TESTIMONY BY GEORGINA K. KAWAMURA
DIRECTOR, DEPARTMENT OF BUDGET AND FINANCE
STATE OF HAWAII
TO THE SENATE COMMITTEE ON WAYS AND MEANS

March 14, 2008

Chair Baker and Members of the Committee:

Thank you for this opportunity to discuss with you the recent developments
regarding the State’s financial condition.

We are all aware of the national trends pointing to problems in the credit and
financial markets and a further softening in the economy. This is of great concern to us in
Hawaii. Although our local economy continues to fare relatively well in terms of
employment and personal income, the impact of a national, and possibly global, slow down
is hard to escape. We have seen slower growth in our actual tax revenue collections: 3.4%
in FY 07 and 3.1% in the first eight months of FY 08. Revenue projections from the
Council on Revenues (COR) were revised in January 2008 and again in March, resulting in
substantial reductions to the general fund revenue base. To manage the State budget at a
lower level of resources, we have taken the necessary and appropriate steps to ensure that
the general fund financial plan remains in the positive balance. My presentation today
focuses on the fiscal actions that have been implemented and will be pursued to achieve this
objective,

Attachment 1 is the General Fund Financial Plan submitted to your committee on
January 11, 2008. The revenue estimates included in this plan were based on the COR
forecast of August 28, 2007. The expenditure numbers were based on the proposed
Executive Supplemental Budget for FB 2007-09 and the Administration’s legislative

package for the 2008 Session.



-

Attachment 2 is the revised Financial Plan as of March 5, 2008. This plan

incorporates all the changes and adjustments to revenues as well as expenditures since
January 2008. It reflects: 1) the revised revenue projections from the COR as of

January 9, 2008, and 2) the impact of various fiscal measures that have been put into effect.
This updated Financial Plan shows that the general fund balance is projected to be

$191.2 million at the end of this fiscal biennium (June 30, 2009). The following
adjustments are incorporated into this updated plan:

A. Adjustments to revenues

FY 08 FY 09
1. Revised COR revenue estimates (January 2008)
Taxes (37.0) (22.3)
Non-tax revenues 6.7 13.3
Net general fund revenues (30.3) 9.0)
2. One-time rebate from Medicare Part D 10.3
3. Revenue impact from additional legislative proposals (7.1
e 50% conveyance tax to RHTF
e Tax credits for low-income housing
¢ Tax credit for wind-resistive devices
Total revenue adjustments: (20.0) (15.5)*
*including other minor adjustments
B. Adjustments to expenditures
1. Additional emergency appropriations:
¢ Hawaii Public Housing Authority 10.0
e Hawaii Health Systems Corporation 14.0

2. Governor’s budget message, February 25, 2008
¢ Adjustment for health benefit premiums (15.8)



3. Actions to address budget shortfall:
o FY 08 restrictions/spending controls
e Converting UH cash CIP to G.O. bonds
(regional bio-containment lab, included in Gov’s)
Message of 2/25/08)
4. Revised requirements from specific appropriations
5. Increase in expected lapses

6. Increase in legislative expenses (HB 2688)

Total expenditure adjustments:

*including other minor adjustments

The net impact on the General Fund from all adjustments is a reduction of

FY08 FY09
(9.2)
(12.5)
3.7
(5.0) (5.0)
2.6 3.6
0.2)* (13.5

-$19.8 million in FY 08 and -$2.0 million in FY 09, as compared to the January financial

plan. Where appropriate, the adjustments were also carried out through the four out-years.

The most recent revisions from the COR on March 12, 2008 resulted in a further

net revenue reduction of -$72.3 million for the current biennium. Although these changes

have not been discussed in this presentation, I would like to assure you that we will

continue to implement the necessary measures to safeguard the State’s long-term financial

plan.

Attachments
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