HOUSE COMMITTEE ON FINANCE
SUPPLEMENTAL BUDGET REQUESTS FOR FISCAL YEAR 2021

JANUARY 10, 2020
TESTIMONY OF THE DEPARTMENT OF BUDGET AND FINANCE

A. OVERVIEW

c‘

MISSION STATEMENT

The mission of the Department of Budget and Finance (Department) is to
enhance long-term productivity and efficiency in government operations by providing
quality budget and financial services that prudently allocates and effectively manages
available resources.

CURRENT STATEWIDE CONDITIONS AND IMPACTS ON DEPARTMENTAL OPERATONS

The current tight labor market and low unemployment rate presents immediate
challenges for both the recruitment and retention of key staff that are necessary to
support the operations of our department’s core programs and the attached agencies. The
continued aging of the State’s workforce presents both opportunities for change and
challenges in terms of ensuring that knowledge and skills are both retained and transferred
in an orderly manner. Growth in the number of State retirees also impacts on our fixed
cost obligations pertaining to retirement benefits, retiree health premiums for the current
retirees, and meeting our unfunded obligations for the Other Post-Employment Benefits

(OPEB) requirements.

FEDERAL FUNDS

The Department does not have any identified programs that may lose federal

funds.



D. NON-GENERAL FUNDS
The reports to the Legislature on non-general funds pursuant to HRS 37-47 can

be found on the B&F website as follows:

https://budget.hawaii.gov/wp-content/uploads/
E. BUDGET REQUESTS DEVELOPMENT AND PRIORITIZATION

The FY 2021 Supplemental Budget submittal for the department is focused on
meeting fixed cost requirements and key priority needs of the programs and attached
agencies which are highlighted as follows:

A) Adjustments are requested to the funding levels for the non-discretionary fixed
cost requirements for FY 2021. These include: debt service; retirement
benefits; which includes Pension Accumulation and Social Security/Medicare
(SS/Med) payments for State employees, and payments for the State
employer’s share of health premiums for active employees and annual required
contributions for retiree health benefits.

B) Priority budget requests for FY 2021 that are deemed necessary to meet key
targeted departmental program support and improvements include the
following:

a. Budget, Program Planning and Management Division (BUF 101) requests
2.00 FTE Program Budget Analyst V positions to meet workload
requirements to provide thorough, detailed and systematic analysis of
programs and requests, particularly for the highly complex program
areas with both large budgetary and statewide public impacts, and to

provide budget information system support.
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b. Financial Administration Division (BUF 115) requests 1.00 FTE
Accountant VI position and funds for an investment portfolio system.
This request is necessary for program improvements to enhance internal
controls, ensure continuity, and improve management of the state
treasury resources.

c. Employees’ Retirement System (BUF 141) requests 2.00 FTE Investment
Officer Positions and funds to better implement and manage ERS’
$17+ billion sophisticated and dynamic investment portfolio.

d. Hawaii Employer-Union Trust Fund requests $400,000 for data cleansing
and conversion services that are necessary for the migration of the
current benefit administration computer system to a new system.

C) Statewide funding for cabinet-level salary adjustments pursuant to Commission
on Salaries actions and for salary adjustments for minimum wage increases for
non-collective bargaining employees.

The Department’s FY 2021 operating budget request {(all MOF) represents a net
decrease of $22.58 million in FY 2021 compared against the FY 2021 appropriation funding
levels in Act 5, SLH 2019. This change is due to decreases in our projected fixed cost
requirements for: debt service, retirement benefits, and health premium payments.

In FY 2021, General funds are decreased by $17,943,783; Special funds are
increased by $791,045, Federal Funds (for minimum wage increases) are increased
by $251,053; Trust Funds are increased by $401,396; inter-Departmental Transfer Funds
are decreased by $6,858,618; Revolving Funds (for minimum wage increases) are increased
by $88,804; and Other Funds are increased by $688,160, as compared to the Department’s

FY 2021 appropriations.



