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TESTIMONY BY GEORGINA K. KAWAMURA
DIRECTOR, DEPARTMENT OF BUDGET AND FINANCE
STATE OF HAWAII
TO THE HOUSE COMMITTEE ON FINANCE
ON
HOUSE BILL NO. 1733

February 18, 2009

RELATING TO INTEREST

House Bill No. 1733 pmvides for the temporary transfer into the general fund of
interest earned on short-term investment of moneys of certain special funds, revolving
funds and special accounts for Fiscal Years 2010 to 2015.

VWe support moving this bill forward to foster continued discussions. During these
difficult dmes and considering the grave fiscal condition we are facing, all options must be
kept open. While it is recognized that this bill may be unpopular, we will need to make
difficult decisions to address our budget shortfall and ensure the fiscal health of our State.
We defer discussion of the impact of this bill on individual special funds to the deparuments.

Based on Fiscal Year 2008 revenues, interest earnings from all special and revolving
funds were approximately $123 million. Of this amount, approximately $24 million was
from the Department of Business, Economic Development and Tourism and $64 million
from the Depariment of Transportation. It should be noted that use of Department of
Transportation reverues may be limited due to federal, bond covenant and other statutory
requirements. However, interest earnings are expected 1o be less in Fiscal Year 2009
because the average yield on investments has declined - it was 4.39% in Fiscal Year 2007,

4.08% in Fiscal Year 2008 and it is projected o be 3.00% in Fiscal Year 2009.
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TO THE HONORABLE MARCUS R. OSHIRO, CHAIR, MARILYN B. LEE, VICE CHAIR,
AND MEMBERS OF THE COMMITTEE:

My name is Lawrence Reifurth, Director of Commerce and Consumer Affairs

(“DCCA” or the “Department”). The Department has concerns about H.B. No. 1733.

H.B. No. 1733 proposes to temporarily transfer into the general fund, the interest

earned on “short-term investments” of certain special funds, revolving funds, and

special accounts over the period of FY 2010 through FY 2015. The bill identifies:

(1)

the Department’'s Compliance Resolution Fund, the Insurance

the Loss Mitigation Grant Fund);

176 funds and accounts administered by executive agencies, (including

Commissioner’s Education and Training Fund, the Special Drivers

Education Fund account, the Captive Insurance Administrative Fund, and
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(2) 44 funds and accounts administered by the University of Hawaii; and

(3) Seven funds and accounts administered by the Judiciary;
from which the interest from “short-term investments” will be transferred into the general
fund. The Department is concerned about the consequences of such transfers.

The Department understands and appreciates the economic and fiscal
challenges with which the Administration and Legislature must contend. The
Department also appreciates the need to find savings and other sources of revenues to
help balance the general fund. However, the investment monies that the measure
proposes to transfer from the CRF and its related trust funds to the general fund
arguably belong as much to our customers as the underlying funds which have been
invested. As such, the proposed transfer could raise issues under the recently decided
case of Hawai'i Insurers Council v. Lingle, and | urge you to consult with the Attorney
General before proceeding with the proposal.

According to the Department of Budget and Finance, DCCA’s investment pool
interest income for the first seven months of FY09 is less than $500,000 (presumably
due in large part to the poor performance of investments over this period). It may,
therefore, be fair to assume that the value of the Department’s FY09 investment income
will be less than $1 million.

As a result, the Department’s concerns are less focused on our practical ability to
withstand the loss of the expected revenues (if these were the only monies to be

transferred from the CRF over the same time period), as it is the principle that our
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customers’ money should continue in the service of our customers, and the legal issues
that could be raised by HIC v. Lingle.

Thank you for the opportunity to submit testimony.
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House Bill 1733 would temporarily transfer of interest from certain special funds, revolving
funds, and special accounts to the general fund. The Department of Land and Natural Resources'
(Department) comments are restricted to those special funds under its purview. While the
Department is sensitive to the State's difficult economic situation and as such, amicable to
temporary funding source options to help balance the budget, the Department nonetheless raises
the following concerns it has with this measure.

