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Chairs Dela Cruz and Luke and Members of the Committees: 

Thank you for the opportunity to present an overview of the Executive's 

FB 2019-21 biennium budget and the multi-year general fund financial plan. My 

presentation will cover the following: 

I. Moving towards financial stability;

II. The Administration's overall approach to the State budget;

Ill. Budget transparency issues for the FB 2019-21 budget;

IV. Revenue projections and revenue collections;

V. A brief synopsis of the FB 2019-21 operating and capital improvements program

(GIP) budget;

VI. The multi-year general fund financial plan based on the Council on Revenues'

(COR) September 6, 2018 revenue projections; and

VII. The general fund expenditure ceiling, the requirement to provide a tax refund or

credit and deposit to the Emergency and Budget Reserve Fund (EBRF), and the

State debt limit.

I. MOVING TOWARDS FINANCIAL STABILITY

Our Administration's focused approach to the budget over our first term improved

the State's fiscal position. We adopted formal budget reserve and debt management 
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policies and made considerable progress addressing our unfunded liabilities and 

strengthening our reserves with the Legislature's support. 

Together, we have built up our EBRF to $375.7 million in preparation for future 

economic downturns. In 2017, Moody's Analytics "stress tested" all 50 states and 

assessed that Hawai'i was one of 16 states that was. prepared for a recession. This 

past September, Moody's Analytics determined that Hawai'i was one of 23 states 

prepared for a moderate recession after applying similar stress tests. 

The State is committed to fund the annual required contribution (ARC) for other 

post-employment benefits (OPES) unfunded liabilities. These payments, which will 

gradually increase to almost a billion dollars annually by the end of the planning period 

in 2025, will result in full funding of OPEB over the 30-year period and will substantially 

reduce OPES costs in the future. 

Our Administration implemented strong budget and financial policies and has 

continuously worked to improve and maintain the State's credit ratings for general 

obligation (G.O.) bonds. With actions taken by the Legislature, the State of Hawai'i 

currently has the highest bond rating in its history of AA+. This higher bond rating 

allows the State to issue G.O. bonds at lower interest rates, freeing up general funds 

that would have been used for debt service to address the State's other critical needs 

like education, housing, and homelessness while providing funding for much needed 

capital improvements at a lower cost to taxpayers. 

II. ADMINISTRATION'S OVERALL APPROACH TO THE STATE BUDGET

Maintaining the State's fiscal stability is critical to ensuring the continuation of

essential State services. In developing the Executive Budget, the Administration took a 

hard look at the State's current fiscal health and potential upcoming fiscal challenges to 

ensure that the State's fiscal health is maintained through FB 2019-21 and beyond. 

Since taking office four years ago, our Administration has generally approached 

the budget in a cautious manner, often because fluctuating general fund revenue growth 

did not reflect the State's economic situation and expansion of the economy. As in past 

years, we are closely monitoring general fund tax revenues, as FY 19 collections 
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through November 2018 are 4.8 percent more than last year, after two months of less 

than 1 percent growth and an uptick to 3.8 percent in October 2018. Changes in 

revenue growth over a fiscal year have often proven to be unpredictable. 

The State ended FY 18 with a general fund balance of approximately 

$750 million. While this carryover balance will help to support the increasing costs of 

State programs, it remains a concern that State expenditures are still projected to 

exceed revenues until FY 21. The State's commitments to fund its unfunded pension 

and OPEB liabilities and collective bargaining increases have significantly impacted the 

operating budget. 

For many programs, federal funding has become uncertain or nonexistent. 

Consequently, the State must support the costs of federal programs which th.e State 

deems critical when federal funding has been reduced or discontinued. The impact of 

significant federal fund reductions is twofold, as the State will bear the economic impact 

of the reduced funding while providing additional funds for federal programs. 

The constant instability in Congress adds another layer of uncertainty. Although 

most major federal programs have been funded through the current federal fiscal year, 

many discretionary and mandatory programs are operating on a continuing resolution. 

Problems could arise should a continuing resolution or federal FY 19 funding not be 

passed by Congress in a timely manner. 

