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FROM: Dr. Christina M. Kishimoto =
Superintendent =

SUBJECT: Committee Action on the Department of Education’s Operating
Budget Restriction Implementation for 2018-2019 Fiscal Year

1. RECOMMENDATION

In Fiscal Year (FY) 17-18, the Finance and Infrastructure Committee (FIC)
approved the Department of Education’s (Department) restriction plan, but directed
that the plan not be immediately implemented. Over the course of the year, the
restriction was partially lifted and savings were realized, making the
implementation of the restriction plan unnecessary.

The Department recommends that the Board of Education (Board) take a similar
course of action concerning the FY 18-19 restriction. In the interest of avoiding
disruption for programs at the State and Complex Area levels (EDN 200 & 300),
the Department recommends that the $5,082,355 contingency restriction be
managed at the EDN level as follows:

Total
EDN200 (2,597,894)
EDN300 (2,484,461)

This will allow the Department to monitor all affected spending through the first half
of the fiscal year, and request for the release of the contingency restriction during
the second half of the fiscal year.

2. RECOMMENDED EFFECTIVE DATE

Upon approval.
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3. RECOMMENDED COMPLIANCE DATE

Same as effective date.

4. DISCUSSION

a.

Conditions leading to the recommendation

On June 22, 2018, via Executive Memorandum (EM) 18-03, the Governor
provided the FY 19 Budget Execution Policies and Instructions to guide the
implementation of program appropriations for the Department.

Although the Council on Revenues (COR) raised its FY 18 general fund tax
revenue growth rate forecast from 5.3% to 7.3% and increased its FY 19
projection from 4.5% to 5%, the Governor has implemented a 5% contingency
restriction on general funded discretionary appropriations less a $4 million
discretionary adjustment. The 5% contingency restriction is intended as a
contingency reserve for FY 19, and may be adjusted during the second half of
the fiscal year based on actual tax collection trends and the COR’s updated
forecasts later in the fiscal year. This is due to the following:

e Uncertainty regarding economic conditions, including the potential
impact of recent natural disasters, such as the floods on Kauai and
ongoing volcanic eruption on the island of Hawaii, and the end of the
economy’s expansionary cycle;

e Tight labor market and the strains on the State’s infrastructure;

e Uncertainties due to possible trade wars and increased tensions in the
Middle East;

e Unfunded liabilities in the Employees’ Retirement System and
Employer-Union Health Benefits Trust Fund; and

e The possibility of reduction to federal grant programs.

Previous action of the Board on the same or similar matter

On September 19, 2017, the FIC and Board approved the Department’s
“Department of Education’s Operating Budget Restriction Implementation for
Fiscal Year 2017-2018" with the provision that the restriction plan is not
immediately implemented and the Board will be provided information from the
Department before implementing a restriction.

Other policies affected

1200-1.11 Budget Restrictions and Reductions: If budget restrictions are
imposed by the Governor, the Superintendent shall notify and provide the
Board with comprehensive lists of recommended restrictions or reductions by
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program, function, and cost, which shall be approved by the Board prior to
being forwarded to the Governor.

d. Arqguments in support of the recommendation

The uncertainty for programs as to what extent of their total appropriation will
be available for personnel and programmatic needs causes programs to scale
back on the necessary support to schools and the students they educate,
thus widening the achievement gap among regular students and those with
special needs. Additionally, the Governor may lift all or a portion of the
restriction as has been done in previous years.

The Department’s recommendation will allow time to determine whether
restrictions are actually necessary, and if so, where they may be applied so
as to minimize disruption to Department operations.

e. Arguments against the recommendation

Imposing of the restriction on programs immediately will afford more time for
them to scale back services.

f. Other agencies or departments of the State of Hawaii involved in the action

None.

g. Possible reaction of the public, professional organizations, unions, DOE staff
and/or others to the recommendation

The possible reaction from school communities that rely on State and
Complex Area support will likely be negative, as they may each need to step
up their spending in response. This ultimately has a negative impact on
supports for students and their education.

h. Educational implications

If maintained, the restriction may affect the types and amounts of support
services the Department will be able to provide all schools, such as:

e Opportunities for professional development;

e Training opportunities for administrators and teachers;

e Technical assistance and dissemination of information;

e Delays in network infrastructure work and reduced network support and
monitoring;

e Outreach to schools on various Department practices; and

e Student assessment activities.
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This will ultimately negatively impact schools’ ability to support student
learning and the speed at which strategic plan initiatives can be implemented.

i Personnel implications

None at this time, but the Department will continue to closely monitor the
situation.

5. OTHER SUPPLEMENTARY RECOMMENDATIONS

None.
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c: Phyllis Unebasami, Deputy Superintendent
Assistant Superintendents
Budget Branch
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EXECUTIVE CHAMBERS

DAVID Y. IGE HONOLULU
GOVERNOR

June 22, 2018

EXECUTIVE MEMORANDUM MEMO NO. 18-03

TO: All Department Heads

SUBJECT: FY 19 Budget Execution Policies and Instructions

The attached Budget Execution Policies and Instructions are provided to guide your
implementation of program appropriations for FY 19.

At its May 24, 2018 mesting, the Council on Revenues (COR) raised its FY 18
general fund tax revenue growth rate forecast from 5.3% to 7.3%, increased its FY 19
projection from 4.5% to 5.0% and maintained out-year projections of 4.0% for FY 20
to FY 24. The COR took this action due to the higher than forecast revenue
collections for the first ten months of FY 18 (8.3% versus 5.3%) and continued robust
economic activity. No changes were made to the four out-years due to uncertainty
regarding economic conditions, including the potential impact of recent natural
disasters, such as the floods on Kaua'i and ongoing volcanic eruption on the island of
Hawai'i, and the end of the economy’s expansionary cycle.