The Department's general fund budget was reduced by $1.38M last legislative session. This
reduction was compounded with a 4% general fund budget restriction ($1.3M) imposed by the
Administration. Just recently, the Department was instructed to restrict another 2% ($650,000+)
on their general fund spending. The Department notes that its 2010-11 Biennium Budget request
proposes an additional $6.4M reduction in general funds. The Department has explored
supplementing the loss of general funds with federal funds and special funds, as alternative
funding sources, to continue the Department's efforts and initiatives to protect, preserve and
enhance the quality of our state’s natural and cultural resources which directly affect the quality
of life for our residents and form the basis for our tourism economy.

Specifically, with regard to the Sport Fish Special Fund, this Fund contains monies derived from
the sale of freshwater game fish licenses sold by the Department. These monies are then used to
support the Department’s Sport Fish Program, including the management of public fishing areas
such as those at Kokee, Kauai, Lake Wilson and Nuuanu Reservoirs on Oahu, and many other

projects.

The Department notes that an exemption from central services and administrative fees was
obtained by way of Act 86, Session Laws of Hawaii 2002, because the fee assessment would
jeopardize the receipt of over $2M in federal funds to the State (currently $3.4M for the most



current federal fiscal year). Federal law (§80.4, 50 CFR Ch 1-F, Part 80) prohibits the diversion
of any funds from license fees or any interest derived there from, paid by fishermen for any other
purpose than the administration of the State’s fish and wildlife agency.

Implementing the provisions of this bill would run counter to federal law, and could jeopardize
over $3.4M in federal funds that the State can ill afford to forego under current economic

circumstances.
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HOUSE BILL NO. 1733
RELATING TO INTEREST

Chairperson Oshiro and Members of the Committee:

Thank you for the opportunity to testify on House Bill No. 1733, which provides
for the temporary transfer of interest from certain special funds, revolving funds, and
special accounts to the general fund. The Department of Agriculture provides

comments.

In Fiscal Years 08 and 07, special funds and accounts held by the Department of
Agriculture (DOA) earned $365,000 and $250,000 in interest respectively. The
Agribusiness Development Corporation earned approximately 1/3 of the total interest in
each of the two fiscal years. The DOA’s animal quarantine and pesticide use revolving
fund earned approximately 30%-33% in each of the two fiscal years. The remaining 1/3
came from interest earned in the irrigation, agricultural parks, and other, miscellaneous

funds and accounts.

For certain funds and accounts, interest earned represents a significant amount
of funding that contributes to the operation of the program. While we understand the
need to explore all possible sources of funding in these serious economic times, we are
concerned that an “across the board” transfer of interest could have unintended

consequences.
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Chair Oshiro, Vice-Chair Lee and committee members, thank you for the opportunity to
testify on HB 1733.

The State Procurement Office (SPO) submits testimony limited to SECTION 2, item (16)
Surplus federal property revolving funds—section 103D-1107, HRS. The Surplus Property
Management Program, AGS 244, operates on funds accumulated from service charges deposited,
invested or used in accordance with §103D-1103 based on the Federal Property and
Administrative Services Act of 1949. Program funds cover direct and reasonable indirect cost of
operating the State Agency for Surplus Property (SASP); equipment for the SASP; maintain a
reasonable working capital reserve; rehabilitate surplus property, including the purchase of
replacement parts; and pay for cost of audits. All funds collected from service charges, or from
other sources such as interest, are solely for the operation of the SASP and the benefit of
participating donees. “Donees” include public agencies, nonprofit educational and public health
activities, nonprofit and public programs for the elderly, public airports, educational activities
and homeless programs.

The SPO requests that item (16) on page 3, lines 9 and 10 be deleted.

Thank you.
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Chair QOshiro and Members of the Committee:

The Department of the Attorney General recognizes the current
figcal difficulties; however, we note that this bill will reduce the
amount ©of funds available for programs adminlstered by the Department
of the Attorney General, and to that extent it will have a negative

effect on those programs.
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Department:

Person Testifying:

Title of Bill:

Purpose of Bill:

Department's Position:

Date: 02/18/2009

Committee: House Finance

Education
Patricia Hamamoto, Superintendent of Education
HB 1733 RELATING TO INTEREST.

Provides for the temporary transfer of interest from certain special funds,

revolving funds, and special accounts to the general fund.

The Department of Education opposes this measure.

The Department receives interest from the state's investment pool
earnings. The interest is credited to each respective special, trust or
revolving fund.