Requested funding levels for FY 2021 (all means of financing) are reflected in the

following table:

(Pos. Count)
Personal Services

Current Expenses:
Discretionary
Non-discretionary
Equipment

Total

(Pos. Count)
General Funds

(Pos. Count)
Special Funds

(Pos. Count)
Federal Fund (Min Wage Increase)

(Pos. Count)
Trust Funds

(Pos. Count)
Interdepartmental Funds

(Pos. Count)
Revolving (Min Wage Increase)

(Pos. Count)
Other Funds

Supplemental
Budget request
FY 2021

391.50
S 47,262,805

S 24,044,727
$ 3,507,360,813
S 163,770
$ 3,578,832,115

204.50
$ 3,155,810,082

0.00
$ 378,366,045

0.00
S 251,503

72.00
$ 20,940,362

0.00
S 4,007,269

0.00
S 88,804

115.00
S 19,368,050

Please note that 98.0% of the FY 21 budget ($3.5 billion) is for non-discretionary
statewide expenses (debt service, retirement system, health fund, mass transit, witness
fees, and court-appointed counsel), and $71.5 million or 2.0% is for expenses associated

with direct departmental operations.
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This concludes the department-wide budget overview.

Specific additional information pursuant to the 2020 Budget Briefing Testimony

Instructions are provided in the attached (Tables 1 through 18).

More detailed descriptions of each of the seventeen programs in the Department are
provided. These programs are sequenced and functionally grouped as follows:

BUF 101, Departmental Administration and Budget Division program;
BUF 102, Collective Bargaining/Salary Commission;
BUF 103, Vacation Payout Statewide;
BUF 115, Financial Administration program; '
*BUF 141, the Employees’ Retirement System;
*BUF 143, the Hawaii Employer-Union Trust Fund; and
*BUF 151, the Office of the Public Defender;
Fixed Costs:
BUF 721, Debt Service Payments;
BUF 725, Debt Service Payments-DOE;
BUF 728, Debt Service Payments-UH;
BUF 741, Retirement Benefits Payments;
BUF 745, Retirement Benefits Payments-DOE;
BUF 748, Retirement Benefits Payments-UH;
BUF 761, Health Premium Payments;
BUF 762, Health Premium Payments-ARC

BUF 765, Health Premium Payments-DOE;
BUF 768, Health Premium Payments-UH

*Administratively Attached Agencies/Programs

The first four (4) programs are the Department’s direct programs, and are comprised of
the Director’s Office, the Administrative and Research Office, the Budget, Program Planning
and Management Division, and Office of Federal Awards Management {collectively BUF 101),
Collective Bargaining Statewide (BUF 102), Vacation Payout Statewide (BUF 103), and the
Financial Administration Division (BUF 115). The next three (3) programs, annotated with

asterisks, are agencies that are administratively attached to the Department.
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The Department Program Administrators and the heads of the attached agencies are
present and are available to elaborate on their individual budgets and to answer specific
questions in regard to their respective programs and operations. Finally, there are also
ten (10) programs that comprise payments for non-discretionary cost items that are placed
under separate program designations. These ten (10) programs represent our Department’s
fixed cost and entitlement payments (BUF 721 (State), BUF 725 (DOE), and BUF 728 (UH) -Debt
Service Payments; BUF 741 (State), BUF 745 (DOE), and BUF 748 (UH) -Retirement Benefit
Payments; BUF 761 (State), BUF 762 (Retirees - Annual Required Contribution), BUF 765 (DOE),
and BUF 768 (UH) -Health Premium Payments).

BUF 101, DEPARTMENTAL ADMINISTRATION AND BUDGET DIVISION PROGRAM
I. Introduction
A. The objective of this program is to facilitate and improve the executive resource
allocation process by undertaking planning, programming, and budgeting, through
sound recommendations on all phases of program scope and funding, and by efforts to
simplify and more directly tie program performance with resource allocation decisions.
B. This program includes: 1) Departmental Administration; 2) the Budget, Program

Planning and Management Division; and 3) the Federal Awards Management Office.
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Il. The major activities undertaken by this program to meet its program objectives are as

follows:
Program ID Listing of Major Activities
Prog ID/Org Major Activity or Activities performed _me;nt |

DEPARTMENTAL ADMINISTRATION AND BUDGET DIVISION

i Conduct continuous review and advise the Director
BUF 101BA and Governor on the financial condition of the State 2
and on State budget policies.

