vehicles

Enlisted members of the Tennessee National Guard

Former POWS, medal of honor recipients, and disabled veterans
Special Zone Tags - Class 1

Special Zone Tags - Class 2

Handicapped person fee

Handicapped person placards

Gross Receipts Taxes

Bottlers - Franchise and excise tax credit

Vending Machines Sales - Franchise and excise tax credit

Gas, Water, and Electric Companies - Government operations exempt
Gas, Water, and Electric Companies - Franchise and excise tax credit
Gas, Water, and Electric Companies - $5,000 exemption

Miscellaneous Taxes

Standard Exemption on the income tax

Standard Deduction on the inheritance and gift tax

Marital Deduction on the inheritance and gift tax

Exemption of governmental entities from the special petroleum tax
Mortgage Tax - $2,000 exemption

Total Revenue Loss

Source: Tennessee Departments of Revenue and Safety

$1,410,049,000

$490,072,000

241,400,000 90,500,000
80,400,000 30,100,000
6,300,000 2,300,000
177,000,000 66,400,000
113,400,000 56,700,000
43,600,000 560,000
4,600,000 6,900,000
170,200,000 63,820,000
9,140,000 3,430,000
126,300,000 11,710,000
14,400,000 1,300,000
74,700,000 28,000,000
19,900,000 7,500,000
5,600,000 520,000
19,900,000 7,500,000
13,100,000 4,900,000
13,160,000 4,900,000
13,999,000 5,250,000
13,930,000 5,220,000
8,660,000 3,250,000
6,750,000 1,500,000
6,900,000 2,600,000
4,500,000 1,690,000
3,538,000 1,327,000
3,540,000 275,000
2,860,000 1,070,000
2,272,000 850,000
210,000,000 80,000,000
$117,038,000 $0
39,257,500 NA
30,385,000 NA
21,217,500 NA
9,407,000 NA
9,000,000 NA
7,771,000 NA
$3,446,100 $0
913,200 NA
208,800 NA
176,500 NA
794,700 NA
1,010,400 NA
42,500 NA
300,000 NA
$228,039,500 $0
1,537,500 NA
300,000 NA
222,402,000 NA
3,700,000 NA
100,000 NA
$134,240,000 $0
19,458,000 NA
73,954,000 NA
38,728,000 NA
1,400,000 NA
700,000 NA

$1,892,812,600

$490,072,000
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General Fund
Comparative Balance Sheet
June 30, 2000, and June 30, 2001

Assets

Cash and Cash Equivalents
Receivables:
Taxes
Due from Other Governments
Interest
Other
Advances to Component Units
Due from Other Funds
Due from Component Units
Food Stamps
Prepayments

Total Assets

Liabilities and Fund Balance

Liabilities:
Accounts Payable and Accruals
Accrued Payroll and Related Deductions
Due to Other Funds
Due to Component Units
Deferred Revenue
Deposits Payable

Total Liabilities

Fund Balance:
Reserved for Related Assets

Reserved for Encumbrances and Contracts

Reserved for Continuing Appropriations
Reserved for Tobacco Settlement
Reserved for Federal Contingent Liability
Reserved for Other Specific Purposes
Unreserved:
Designated for Revenue Fluctuations
Designated for Future Requirements
Designated for Future Appropriations

Designated for Other Specific Purposes

Undesignated
Total Fund Balance

Total Liabilities and Fund Balance

June 30, 2000

June 30, 2001

$312,006,000

330,943,000
611,425,000
16,341,000
237,453,000
180,000
253,214,000
3,530,000
498,000
15,000

$616,034,000

318,176,000
315,580,000
10,895,000
94,907,000
170,000
254,265,000
2,978,000

0

70,000

$1,765,605,000

$1,613,075,000

$594,337,000
41,411,000
8,840,000
4,231,000
173,915,000
158,000

$349,139,000
48,759,000
15,289,000
5,726,000
197,995,000
87,000

$822,892,000

$616,995,000

$3,743,000 $30,620,000
11,719,000 8,477,000
303,753,000 333,108,000
202,950,000 0
0 100,000,000
49,071,000 61,911,000
165,100,000 178,000,000
51,300,000 31,200,000
147,526,000 243,776,000
7,388,000 8,863,000
163,000 125,000
$942,713,000 $996,080,000