The impact of this bill would be to reduce the Department's special funds,
trust funds and revolving funds by $1.7 million annually. With budget
reductions and restrictions already being implemented, the Department
cannot support such further reductions. Details are on the attached
schedule.

Thank you for this oppportunity to provide testimony.




Investment Pool interest Eamed
as of June 30, 2008

Appm Programs ™ A Sept oct Nov Dec Jan Fob Mar A May TOTAL —]
s301 HI Schoots 84.12 186,30 .13 %363 94.30 16740 000 183,03 0.00 167.37 000 1,092.28
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Appim 345 (Federal Revenus Maximization Revolving) and Appm 352 (Felix Response Team Title V-E)
are not included ss they are curmently not pastoipating in investment pool. Thelr cash receipts as of

6/30/08 are $576,573 and $4,1560, respaciively.

JRUST FUNDS

Apprn 938 (Office of Hawsiian Affairs) and Appm 938 (Alu Like Program) are aiso not incfuded as
they ere ly not participating in the investment pool. Their cash receipts as of 6/30/08 are

$47,622 and $90,227, respectively.
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HB 1733 — RELATING TO INTEREST
Chair Oshiro, Vice Chair Lee, and Members of the Committee:

This bill provides for the temporary transfer of interest from special funds, revolving funds,
and special accounts to the general fund.

Under current law, the University retains all interest earned on its special and revolving
funds. Passage of this bill will require that from July 1, 2009 until June 30, 2011, the
president of the University of Hawaii shall transfer to the director of finance any interest
earned on moneys of its special and revolving funds.

In many cases interest earnings are a significant portion of a program’s operating revenue
and the loss of these earnings would have a severe impact on program finances.
Additionally, there may be legal issues associated with the transfer of interest earnings to
the general fund. The University’s special and revolving funds including interest earnings
are pledged as security to University revenue bondholders. The transfer of interest may be
a violation of existing bond covenants.

Accordingly, the University wished to express concern regarding the foregoing impact and
aspects of this measure.

Thank you for the opportunity to provide this testimony.
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The HHFDC has the following comments on H.B. 1733 as it relates to our special and
revolving funds. H.B. 1733 would transfer to the General Fund, from FY 2010 through
FY 2015, all investment interest earned by the Housing Finance Revolving Fund, the
Kikala-Keokea Housing Revolving Fund, the Pineapple Workers and Retirees Housing
Assistance Fund, the Rental Assistance Revolving Fund, the Dwelling Unit Revolving
Fund, and the Fee Simple Residential Revolving Fund.

The HHFDC is funded solely by its special funds, which cover all of the agency's
administrative expenses, including personnel costs, and fringe benefits. Of the listed
funds, only the Housing Finance Revolving Fund, Rental Assistance Revolving Fund,
Dwelling Unit Revolving Fund, and Fee Simple Residential Revolving Fund earn
investment interest. Transferring investment interest to the General Fund would affect
the amount of funds available for financing assistance to affordable housing efforts.

We also note that by the terms of Act 203, Session Laws of Hawaii 2007, any remaining
balances in the Pineapple Workers and Retirees Housing Assistance Fund lapse into
the General Fund on June 30, 2009.

Thank you for the opportunity to testify.
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Chair Oshiro, Vice Chair Lee and Members of the House Committee on Finance.

The High Technology Development Corporation (HTDC) would like to provide
comments on this measure. but only as it relates to HTDC which is found in Section 2 (a) (67)
High technology special fund -- section 206M-15.5. HRS: and (68) Hawaii technology loan
revolving fund -- section 206M-15.6. HRS.

However, as submitted in previous testimonies on the State budget, while HTDC supports
efforts to balance the budget in these critical and difficult economic times. we want to again
inform the commiittee that HTDC operates on special funds from its operations. Since the mid-
1990°s the HTDC or high technology special fund has been used to cover payroll and fringe
benefits for all its non-federal funded staff at a rate of 50%-75%. As a result of this and
continuing budget reductions, our special fund financial projections which we previously
submitted. reveal that our agency will become insolvent in 5 years. To manage these budget
reductions, we have over the years reprogrammed and reduced personnel costs through position
abolishment and position vacancies; however, slowly and in 3-4 years we project our special
fund balance which covers personnel salaries and benefits and program operations including the
innovation/incubation centers will be depleted (deficit balance). Currently, only the remaining
non-special funded salaries (25% to 50%) and the Small Business Innovation Research
Grant/Small Business Innovation Technology Transfer Grant Program are covered through
general fund appropriations. There are no general funds to cover other operating expenditures.