There are many competing demands for State resources, and providing the 

necessary funding for fixed costs and entitlements (i.e., debt service, pension and 

retirement benefits, Medicaid) and priority needs such as schools, housing, health and 

human services often leaves little for other programs. There are many pent-up 

demands, often for programs which are still rebuilding after suffering the impact of the 

Great Recession. It has been a gradual process to restore these programs, many of 

which provide essential services and have been unable to fulfill the full scope of their 

statutory responsibilities. 
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These factors reinforce the continual need to be fiscally prudent and responsible 

with our expenditures to ensure the State's fiscal stability t�rough FB 2019-21 and 

beyond. We must control our expenditures to prepare, to the extent possible, for 

uncertain revenue collections and reductions in federal.funds, while supporting the 

increased cost of our daily operations. 

We continue to work to align resources to address our most critical issues and 

better serve the public. As such, the Executive Budget proposes limited general fund 

appropriations for FB 2019-21 beyond those for non-discretionary costs. 

Ill. BUDGET TRANSPARENCY 

To increase budget transparency, departments were instructed to review their 

FY 19 operating budget details for items which did not align with anticipated 

expenditures. Requests are included to correct the following: 

• Negative adjustments;

• Underfunded, unfunded or unbudgeted positions; and

• Specific budget line items which do not align with anticipated expenditures.

Section 37-74(f), Hawai'i Revised Statutes (HRS), and Section 63 of Act 49, 

SLH 2017, as amended by Act 53, SLH 2018, prohibit funds to be expended to fill a 

permanent or temporary position for the lowest level of a program if the filling of that 

position causes the position ceiling for that level of the program to be exceeded with 

specified exceptions. "Position ceiling" is defined as the maximum number of 

permanent and temporary positions that an expending agency is authorized for a 

particular program. 

As such, all departments were instructed to specifically review their unbudgeted 

positions to determine which were critical and should continue as budgeted positions. 

Because the unbudgeted positions are currently funded, only cost neutral requests (i.e., 

trade-off/transfer requests with related increases in permanent or temporary position 

counts) were allowed. 
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Hence, the Executive Budget includes requests to convert such unbudgeted 

positions to budgeted positions. Many other unbudgeted positions are still under review 

by their respective departments and may take longer to convert depending upon the 

types of positions. 

IV. REVENUE PROJECTIONS AND REVENUE COLLECTIONS

At its September 6, 2018 meeting, the COR maintained its general fund tax

revenue growth projection for FY 19 of 5.0 percent. The COR expects slightly lower 

growth for FY 19 following the robust growth of FY 18 of 7.6 percent, 0.3 percent higher 

than the COR had projected. For FY 20 through FY 24, the COR projected 4.0 percent 

growth annually. In addition, the COR forecasted growth of 4.0 percent for FY 25, 

which was not previously projected. 

While the COR believes that Hawai'i's economy continues to be strong, it is 

uncertain about the future. The Council raised concerns about the economy reaching 

the end of its expansionary cycle during the seven-year budget window and other 

international, national and State events affecting Hawai'i's economy. However, it also 

noted that visitor arrivals and expenditures, job counts and construction activity 

continued to be strong. 

Preliminary actual general fund tax revenue growth for FY 19 is approaching the 

5.0 percent growth rate projected by the COR, coming in at 4.8 percent through 

November 2018. However, growth for the first four months of FY 19 has been uneven, 

with two months at less than 1 percent, then an uptick to 3.8 percent in October 2018 

and another uptick to 4.8 percent in November 2018. A major concern is that general 

excise tax revenue growth still lags at 2.2 percent for November 2018 while growth for 

September and October was negative. 

Given inconsistent revenue collections and lagging general excise tax collections 

to date, the Administration, with an abundance of caution, has based the Executive 

Budget for FB 2019-21 and the Program and Financial Plan for the period 2019-25 on a 
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3.5 percent growth rate for FY 19. This growth rate was in line with revenue collections 

through October 2018, which was 3.8 percent, at the time decisions were being made 

on the Executive Budget. 

