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STATE OF HAWAII

DEPARTMENT OF TAXATION
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SENATE COMMITTEE ON WAYS AND MEANS
HOUSE COMMITTEE ON FINANCE

BUDGET BRIEFING TESTIMONY

TESTIFIER: Frederick D. Pablo

DATE: January 4, 2012
TIME: 1:30 pm
ROOM: State Capitol Auditorium

MISSION STATEMENT

Please provide your department's mission statement.

Our mission is to administer the tax laws for the State of Hawaii in a consistent, uniform, and
fair manner.

CONTEXT

Please provide a brief discussion of how current economic and fiscal conditions are affecting
your department's operations.

As we entered into Fiscal Year 2012, our State was in the midst of one of the most difficult
economic periods in its history. Our recovery from the Great Recession was slowed by the
instability in the nation and worldwide economies.

By working together, the Abercrombie Administration and the Legislature closed a projected
$1.2B budget shortfall for the biennium. Among the reductions required to close this gap, all
Executive Branch agencies, including the Department of Taxation (DOTAX), took across the
board labor savings reductions of 5%.

As all State agencies absorbed deep cuts in the past few years, the Abercrombie Administration
acknowledged that agencies could not absorb further horizontal reductions. Thus, a 2011
Program Review was initiated to identify specific general fund reductions that were consistent
with the administration's efforts to reprioritize State government.

The 2011 Program Review entailed a detailed process of examining all government activities,
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weighing all relevant facts, and making difficult decisions between competing interests.
Fortunately, the administration recognized that DOTAX had suffered severe reductions in the
past few years and that reducing funding to DOTAX at a time when revenue collection is a
priority would not be in the public's best interest. In August 2011, the DOTAX was informed
that it did not bear further reductions as a result of the 2011 Program Review. In September
2011, the hiring freeze on general funded civil service positions was lifted.

In Fiscal Year 2012, DOTAX committed substantial resources to closing out its contract with CGl
Technologies and Solutions, Inc. DOTAX is working closely with the CIO on a plan to modernize
its systems.

Additionally please identify programs that are facing a "funding cliff" due to a reduction in
AARA funds or other anticipated loss of any other federal funds. Please indicate whether the

department has a reason to believe that a significant loss is likely and discuss the impact.

The Department does not have any programs that are facing a "funding cliff" due to a reduction
in AARA funds or other anticipated loss of any other federal funds.

ALTERNATIVES CONSIDERED

Please discuss any actions your department has undertaken in the following areas:
e Generating additional revenue for the state

The Executive Supplemental Budget includes two DOTAX requests to enhance revenues for the
State.

Department Priority #1 — Expand the Electronic Filing Program

DOTAX requests $1.4M per year to expand its electronic filing program. This funding will allow
taxpayers to electronically file tax returns and remit payments at no cost to the taxpayer. The
current $1 fee per electronic payment serves as a deterrent for some taxpayers, and does not
support DOTAX's goal of increasing electronic filing. Encouraging more electronic filing and
payment will help DOTAX reduce its processing backlogs and expedite deposit of funds.

Department Priority #2 — Compliance Positions and Expenses

DOTAX request $339K for Fiscal Year 2013 and $486K thereafter for compliance positions and
expenses. This requests includes ten (10.0) permanent positions and four (4.0) temporary
positions and employee related expenses and expenses for training, subject matter experts,
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out-of-state travel for audit.

This request includes direct revenue generating positions (6.0 permanent Tax Return
Examiners, 1.0 permanent Delinquent Tax Collections Assistant, 1.0 temporary Tax Clerk) and
supporting positions (3.0 permanent and 3.0 temporary taxpayer services) for neighbor islands.
The neighbor island taxpayer services sections have been short staffed. These shortages
required the help of revenue generating positions in Office Audit, Field Audit and Collection
Sections, reducing their productivity.

o Shifting general funded operational cost to non-general funds

DOTAX charges cost in administering Hawaii tax laws by utilizing special funds, where
appropriate. DOTAX has two special funds under its management —

1) The Tax Administration Special Funds, HRS §235-20.5. DOTAX is authorized to offset
the cost of issuing certain comfort rulings, the administration of certain tax credits,
and the administration of the Special Enforcement Section through the use of this
special funds; and

2) The Cigarette Tax Stamp Administrative Special Fund, HRS §245-41.5. DOTAX is
authorized to offset the cost of tax stamps and the administration of cigarette tax
stamp program.

e Consolidation of elimination of programs within your department

DOTAX reviews its operations on an on-going basis to identify potential reorganizations to
effectively and efficiently achieve program objectives.

¢ Reduction of services

DOTAX provides core government services. Given the significant reductions that DOTAX has
already absorbed, DOTAX does not propose any further reductions of service.
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