Assist in the preparation, explanation, and
BUF 101BA administration of the State’s proposed six-year 1
program and financial plan and the State budget.

Advise and monitor State agencies for compliance

B
UF 101BA with budget execution policies and procedures. 3

Perform analysis of State programs, operations,

BUF 101BA problems, and issues to provide management with a 3
sound, rational basis for decision making.

BUF 101BA Provide staff services for the Governor as required. 2

BUF 101AA Provide administrative support activities to the 2
Department.

BUF 1025C Funds are budgeted for_ th.e disbursement of 1
statewide salary commission recommendations.
Funds are budgeted for the disbursement of

BUF 102/CB Statewide collective bargaining appropriations. 1

BUF 103/vP Funds are also budgeted for Statewide Vacation

payouts.

Funds are budgeted for employer contributions for
health benefit premiums for State employees, 1
retirees and their dependents.

BUF 761, BUF 762, BUF 765,
BUF 768

Capital Improvement Requests for Fiscal Year 2021

The department is requesting $900,000 for fire safety improvements including fire
. sprinkler systems for the Paki Building at the Bishop Museum to protect the rare, invaluable,
and irreplaceable artifacts and scientific collections of flora, fauna, archaeological artifacts, and

written materials.
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The next three programs are BUF 761, BUF 762, BUF 765, and BUF 768, HEALTH PREMIUM
PAYMENTS programs.

I. Introduction

A. These programs were established by the Legislature to separately identify funds
available for the payment of employer contributions for State government employee
health benefits.

B. Cost requirements for active employeés are based on current benefit plan premiums
and projected eligible employees. Premium rates for retirees are based on rates
projected by the EUTF benefit consultant and anticipated enroliment levels. Projected
enrollments for actives and retirees are based on actual November 2019 enrollments
snapshot with annual growth factors (2% for actives and 4% for retirees) and actual
HMSA 75-25 premium amounts that are lower than projected.

The next program is the BUF 115, FINANCIAL ADMINISTRATION PROGRAM.
I. Introduction

A. The objective of this program is to maximize the value, investment, and use of State
funds through proactive planning, and the development of prudent statewide financial
policies, the timely scheduling of State bond financing, and the establishment of
appropriate cash management controls and procedures. In addition, the objective of
the unclaimed property program is to maximize the receipt of unclaimed property or

funds from holders and to return the property or funds to their rightful owners.



Il. The major activities undertaken by this program to meet program objectives are as follows:

Program ID Listing of Major Activities

Prog ID/Org Major Activity or Activities performed PI’_IC;;’_IH
FINANCIAL ADMINISTRATION }
BUF 115CA Receive, sa.feguar.d, a.nd d.lsburse funds to meet 1
State funding obligations in the State Treasury.
BUF 115CA Maximize investment of funds. 2
BUF 115CA Plan, direct, and coordinate the issuance and 5

marketing of bonds.

Receives unclaimed property or funds from
BUF 115CA holders and holds them in trust until they are 3
returned to their rightful owner.

Funds are budgeted for debt service payments
BUF 721, BUF 725, BUF 728 associated with GO and GO Reimbursable Bonds 1
issued by the State.

The next three (3) programs are the BUF 721, BUF 725, and BUF 728, DEBT SERVICE

PAYMENTS programs, which are also administered by the Financial Administration Division.