V.a) THE FB 2019-21 OPERATING BUDGET

The development of the Executive Budget for FB 2019-21 began with an 

operating base budget amount for each department, equivalent to its FY 19 

appropriation, less non-recurring expenses, plus collective bargaining (except for 

federal and other federal funds) and other adjustments, as applicable. These base 

budget amounts were adjusted by requests that included: 

• Governor's initiatives;

• Trade-offs and transfers and conversion of unbudgeted positions to align the budget

with current operational requirements;

• Select fixed costs and entitlements;

• Federal funds based on anticipated grant awards;

• Health and safety or immediate requirements of court orders or federal mandates;

• Full-year funding for new positions;

• Restoration of budget items which had been identified as non-recurring by the

Legislature; and

• Other sustainable and reasonable requests necessary for program implementation.

For FB 2019-21, the budget includes $15.475 billion in FY 20 and $15.699 billion 

in FY 21 from all means of financing (MOF) for operating costs. This represents 

increases of $1.037 billion (7.2 percent) and $1 :251 billion (8.7 percent), respectively, 

over the current level appropriated for FY 19 in Act 49, SLH 2017, as amended by 

Act 53, SLH 2018. Of these amounts, the net request for general funds is $8.046 billion 

in FY 20 and $8.295 billion in FY 21, resulting in increases of $534.1 million 

(7.1 percent) and $783.0 million (10.4 percent), respectively. 
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A department by department summary of what is contained in the Executive 

operating budget can be found in "The FB 2017-19 Executive Biennium Budget� 

Budget in Brief" that is available on Budget and Finance's website at 

www. budget. hawaii. gov/budget/. 

V.b) THE CAPITAL IMPROVEMENTS PROGRAM BUDGET

For the GIP budget, a total of $2.021 billion in FY 20 and $1.483 billion in FY 21 

has been recommended. Of these amounts, the requests for G.O. bonds total 

$978.2 million and $731.5 million, respectively. 

The Executive Budget for FB 2019-21 GIP requests reflect our Administration's 

core values. A significant amount of the requested G.O. bond funds are for projects to 

address health and safety, capacity, equity and program support issues at our public 

schools. We have also requested funding to convert 22 classrooms statewide to 

pre-kindergarten classrooms. 

There are many UH system projects that will provide needed improvements for 

health and safety and program needs. Other requests support our Administration's 

priorities of providing affordable housing and our Sustainable Hawai'i Initiative. To 

continue our efforts to relocate the O'ahu Community Correctional Center, funds have 

been requested to pursue alternative financing for the project. 

We are requesting $125 million for a State match to a $345 million federal 

appropriation for a flood mitigation project along the Ala Wai Canal. We are in 

negotiations with the City and County of Honolulu and the US Army Corps of Engineers 

regarding project implementation. 

Ultimately, all of the requested projects are necessary to maintain and improve 

our State facilities and resources to allow our programs to better serve Hawai'i's people. 

It makes good financial sense to address these priority needs while our bond rating is at 

its highest, which will help reduce debt service costs. 

A department by department summary of what is contained in the Executive GIP 

budget can be found in "The FB 2019-21 Executive Biennium Budget - Budget in Brief" 

that is available on Budget and Finance's website at www.budget.hawaii.gov/budget/. 
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VI. THE MUL Tl-YEAR GENERAL FUND FINANCIAL PLAN

The general fund financial plan shown on Attachment A is based on the COR's

September 6, 2018 general fund tax and non-tax revenue projections discussed 

previously. Also included in the revenue section are other non-tax revenues not 

reflected in the COR's non-tax revenue projection and estimated revenue impacts from 

various Administration measures that we will be submitting. 

In the expenditure section, the financial plan reflects anticipated expenditures 

based on the FB 2019-21 Executive Biennium Budget, Judiciary's Biennium Budget, 

Office of Hawaiian Affairs' Biennium Budget and continuation of FY 18 funding levels for 

the Legislature. Additionally, the expenditure section reflects various specific 

appropriation measures that the Administration will also be submitting. It should be 

noted that no set-asides are included in the financial plan for future collective bargaining 

requirements beyond the current contracts. 