We are hopeful that other future opportunities the legislature is considering such as a tech
park or innovation center on Oahu will allow us to balance our program and facilities operations.
Particularly. since in 6 years the land lease with the University of Hawaii for HTDC’s flagship
project. Manoa Innovation Center, will expire. While the legislature’s resolution passed in 2008
recommended extending the Manoa Innovation Center land lease for 5 years. we also understood
from the University that they will require the space for office and administrative use.

Thank you for the opportunity to submit this testimony.
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Wednesday, February 18, 2009, 2:30 PM
House Committee on Finance, Conference Rm. 308
Testimony Supporting HB 733
Tax Refund Deposits

Dear Chair Oshiro and Committee Members:

The Hawai'1 Alliance for Community Based Economic Development
(HACBED) is submitting testimony in support of HB 733.

HB 733 prohibits a tax preparer from designating their personal or
business account for direct deposit of a tax refund rather than their
client’s account. This is an appropriate safeguard to protect taxpayers
and insure that their refunds go to their direct benefit.

Tax refunds are an important opportunity for families to build assets
for several reasons:

e Tax refunds are often the only time when families have a
significant amount of disposable income.

e Research shows that allowing the splitting of refunds increases
saving, especially those that have never previously saved any of
their refunds.

This bill would insure that taxpayers with a refund have direct control
over their asset building opportunity. Thank you for this opportunity
to testify.

Sincerely,

Brent Dillabaugh
Policy Coordinator
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Testimony on HB 1733, “Relating To Management of State Funds”

The American Heart Association opposes cuts to state tobacco prevention, education
and cessation services.

The American Heart Association maintains a national policy not to accept government
funding, instead relying on the support of private donors to support its lifesaving
mission. Under that policy, the AHA has never received funds from Hawaii’'s Tobacco
Trust Fund. lts role in regards to state funding is that of a watchdog, insuring that the
state properly invests the funds that are intended to limit taxpayers’ subsidization of
the tobacco industry.

When the state settled its law suit against the tobacco industry in 1998, the funds the
industry agreed to pay the state were intended to help offset the years of economic
and health damage that the industry’s products inflicted on the Hawaii public. Hawaii
taxpayers subsidize healthcare costs and lost productivity originating from the use of
tobacco products by over an estimated half-billion dollars each year. Admirably, Hawaii
lawmakers at the time wisely saw to invest 25 percent of those dollars received from
the industry into tobacco prevention, education and cessation programs to begin to
curtail those losses inflicted on the public. Unfortunately, following the attacks on New
York’s World Trade Center and the Pentagon, legislators felt the need to cut that
investment in half to fund the construction of the UH medical school. Since then, the
amounts being invested annually in tobacco control have continued to be whittled
away through administration fees, enforcement allocations to the attorney general’s
office, and additional operational funding allocations to the medical school. To date,
Hawaii has never met the Centers for Disease Control's recommended minimum
levels of annual investment in tobacco-control funding (estimated at $10 to $15 per
capita annually). Successes in reducing tobacco use among both adults and children
have occurred through the strong efforts of community organizations, however, one
must wonder how much further along the state might have been had it maintained its
original funding commitments to tobacco control.

A key point to contemplate is that tobacco-control program funding received
through the States Tobacco Industry Master Settlement Agreement cost taxpayers
nothing. It is covered by the tobacco companies. However, cuts to that funding
to redirect it to other programs or services will costs taxpayers dearly.

Experiences in other states that have curtailed funding to successful tobacco
prevention programs have shown that hard fought gains in smoking rate reductions
can quickly be reversed if commitment to those programs is not maintained. The
tobacco industry continues to market and advertise its products to potential new young
nicotine addicts, investing over an estimated $40 million each year in Hawaii alone.
Further cuts in tobacco-control funding will allow the tobacco industry to run roughshod
through our communities with limited response from the state.

Please remember the American Heart Association in your will or estate plan.
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Hawaii prides itself in having one of the most progressive healthcare systems in the
nation. With employers covering the vast majority of employee healthcare costs
through state law, that system will be hard pressed to stay viable should smoking rates
be allowed to again climb to levels that once existed. More importantly, the social toll
on Hawaii families that increases in tobacco use rates would have will be far more
damaging.