$1,765,605,000

$1,613,075,000




Education Fund
Comparative Balance Sheet
June 30, 2000, and June 30, 2001

June 30, 2000

June 30, 2001

$10,000

286,994,000
60,547,000
45,000
6,496,000

Assets
Cash and Cash Equivalents $10,000
Receivables:
Taxes 296,008,000
Due from Other Governments 51,793,000
Other 339,000
Due from Other Funds 645,000
Total Assets $348,795,000
Liabilities and Fund Balance
Liabilities:
Accounts Payable and Accruals 82,421,000
Accrued Payroll and Related Deductions 2,247,000
Due to Other Funds 246,132,000
Deferred Revenue 1,768,000

Total Liabilities
Fund Balance:
Reserved for Encumbrances and Contracts
Reserved for Continuing Appropriations
Reserved for Other Specific Purposes

Total Fund Balance

Total Liabilities and Fund Balance

$354,092,000

$332,568,000

$1,308,000
14,518,000
401,000

82,245,000
2,348,000
244,537,000
1,929,000

$16,227,000

$331,059,000

$1,077,000
21,465,000
491,000

$348,795,000

$23,033,000

$354,092,000




Highway Fund

Comparative Balance Sheet
June 30, 2000, and June 30, 2001

Assets

Cash and Cash Equivalents
Receivables:
Taxes
Due from Other Governments
Other
Due from Other Funds
Inventories, at cost

Total Assets

Liabilities and Fund Balance

Liabilities:
Accounts Payable and Accruals:
Accounts Payable
Contract Retainage
Accrued Payroll and Related Deductions
Due to Other Funds
Deferred Revenue
Deposits Payable

Total Liabilities

Fund Balances:
Reserved for Related Assets
Reserved for Encumbrances and Contracts
Reserved for Other Specific Purposes:
Interstate Highways
State Highways
Bridge Replacement
Rural Public Transportation
Other
Unreserved: Designated for Highway Construction

Total Fund Balance

Total Liabilities and Fund Balance

June 30, 2000

June 30, 2001

$259,302,000

$239,827,000

57,788,000 62,749,000
67,964,000 68,660,000
130,000 171,000
8,000 8,000
6,265,000 6,468,000
$391,457,000 $377,883,000
40,816,000 40,765,000
5,675,000 7,422,000
5,144,000 5,606,000
1,006,000 1,138,000
6,945,000 8,050,000
1,327,000 1,389,000
$60,913,000 $64,370,000
$6,265,000 $6,468,000
234,073,000 175,461,000
3,466,000 149,000
26,744,000 63,425,000
15,249,000 21,387,000
28,158,000 35,257,000
16,531,000 11,263,000
58,000 103,000
$330,544,000 $313,513,000

$391,457,000

$377,883,000







State of Tennessee

Debt M anagement

Recommended Budget, Fiscal Y ear 2002-2003

The State Funding Board is empowered as
the sole governing body over the issuance of
general obligation debt for Tennessee. It was
created by the 45th General Assembly through
passage of Public Chapter 126, Public Acts of
1887, codified as Title 9, Chapter 9, Section 101
of the Tennessee Code. By statute, the state's full
faith and credit, as well as specific tax revenues
are pledged for the payment of principal and
interest on state bonds. Additionaly, the law
covenants that such pledged revenues shall not be
less than 150 percent of the amount necessary to
service the state's outstanding debt and any debt
proposed to be issued. Adequate safeguards are
therefore embodied in law against the issuance of
excessive debt, and the state's current and future
debt service requirements are well below the
established legal limits.

Over the years, Tennessee has consistently
maintained arelatively low debt burden. This has
been accomplished through the use of sound,
prudent, and conservative debt management
practices adopted by the executive and legidative
branches of government, with concurrence of the
State Funding Board. Such practices include
funding of the state's capital program with surplus
cash, cancellation of bond authorizations in lieu
of issuing debt, creating and maintaining an
adequate "Rainy Day Fund' to offset
unanticipated revenue shortfalls, and the adoption
of state statutes to control the issuance of
excessive debt.