As can be seen, the ending fund balances based on the COR's projected growth 

of 5.0 percent for FY 19 (which is just above the dotted line) declines from 

$750.3 million in FY 19 to $582.6 million in FY 20 (the first year of the biennium) then 

rises steadily thereafter. Looking two lines up at the "Revenue Over (Under) 

Expenditure" line, you can see that the cause of the initial decline in the ending fund 

balance is annual expenditures exceeding annual revenues for FY 19 and FY 20. 

The adjustment below the dotted line reflects the estimated revenue loss if 

revenue growth for FY 19 was 3.5 percent rather than 5.0 percent. As indicated 

previously, decision-making on the Executive Budget was based on this lower level of 

revenue growth. At the 3.5 percent growth level, the projected fund balances declines 

from $750.3 million in FY 18 to a low of $267.8 million in FY 21, increases slightly to 

$290.7 million in FY 22, and rises thereafter. Looking at the "Revenue Over (Under) 

Expenditure" line, annual expenditures exceed annual revenues from FY 19 through 

FY 21. 
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Based on the COR's January projections, the Administration may be submitting 

budget message adjustments to: reduce amounts requested if the January projections 

for FY 19 are substantially below 3.5 percent; or to provide for selected additional 

requests if projections are around the 5.0 percent level. The COR will be meeting on 

January 9, 2019 to review its revenue projections. 

VII.a) THE GENERAL FUND EXPENDITURE CEILING

By law, general fund appropriations must comply with the expenditure ceiling 

requirements that are set forth in Section 9 of Article VII of the State Constitution and 

Section 37-92 of the HRS. 

At the aggregate level that includes all branches of government, the total 

proposed appropriations from the general fund are within the expenditure ceilings for 

both FY 19, FY 20 and FY 21. 

For the Executive Branch, total appropriations from the general fund (which 

include the Executive Budget for FB 2019-21 and other specific appropriation measures 

to be submitted) are also within the Executive Branch's appropriation ceiling for FY 19, 

FY 20 and FY 21 . 

A summary statement on the General Fund Expenditure Ceiling and Executive 

Branch Appropriation Ceiling is included as Appendix 1. 

Vll.b) TAX REFUND OR CREDIT AND DEPOSIT TO THE EBRF . 

Article VII, Section 6, of the Hawai'i State Constitution, requires that whenever 

the State general fund balance at the close of each of two successive fiscal years 

exceeds 5 percent of general fund revenues for each of the two fiscal years, the 

Legislature must provide for a tax refund or tax credit to the taxpayers of the State or 

make a deposit into one or more emergency funds, as provided by law. 

Section 328L-3, HRS, provides that whenever general fund revenues for each of 

two successive fiscal years exceeds revenues for each of the preceding fiscal years by 

5 percent, 5 percent of the general fund balance shall be deposited into the EBRF. 
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For FYs 17 and 18, general fund balances were greater than 5 percent of general 

fund revenues. FY 17 general fund revenues did not exceed the previous year's 

revenues by 5 percent or more and FY 18 general fund revenues exceeded the 

previous year's revenues by 5 percent. Accordingly, the 2019 Legislature must provide 

for a tax refund or tax credit or appropriate general funds for the prepayment of either or 

both of: 1) debt service; or 2) pension or OPEB liabilities; but need not make a deposit 

into the EBRF. 

Vll.c) THE DEBT LIMIT 

Section 13 of Article VII of th.e Hawai'i State Constitution places a debt limit on 

G.O. bonds that may be issued by the State. It has been determined that the total 

amount of principal and interest calculated on: a) all bonds issued and outstanding; 

b) all bonds authorized and uriissued; and c) all bonds proposed in the Executive

Supplemental Budget (including State guaranties) will not cause the debt limit to be 

exceeded at the time of each bond issuance. 

The Declaration of Findings with respect to the G.O. bond debt limit is included 

as Appendix 2. 

In summary, the FB 2019-21 Executive Biennium Budget and multi-year general 

fund financial plan reflect the Administration's continued commitment to manage with 

the State's near- and long-term obligations, meet federal and State mandates, and 

improve operations to deliver needed public services. The lge Administration will 

collaborate with the Legislature on a continual basis during the 2019 Session 

deliberations to shape the State's future. 

Thank you again for the opportunity to make this presentation. 

Attachments 






