Think of the amazing changes we have witnessed over the last 10 years in our social
environment thanks to wise investment and use of tobacco settlement funds. Adult
smoking has dropped from rates in the mid-20s to a rate of almost 15 percent; youth
smoking rates have dropped by over half to below 10 percent; and smoking in most
workplaces is virtually non-existent. This generation is perhaps the most cognizant of
the dangers of tobacco use of any in our state’s history.

Now is not the time to reverse course on one of the most successful health success
stories in our islands’ long history. Now is the time to stay committed, celebrate that
success and see this journey of enlightenment through to its full fruition.

The American Heart Association strongly urges legislators to stay the course on
tobacco control and maintain current levels of investment in the public’s health.

—

Respectfully submitted,

/3. e

Donald B. Weisman
Hawaii Communications and Marketing/Government Affairs Director
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Committee on Finance
Representative Marcus Oshiro, Chair
Representative Marilyn Lee, Vice Chair

Hearing:
2:30 P.M., Wednesday, February 18, 2009
Hawaii State Capitol, Room 308

RE: HB1733, Relating to Interest
TESTIMONY IN OPPOSITION OF CERTAIN PROVISIONS

Chair Oshiro, Vice Chair Lee, and members of the Committee on Finance. My name is George
Massengale and I am the Director of Government Relations with the American Cancer Society
Hawaii Pacific Inc. Thank you for the opportunity to testify in opposition to certain provisions of
HB1733, which provides for the temporary transfer of interest from certain special funds, revolving
funds, and special accounts to the general fund.

The American Cancer Society Hawaii Pacific Inc., was founded in 1948, and is a community-based,
voluntary health organization dedicated to eliminating cancer as a major health problem by
preventing cancer, saving lives, and diminishing suffering from cancer, through research, education,
advocacy, and service. This mission is consistent with the Society’s ambitious 2015 goals of
slashing the cancer mortality rate by 50%, reducing the incidence of cancer by 25%, and improving
the quality of life of cancer patients and survivors by reducing the pain and suffering that cancer
causes.

Three years ago the American Cancer Society strongly supported legislation that raised the cigarette
tax in Hawaii and allocated a portion of the new revenues into the Hawaii Cancer Research
Special Fund, the Communities Health Centers Special Fund, the Trauma System Special
Fund and Emergency Medical Services Special Fund. In addition the Society has strongly
advocated that more moneys should be utilized for Tobacco Control Prevention, Cessation,
and Education. Hawaii has never met the CDC’s recommended minimum level for tobacco control
funding.

We certainly acknowledge that the State is undergoing a significant and possibly long term economic
downturn. Numerous jobs have been lost, and many more will be lost. Many people will loose their health
insurance coverage. The roles of the underinsured and uninsured will climb. We need to ensure that
all of our citizens have access to health care and other programs that promote the public health.

The Society opposes the temporary transfers of interest from the following funds into the general fund:

American Cancer Society Hawai'i Pacific, Inc., 2370 Nuuanu Avenue, Honoluly, Hawaii 96817-1714
ePhone: (808) 595-7500 eFax: (808) 595-7502 e24-Hour Cancer Info: (800) 227-2345 ehttp://www.cancer.org



Tobacco enforcement special fund;

Cancer detection development revolving fund;

Cigarette tax stamp administrative special fund;

Community health centers special fund;

Trauma system special fund;

Emergency medical services special fund; .
Public health nursing services special fund;

Hawaii organ and tissue education special fund;

Hawaii tobacco settlement special fund;

Hawaii cancer research special fund. (From University of Hawaii funds)

Curtailing programs that rely on the aforementioned special funds will impact progress that is currently being
made in cancer research and treatment, access to primary health care and emergency services, and tobacco
control prevention, cessation and education. As our State’s economic crisis deepens we need to ensure that
we retain a viable public health safety net for all our people.

Mahalo for giving me the opportunity to provide testimony regarding our concerns to the committee. We
would ask that the special funds we have noted be excluded from the transfer of interest to the general fund.

Very truly yours,

"lrt
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George S. Massengale, JD
Director of Government Relations