In the past, this consistent and conservative
approach to the management of our debt earned
the state triple A bond ratings from the nation’s
leading credit rating agencies. However, our
inability to solve the structural deficit that exists
in the state' s tax system and the continuing use of
non-recurring funds to fund recurring expenses
caused the three rating agencies to downgrade the
state's bond ratings in 2001. Fitch and Standard
and Poor's Corporation (S&P) now rate the state
AA. In addition S&P has placed the state on
Credit Watch with negative implications; and
Moody’s Investors Service dropped Tennessee's
rating to Aa2 with a Negative Outlook.

The state still enjoys a low debt burden, and
access to the capital markets remains strong.
However, the end result of these lower ratings
will be higher interest rates and increased debt
service expense as the state issues future debt in
order to fund its capital needs.

During fiscal year 2000-2001 the state sold
$150 million in general obligation bonds. At
least one additional general obligation bond sale
is anticipated to occur prior to the close of this
fiscal period. As of June 30, 2001, Tennessee's
total general obligation bonded indebtedness was
$898,709,000 excluding the Facilities Revolving
Fund.  This debt was issued entirely for
institutional and building construction.

The first session of the 102nd Genera
Assembly approved new authorizations in the
amount of $162,600,000. Of this amount,
institutional and building bonds accounted for
$21.3 million, the Fecilities Revolving Fund
$61.3 million, and highway bonds $80.0 million.

The practice of using the state’s cash flow to
finance road projects in lieu of issuing debt has
been one of the key factors in Tennessee's ability
to secure and retain very high bond ratings.
Consistent with this long-standing policy, the
Funding Board, within the last 18 months has
cancelled $167.7 million in highway bond
authorizations and $18.5 million in institutional
and building construction bonds.

The increase in bond authorization coupled
with the Funding Board’'s action on bond
cancellations reduced the category of authorized
but unissued bonds to $1,261,172,700, which
includes $641.5 million in highway authorizations
and $104 million in Facility Revolving Fund
bonds.

The 2002-2003 proposed budget
recommends the authorization of an additional
$77 million in highway construction bonds,
$176.3 million in ingtitutional and building bonds,
and $51,748,000 in cash to finance capital
projects. The proposed budget aso includes $3.1
million in bond authorization for the Facilities
Revolving Fund.



Debt Service Fund
Statement of Revenues, Expenditures, and Requirements
July 1, 2000 - June 30, 2003

Unreserved Fund Balance, July 1

Tax Revenues:
Gasoline Tax
Franchise Tax
Excise Tax
Sales Tax
Motor Vehicle Title Fees
Total Tax Revenues

Other Revenues:
Sports Authority
State Parks
State Golf Courses
Community Provider Pooled Loans
Premium on Bond Sales
Total Other Revenues

Total Available Funds

Appropriations, Transfers, and Fund Balance

Debt Service Appropriations for:
Outstanding Bonds @ 6/30/2001
Community Provider Pooled Loans - Repaid
Capital Outlay Projects - Unissued Bonds ($408,953,200)
* Capital Outlay Projects - Proposed Bonds ($155,700,000)
Short Term Interest
Community Provider Pooled Loans - Interest
Debt Service Expense
Total Debt Service Appropriations

Transfers to Other Funds:
Highway Fund
General Fund
Capital Projects Fund - Technology Centers
Capital Projects Fund - Other
Total Transfers to Other Funds

Total Appropriations and Transfers

Unreserved Fund Balance, June 30

* Debt service appropriations for proposed bonds ($20,600,000)

Actual Estimated Estimated
2000-2001 2001-2002 2002-2003
$2,750,000 $3,407,000 $616,000

$87,700,000 $80,000,000 $77,000,000
18,000,000 18,000,000 18,000,000
99,120,000 97,100,000 103,900,000
38,480,000 38,200,000 39,500,000
2,527,000 2,700,000 2,700,000

$245,827,000

$236,000,000

$241,100,000

$3,997,000 $3,993,000 $3,988,000
1,613,000 1,792,000 1,675,000
221,000 122,000 240,000
1,734,000 0 0
586,000 0 0
$8,151,000 $5,907,000 $5,903,000

$256,728,000

$245,314,000

$247,619,000

$113,477,000 $115,498,000 $106,990,000
1,000,000 0 0

0 0 44,985,000

0 0 17,127,000

6,037,000 4,000,000 0
734,000 0 0
973,000 1,500,000 1,000,000
$122,221,000 $120,998,000 $170,102,000
$87,700,000 $80,000,000 $77,000,000
39,200,000 40,000,000 0
3,700,000 3,700,000 0
500,000 0 0
$131,100,000 $123,700,000 $77,000,000

$253,321,000

$244,698,000

$247,102,000

$3,407,000

$616,000

$517,000

for higher education included in recommended current operations budget.