Preliminary FY 18 general fund tax revenue collections through May 2018 support
the COR's action. Collections for the first 11 months of FY 18 were 8.5% more than
in FY 17, higher than the COR’s projection of 7,.3%. General fund tax revenue
growth has improved since FY 17, which had a 2.0% growth rate and has been
consistently positive throughout FY 18.

Hawai'i's economic expansion is in its ninth year and it is expected to continue. The
tourism industry continues to exhibit robust growth with 2018 year-to-date increases
through April 2018 of 10.8% in visitor spending and 8.7% in visitor arrivals. .
Statewide average daily visitor spending also rose by 3.6% to $210 per person. In
addition, Hawai'i's preliminary seasonally adjusted unemployment has reached
historically low levels - 2.0% in May 2018, the same as it was in April 2018.

We are optimistic but know that things can change rapidly. The outlook for Hawai'‘i's
economy is positive but continued growth will be impacted by the tight labor market
and the strains on the State’s infrastructure. On the national and international level,



-2-

there are uncertainties due to possible trade wars and increased tensions in the
Middle East. The COR's concern regarding the end of the economy’s expansionary
cycle is warranted.

Our management of the State’s finances demands that we always prepare for the
future. Itis of continued concern that, despite the projected increase in revenues,
State expenditures are expected to outpace revenue collections until FY 21. At the
end of FY 21, the State's general fund balance is expected to be at its lowest point
over the current biennium and four-year planning period.

We must keep in mind our commitment to fund the State’s unfunded liabilities in the
Employees’ Retirement System and Employer-Union Health Benefits Trust Fund
(EUTF) in the years to come. The amounts needed to address these liabilities are
quite significant.

Further, reductions to federal grant programs continue to be a possibility. Should
federal funds be cut, the State must be prepared to provide the necessary funds to
support the continuation of programs which the State deems critical. The impact to
the State would be twofold as the State will bear the economic impact of reduced
federal funds being spent, as well as the costs to transition federal programs to State
funding. '

There are substantial demands on the State’s resources - outside of our current
budget - that we must be prepared for. This reinforces the need to be prudent with
our expenditures now to prepare for times when revenues are more uncertain.

For this reason, we will continue the 5% contingency restriction on general funded
discretionary appropriations less a $4.0 million discretionary adjustment, as
applicable (restrictions shall not be applied to Chapter 42F general funded grants).
The 5% contingency restriction is intended as a contingency reserve for FY 19 and
may be adjusted during the second half of the fiscal year based on actual tax
collection trends and the COR's updated forecasts later in the fiscal year.

These budget execution policies delegate many responsibilities to the department
level to facilitate the efficiency of your operations. The budget controls are necessary
to manage the State’s finances to enable the State to meet current and future
demands.

All departments are expected to continue their efforts to enhance the efficiency of
their operations and stay within their departmental allocation. Our goal of improving
govemment transparency and accountability goes hand-in-hand with improving our
delivery of services. We can strengthen the foundation of our State government by
working together towards this common goal.

The flexibility and authority provided to your department should not be taken lightly.
" These processes deserve your appropriate attention and should be executed
responsibly with the utmost care to maintain the State's fiscal health now and in the
future.
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Exhibit 1 contains your department’s FY 19 allocation of operating program
appropriations and permanent and temporary position ceilings from Act 49,

SLH 2017, as amended by House Bill No. 1800, H.D. 1, S.D. 2, C.D. 1, which
includes a 5% contingency restriction on your department’s discretionary general
fund appropriations less a $4.0 million discretionary adjustment, as applicable.

A revised Exhibit 1, which will contain included and excluded (if applicable) collective
bargaining (CB) allocations for Bargaining Units (BU) 2, 3, 4, 5, 6, 9, 11, 13 and 14
for the applicable negotiated agreements, will be distributed under separate cover.
CB amounts for BUs 1, 7, 10, and 14 for EUTF only are allocated to the Department
of Budget and Finance (B&F).

Attachments A and B contain detailed, specific expenditure policies, guidelines, and
procedures for FY 19 budget execution to provide for prudent and efficient
implementation of legislative intent.

Questions on the specific policies and instructions should be directed to B&F or the
appropriate agency referenced. Electronic files of the budget execution forms will be

provided for your use.

DAVID Y. IGE
Governor, State of Hawai’i

Exhibit 1
Attachment A
Attachment B
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| DEPART
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General Special Federal Other Federal Private County Trust Inter-dep'tal Revolving l Other ' l Total ]
Fund Funds Funds {N) Funds (P) Contrib. Funds Funds Transfers Funds Funds Allocation

Perm 19,366.75 22.00 720.50 - - - - - 8.00 - 20,117.25

Temp 2,007.50 - 156.50 1.00 - - - - 2.00 - 2,167.00

Appropriation $ 1,629,121,724 52,301,103 260,788,685 9,292,794 150,000 - 15,900,000 7,765,636 24,083,680 - 1,999,403,622
Contingency Restrictions (5,082,355) (5,082,355)

Perm 19,366.75 22.00 720.50 - - - - - 8.00 - 20,117.25

Temp 2,007.50 - 156.50 1.00 - - - - 2.00 - 2,167.00

TOTAL $ 1,624,039,369 52,301,103 260,788,685 9,292,794 150,000 - 15,900,000 7,765,636 24,083,680 - 1,994,321,267