I. Introduction
A. This program was established by the Legislature to separately identify funds available
for the State’s debt service payments.
B. This program includes principal and interest payments associated with GO Bonds and
GO Reimbursable Bonds issued by the State. Appropriation and expenditures for the
Department of Education and the University of Hawaii are included and debt service is

paid centrally by the Financial Administration Division.
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The next program is the BUF 141, Employees’ Retirement System (ERS).

l. Introduction

A. The ERS program objectives are to provide retirement and survivor benefits to State and

county employees, retirees, and inactive vested members and to prudently maximize

the return on its investment portfolio.

Il. The major activities undertaken by this program to meet program objectives are as follows:

Program ID Listing of Major Activities

Prog ID/Org
EMPLOYEES’ RETIREMENT SYSTEM

Major Activity or Activities performed

Priority
#

BUF 141FA

Provides various membership services
including pre-retirement counseling;
computation of retirement, disability and
death benefits; enrollment of new State and
county employees into the appropriate
retirement plan; conducting disability
hearings and appeals.

BUF 141FA

Budgets, accounts for and safeguards all
assets of the ERS; ensures tax qualified
status of the fund; and processes retirement
benefit payments.

BUF 141FA

Plan, administer and oversee investments of
the ERS’ portfolio including stocks, bonds,
foreign securities, mortgage loans, real
estate, alternative investments, and short-
term instruments.

’

BUF 741, BUF 745, BUF 748

Funds are budgeted for the payments of
employer contributions towards State
government employee retirement benefits
including pension accumulation and Social
Security/Medicare.
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The next three (3) programs are BUF 741, BUF 745, and BUF 748, RETIREMENT BENEFIT
PAYMENTS.
I. Introduction

A. These programs were established by the Legislature to separately identify funds
available for the payment of employer contributions for State government employee
retirement benefits.

B. This program includes employer contributions for pension accumulation and Social
Security/Medicare (SS/Med) as general fund appropriations for State employees, the
Department of Education (DOE), and the University of Hawaii (UOH). Pension
accumulation contributions are based on a percentage of payroll as stipulated in
Chapter 88, HRS. SS/Med contributions are federally mandated and based on
assessment rates of 6.2% for Social Security and 1.45% for Medicare.

The last Government-Wide support program is the BUF 143, the Hawaii Employer-Union Trust
Fund (EUTF).
I. Introduction

A. The objective of this program is to administer health and life insurance benefits for
eligible active and retired State and county public employees and their eligible
dependents by providing quality service levels to employee-beneficiaries and

dependent-beneficiaries and complying with federal and State legal requirements.



-12-

Il. The major activities undertaken by this program to meet program objectives are as follows:

Program ID Listing of Major Activities

Prog ID/Org Maijor Activity or Activities performed ﬁ';ﬁ‘
HAWAII EMPLOYER-UNION HEALTH BENEFITS TRUST FUND
EUTF Board of Trustees determine the nature
and scope of the benefit plans offered, negotiate
BUF 143EU and enter into contracts with insurance carriers, 1

administer self-funded plans, establish eligibility
and management policies for the Trust Fund, and
oversee all Trust Fund activities.

EUTF staff train State and county personnel and
fiscal officers on enrollment procedures, collect
employer and employee contributions, remits
premiums to insurance carriers, provide
enrollment services to State and county retirees,
BUF 143EU administer the federal COBRA Law, assist the 2
Department of Human Resources Development
in administration of the State of Hawaii's
Premium Conversion Plan and comply with
HIPAA privacy and security regulations and
policies related to enroliment information.
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The next administratively attached program is under the Individual Rights major program
area.
The BUF 151, Office of the Public Defender program.
I. Introduction
A. The objective of this program is to safeguard the rights of individuals in need of
assistance in criminal, mental commitment and family cases by providing
constitutionally and statutorily entitled legal services.
lIl. The major activities undertaken by this program to meet program objectives are as follows:

Program ID Listing of Major Activities

Prog ID/Org Major Activity or Activities performed Pr_lc;r_uty

OFFICE OF THE PUBLIC DEFENDER

Provide comprehensive legal and other
necessary services to the indigent in
criminal, mental commitment and family
BUF 151HA cases as required by federal and State 1
constitutions, State statutes, judicial
rules and decisions and opinions, and
the canons of professional ethics.
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Functions
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Department of Budget and Finance Table 2
Department-Wide Totals
Fiscal Year 2020 —_— ——
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Department of Budget and Finance Table 3
Program 1D Totals
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Department of Budget and Finance

Program 10 Totals
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Department of Budget and Finance Table S

Proposed Budget Reductions
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Bepartment of Budget and Finance ‘Tab!es

Proposed Budget Additions
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Depiartment of Budget and Finance

Proposed Budget Additions

Table 6
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Department of Budget and Finance Table 7

FB 2017 - 2020 Restrictions
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Department of Budget and Finance
Emergency Appropriation Requests

Table 8
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Department of Budget and Finance Table 9
Expenditures Exceeding Appropriation Cellings in FY19 and FY20
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Department of Budget and Finance Table 10
Intradepartmental Transfers in FY19 and FY20
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Table 11

Department of Budget and Finance
Vacancy Report as of Kovember 30, 2019
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i - Department of Budget and Finance Table 12
Positions Established by Acts other than the State Budget as of November 30, 2019
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Department of Budget and Finance Table 13

Overtime Expenditure Summary
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Department of Sudget and Finance Table 14
Active Contracts 33 of Oecember 1, 2019
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Department of Budget and Fnance
Active Contracts as of December 3, 2019
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Department of audset'and finance Table 24
Active Contracts as of December 1, 2019
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Department of Budget and Finance Tabtle 34
Active Contracts as of Decembar 1, 2019
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Department of Budget and Finance Table 14
Active Contracts a3 of Oscember 3, 2019
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Depsrtenent of Budget and finanee Tatla 24
Active Contracts as of December 3, 2019
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Department of Budget and Finance Table 15
Capital Improvements Program {CIP) Requests

lmlﬁlm’ Rep.

BUF101] 1 = 1 | 14 29 |Bishop Museum Fire Safety improvements, Oahu | ¢ | none IS 900,000
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Department of Budget and Finance Table 16
CIP Lapses

Act/Yearof Japse Amount
ProgID  Appropriation Project Title MOE  $885 Reason

et —— N S -
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Depastment of Budget and Finance Tabte 17
Program 1D Sud-Crganlzations
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Department of Budget and Finance Table 18
Organization Changes

Yearof Chenge | |
LBegeed 1. Descrinlionof — —
ERS' Office of the Executive Director
20180ct23  |Establish a Chief Comptiance Office in the Office of the Executive Director under the direct supervision of PN 107820, Retirement
System Executive Director.
EUTF

1. Establish EUTF Investment Specialist (Pseudo No. 980230) authorized by Act 53, SLH 2018, In the Investment Office, under the
2018 Dec 7 direct supervision of Position No. 121858, EUTF Investment Officer.

2. Establish EUTF Business Analyst (Pseudo No. 380260} authorized by Act 49, SLH 2017, under the direct supervision of Position
No. 113038, Health Benefits Trust Fund Assistant Administrator.

EUTF's Office of the EUTF Administrator and Member Services Branch

1.Recognize the Office of EUTF Administrator as an organizational segment In the EUTF.

2.Combine the Enrcliment and Customer Service Sections into one section-Member Services Section to Improve customer

2019 Aug 15 |services efficiency in areas such as phone calls, walk-Ins, emalls, and enroliment forms processing.

3.Reflect the proper organizational placement for PN 120769, EUTF Procurement Specialist; PN 120193, EUTF Member Services
Speciaist, and PNs 116357 and 121541, Office Assistant lis

ERS' Accounting Branch

1. Vary Pseudo Nos. 500020 and 900030, as authorized by Act 15, SLH 2019, from Retirement Claims Examiner lll, SR-20, to
Accountant (il SR-20 2.

Place these positions In the Disburse and Benefits Section under the direct supervision of Position No. 3767, Accountant V.,

2019 Aug 15

1
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