Debt Service Fund
Comparative Balance Sheet
June 30, 2000, and June 30, 2001

June 30, 2000

June 30, 2001

$1,217,000

3,429,000
13,800,000

$18,446,000

1,228,000
11,000
13,800,000

Assets
Cash and Cash Equivalents $814,000
Receivables:
Taxes 3,559,000
Advances to Component Units 14,800,000
Total Assets $19,173,000
Liabilities and Fund Balance
Liabilities:
Accounts Payable and Accruals 1,623,000
Due to Other Funds 0
Deferred Revenue 14,800,000
Total Liabilities $16,423,000
Fund Balance:
Unreserved: Designated for Debt Service $2,750,000
Total Fund Balance $2,750,000

Total Liabilities and Fund Balance

$15,039,000

$3,407,000

$19,173,000

$3,407,000

$18,446,000




Bond Fund

Statement of Bonds Authorized and Unissued
June 30, 2000 - June 30, 2002

Year Authority Description June 30, 2000 June 30, 2001 June 30, 2002*
1985 Chapter 425 Data Processing Equipment - Telephone Systems $8,340,400 $8,340,400 $0
1986 Chapter 875 Data Processing Equipment 504,700 504,700 0
1989 Chapter 525 Data Processing Equipment 356,000 356,000 0
1990 Chapter 947 Capital Outlay Projects 307,400 80,200 80,200
1990 Chapter 947 Facilities Revolving Fund 226,300 226,300 226,300
1990 Chapter 947 Equipment Revolving Fund 443,200 443,200 0
1992 Chapter 930 Capital Outlay Projects 66,300 3,900 3,900
1992 Chapter 930 Facilities Revolving Fund 37,400 37,400 37,400
1992 Chapter 930 Data Processing Equipment 8,742,000 8,742,000 8,742,000
1992 Chapter 1028 State Parks 735,300 354,100 354,100
1993 Chapter 528 Golf Courses 16,500,000 16,500,000 16,500,000
1993 Chapter 533 Capital Outlay Projects 335,200 335,200 335,200
1993 Chapter 533 Highway Construction 80,000,000 0 0
1994 Chapter 850 State Parks 3,069,100 283,700 0
1994 Chapter 850 Data Processing Equipment 13,800,000 13,800,000 13,800,000
1994 Chapter 1009 Higher Education - Technology Centers 8,721,800 6,641,700 6,641,700
1994 Chapter 1010 Capital Outlay Projects 661,400 43,600 43,600
1994 Chapter 1010 Facilities Revolving Fund 4,080,000 991,400 991,400
1994 Chapter 1010 Equipment Revolving Fund 6,000,000 2,500,000 0
1994 Chapter 1010 Highway Construction 87,700,000 80,000,000 0
1995 Chapter 457 Higher Education - Technology Centers 4,700,300 3,492,500 3,492,500
1995 Chapter 461 Capital Outlay Projects 2,782,700 2,130,900 2,130,900
1995 Chapter 461 Highway Construction 77,000,000 77,000,000 77,000,000
1996 Chapter 908 Higher Education - Technology Centers 13,678,700 13,265,800 13,265,800
1996 Chapter 945 State Parks 12,961,000 3,150,300 3,150,300
1996 Chapter 952 Capital Outlay Projects 84,522,000 39,609,700 39,609,700
1996 Chapter 952 Data Processing Equipment 20,000,000 20,000,000 20,000,000
1996 Chapter 952 Highway Construction 148,000,000 148,000,000 148,000,000
1996 Chapter 990 State Parks 16,000,000 16,000,000 16,000,000
1997 Chapter 535 Capital Outlay Projects 22,600,000 20,726,600 20,726,600
1997 Chapter 535 Facilities Revolving Fund 24,900,000 0 0
1997 Chapter 535 Highway Construction 75,000,000 75,000,000 75,000,000
1998 Chapter 831 Refund TLDA Community Provider Pooled Loans 25,800,000 24,800,000 24,800,000
1998 Chapter 1103 Capital Outlay Projects 232,127,800 169,884,700 169,884,700
1998 Chapter 1103 Facilities Revolving Fund 17,900,000 8,480,300 8,480,300
1998 Chapter 1103 Highway Construction 90,000,000 90,000,000 90,000,000
1999 Chapter 401 Capital Outlay Projects 40,226,000 37,498,100 37,498,100
1999 Chapter 401 Facilities Revolving Fund 13,700,000 13,588,000 13,588,000
1999 Chapter 401 Highway Construction 83,800,000 83,800,000 83,800,000
2000 Chapter 984 Capital Outlay Projects 97,290,000 97,290,000 97,290,000
2000 Chapter 984 Facilities Revolving Fund 19,400,000 19,400,000 19,400,000
2000 Chapter 984 Highway Construction 87,700,000 87,700,000 87,700,000
2001 Chapter 460 State Parks 0 0 2,000,000
2001 Chapter 462 Capital Outlay Projects 0 0 19,300,000
2001 Chapter 462 Facilities Revolving Fund 0 0 61,300,000
2001 Chapter 462 Highway Construction 0 0 80,000,000
Total Bonds Authorized and Unissued $1,450,715,000 $1,191,000,700 $1,261,172,700

Summary by Purpose:

Capital Outlay Projects
Highway Construction
Facilities Revolving Fund

Data Processing Equipment
Equipment Revolving Fund

Refund TLDA Loans

Total Bonds Authorized and Unissued

$557,285,000
729,200,000
80,243,700
51,743,100
6,443,200
25,800,000

$427,291,000
641,500,000
42,723,400
51,743,100
2,943,200
24,800,000

$448,307,300
641,500,000
104,023,400
42,542,000

0

24,800,000

$1,450,715,000

$1,191,000,700

$1,261,172,700

* This column reflects bonds cancelled in the current fiscal year.



Bond Fund
Statement of Bonds Sold
July 1, 1999 - June 30, 2001

July 1, 1999 - July 1, 2000 -

Year Authority Description June 30, 2000 June 30, 2001
1990 Chapter 947 Capital Outlay Projects 0 227,165.16
1992 Chapter 930 Capital Outlay Projects 0 62,382.45
1992 Chapter 1028 State Parks 0 381,199.59
1994 Chapter 850 State Parks 0 2,785,392.10
1994 Chapter 1009 Technology Centers 0 827.26
1994 Chapter 1010 Capital Outlay Projects 0 617,758.34
1994 Chapter 1010 Facilities Revolving Fund 0 3,088,564.80
1995 Chapter 461 Capital Outlay Projects 0 651,765.77
1996 Chapter 945 State Parks 0 9,810,671.68
1996 Chapter 952 Capital Outlay Projects 0 31,098,235.90
1997 Chapter 535 Capital Outlay Projects 0 1,873,382.84
1997 Chapter 535 Facilities Revolving Fund 0 24,900,000.00
1998 Chapter 1103 Capital Outlay Projects 0 62,243,083.72
1998 Chapter 1103 Facilities Revolving Fund 0 9,419,670.28
1999 Chapter 401 Capital Outlay Projects 0 2,727,900.11
1999 Chapter 401 Facilities Revolving Fund 0 112,000.00
Total Bonds Sold $0.00 $150,000,000.00




Bond Fund

Statement of Appropriations in Lieu of Issuing Bonds
July 1, 1999 - June 30, 2002

July 1, 1999 - July 1, 2000 - July 1, 2001 -

Year Authority Description June 30, 2000 June 30, 2001 June 30, 2002*
1991 Chapter 493 Data Processing Equipment $7,997,600.00 $0.00 $0.00
1993 Chapter 533 Highway Construction 83,800,000.00 80,000,000.00 0.00
1994 Chapter 1009 Higher Education-Technology Centers 2,476,857.00 2,079,243.93 0.00
1994 Chapter 1010 Highway Construction 0.00 7,700,000.00 80,000,000.00
1994 Chapter 1010 Equipment Revolving Fund 5,000,000.00 3,500,000.00 0.00
1995 Chapter 457 Higher Education-Technology Centers 810,197.00 1,207,810.07 0.00
1996 Chapter 908 Higher Education-Technology Centers 412,946.00 412,946.00 0.00
1996 Chapter 952 Prison Construction 16,081,000.00 13,814,000.00 0.00
1998 Chapter 831 Community Provider Pooled Loans 1,200,000.00 1,000,000.00 0.00
Total Appropriations in Lieu of Issuing Bonds $117,778,600.00 $109,714,000.00 $80,000,000.00

*This column reflects bonds cancelled in the current fiscal year.

Note: Chapter 462, Public Acts of 2001, which passed on July 12, 2001,
cancelled the following unissued bond authorizations:

1985
1986
1989
1990
1994
1994

Chapter 425
Chapter 875
Chapter 525
Chapter 947
Chapter 850
Chapter 1010

Data Processing Equipment
Data Processing Equipment
Data Processing Equipment
Equipment Revolving Fund
State Parks

Equipment Revolving Fund

$8,340,400.00
$504,653.00
$356,027.00
$443,239.70
$283,719.00
$2,500,000.00



Bond Fund
Statement of Bonded Indebtedness
Principal and Interest on Bonded Debt
June 30, 2001

Outstanding Bonds

Fiscal Year Principal Interest Total
2001 - 2002 72,186,000 43,312,000 115,498,000
2002 - 2003 67,354,000 39,636,000 106,990,000
2003 - 2004 67,021,000 36,266,000 103,287,000
2004 - 2005 66,811,000 34,757,000 101,568,000
2005 - 2006 66,658,000 31,705,000 98,363,000
2006 - 2007 57,997,000 28,266,000 86,263,000
2007 - 2008 52,573,000 25,434,000 78,007,000
2008 - 2009 52,126,000 22,920,000 75,046,000
2009 - 2010 50,530,000 20,462,000 70,992,000
2010 - 2011 50,336,000 17,993,000 68,329,000
2011 - 2012 46,580,000 15,487,000 62,067,000
2012 - 2013 46,799,000 13,138,000 59,937,000
2013 - 2014 40,682,000 10,763,000 51,445,000
2014 - 2015 36,155,000 8,702,000 44,857,000
2015 - 2016 31,979,000 6,864,000 38,843,000
2016 - 2017 27,511,000 5,246,000 32,757,000
2017 - 2018 20,078,000 3,843,000 23,921,000
2018 - 2019 11,339,000 2,801,000 14,140,000
2019 - 2020 7,739,000 2,184,000 9,923,000
2020 - 2021 2,245,000 1,748,000 3,993,000
2021 - 2022 2,390,000 1,606,000 3,996,000
2022 - 2023 2,540,000 1,454,000 3,994,000
2023 - 2024 2,705,000 1,292,000 3,997,000
2024 - 2025 2,875,000 1,120,000 3,995,000
2025 - 2026 3,060,000 936,000 3,996,000
2026 - 2027 3,255,000 740,000 3,995,000
2027 - 2028 3,465,000 532,000 3,997,000
2028 - 2029 3,720,000 275,000 3,995,000
Total $898,709,000 $379,482,000 $1,278,191,000

NOTE: The statement excludes bonds for sewage treatment works, waterworks construction, and solid
waste recovery facilities authorized prior to the enactment of Chapter 785, Public Acts of 1978,
the Tennessee Local Development Authority Act. Debt service for these bonds is provided by
local governments. The statement also excludes bonds for the State Facilities Revolving Fund.
Debt service for the bonds is appropriated to the Facilities Revolving Fund and is expended
in the fund. At June 30, 2001 outstanding principal was $153,743,000 and interest was

$65,174,000.
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State of Tennessee

Capital Budget

Recommended Budget, Fiscal Year 2002 - 2003

The Capital Budget process begins with the
receipt of departmental and agency capital
maintenance and project requests. The various
agencies and departments annually submit their
capital requests in priority order to the Depart-
ment of Finance and Administration, Division of
Budget.

Upon receipt of the capital budget requests,
three phases of review are undertaken by the
Division of Capital Projects and Rea Property
Management and the Division of Budget. The
initial phase allows for an understanding of the
need by the Capital Projects and Real Property
Management and Budget review teams. Phase
two is built upon the technical requirements of
the capital request, involving on-site visits by the
review teams. The final phase involves financial
review. The projects are analyzed for funding
requirements and consistency with program
goals and are reviewed within projected avail-
ability of funds in the budget for the requested
fiscal year. If funds are deemed to be insuffi-
cient, individual projects may be deferred to be
included in future budgets or rejected.

The Administration intends for the needs of
departmental programs to be the impetus for all
capital outlay requirements. Facilities funded
through the capital budget process should sup-
port program and service requirements. There-
fore, funding of projects is analyzed on priority
of fiscal support for individual existing and new
programs. The goa is to find the best mix of
new capital outlay and facility maintenance in
order to sustain and implement programs and
Services.

The management of facilities should be
flexible enough to adjust to changing programs
through renovation of existing assets. Attempts
are made to minimize operational costs and fu-
ture capital expenditures through better design
and more flexible layouts, as has been done in
the state’'s new prisons. In the event that a capi-
tal project creates the need for additional opera-

tional funding, those funds are considered in the
development of the budget in the year when the
new space is expected to be occupied.

Improvements to rea property funded by
public or private funds must be approved by the
State Building Commission. The State Building
Commission is composed of seven ex-officio
members. the Governor, the Secretary of State,
the Comptroller of the Treasury, the Commis-
sioner of Finance and Administration, the Treas-
urer, and the Speakers of the Senate and House
of Representatives. The State Building Commis-
sion, in addition to supervising improvements to
real property, oversees leases by state agencies
and the demolition of structures located on state
property.

The capital items presented in this document
as recommendations to the General Assembly
consist of projects meeting the requirements and
policy guidelines of the State Building Commis-
sion. The capital project recommendations are
itemized by department.

Capital maintenance projects are defined as
major, non-routine repairs, and replacements
unrelated to new construction that cost $100,000
or more. Maintenance projects costing less than
this amount are considered to be major mainte-
nance items that are addressed within the de-
partments operational budget major mainte-
nance programs. Capital maintenance projects
include items that appreciably extend the life of
the facility, such as alterations to rectify code
deficiencies, modifications to improve utility
systems, repaving, roof repairs, exterior fencing
and lighting, and repair projects that restore a
facility to its former condition and do not result
in changes in facility use. Funding for these
projects is included in the amount allocated to
the Department of Finance and Administration,
and projects are selected for completion accord-
ing to the review process outlined above.

Capital projects are defined as those pro-
viding new facilities or materially extending the



Capital Budget

useful life and improving or changing the func-
tion of an existing facility. These projects in-
clude facility renovation, new construction, new
utility or service systems, land with or without
buildings, appurtenances, site improvements or
permanent betterments, and initial equipment to
furnish and operate a new or improved facility
which require the assistance of a design profes-
sional or cost $100,000 or more.

For fiscal year 2002-2003, the capita proj-
ects budget proposal recommends a total of
$293,456,000 divided between capital outlays
and capital maintenance requests.

Capital Maintenance — Capital maintenance
projects are recommended a a level of
$67,281,000. State bond authorization is rec-
ommended in the amount of $33,065,000 along
with $27,813,000 in state appropriations. Fed-
eral and other sources equal the remainder of the
total amount. These projects focus on main-
taining current facilities, primarily through re-
pair and renovation of roofing, mechanical, and
electrical systems. Funding is also included to
bring state facilities in line with federal stan-
dards for underground storage tanks, asbestos,
and citizens with disabilities. The Tennessee
Board of Regents and the University of Tennes-
see are also funded for modifications to assist in
compliance with the Americans with Disabilities
Act.

Capital Outlay — Capital outlays recommended
for this fiscal year total $226,175,000. State
Appropriations in the amount of $23,935,000
and $143,235,000 in new bond authorizations
are requested. Federal and other sources equal
the remainder of the total amount.

Projects from dedicated sources of revenue
are also recommended for the Departments of
Transportation and Tennessee Wildlife Re-
sources Agency.

Facilities Revolving Fund — Capital projects
and maintenance for the Facilities Revolving
Fund is recommended at a funding level of
$6,380,000. Facilities Revolving Fund capital
projects are listed in the Facilities Revolving

Fund section, which follows the Capital Projects
section of this document.

Operating Costs — Included within this section
is an estimate of the first year operating costs
resulting from proposed new construction. Dif-
ferences i