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Mayor Proposes FY15

At the beginning of Fiscal Year 2014 (FY14) the
Administration anticipated that the FY15 cost to provide
the same services, coupled with the higher than
expected salary and fringe benefit increases due to
collective bargaining agreements, would result in a
deficit of $156 million, assuming a three percent growth
in real property tax revenues. As a result, the
Administration cut $20 million from the FY14 budget and
aggressively began to review all expenses for the FY15
operating budget. In February 2014, the certified real
property assessments came in higher than expected.
However, in order to present a balanced budget as
required by law, the Administration still needed to make
cuts and adjustments to reduce the deficit and proposes
$46.6 million in new revenue to close the deficit gap.

The proposed operating budget for FY15 is $2.1 billion,
which is about $77 million more than last year’s Budget.
The proposed capital improvement program (CIP)
budget for FY15 is $640 million, which is about $5
million more than last year’s CIP budget. The budget
submittal reflects a commitment to cutting costs in the
face of over $50 million in salary and fringe benefit
increases projected for FY15 as a result of the collective
bargaining contracts while prioritizing new expenses and
initiatives to improve core services and plan for the
future.

The administration took a different approach to the
budget process and preparation for FY15. For the first
time, the administration chose to utilize zero-based
budgeting in appropriate departments primarily funded
by General Funds and Highway Funds. Rather than the
usual incremental budgets submitted in past years that
essentially duplicate appropriations from the prior year,
departments were instructed to examine each object
code and justify all expenditures. Departments were
required to explain how operations supported certain
expenditures and their failure to justify expenditures
resulted in reductions. In the capital budget, each capital
project in the pipeline was reviewed for priority, viability
and funding amount. All equipment requests were
similarly evaluated. An outcome of this more detailed
review of expenses led to a clearer understanding of
what department management needed to focus on in
order to improve operations, either by consolidation or
streamlining.

In an effort to right size city government, the
administration looked at a five-year history of hiring
patterns, vacancies, attrition, and vacancy cutbacks.
Each department identified which positions could be
deactivated, and the Managing Director determined the
number of deactivated positions. Over 618 full-time
equivalent (FTE) positions were deactivated, with salary
savings of $29 million. The administration also looked
at a five-year history of filing vacant positions, the
anticipated vacancies as of January 31, 2014, and the
departments’ progress made in filling vacant positions in
FY14. As a result of this aggressive review of
vacancies, the FY15 operating budget includes a new
Salary Provisional Account of $25 million, which is
necessary to ensure that core city services are
maintained.

Mayor’s Priorities for FY15

The Mayor’s priorities for FY15 remain focused on
repairing roads, enhancing bus service, building rail
better and planning for transit-oriented development,
maintaining sewer infrastructure and complying with the
Global Consent Decree, and improving our parks and
facilities. Over the past year, reducing homelessness
and increasing energy efficiency were added to the
priorities. These initiatives address core services and
strengthen the City’s infrastructure. The proposed
budget includes the following:

= Roads: $140 million in the CIP budget to
accelerate road reconstruction and $2 million in
the operating budget for road maintenance, to
improve the quality of the City’s roads and to lower
costs. During calendar year 2013, the City
improved 398 lane miles of roads.

= Bus Service: $1.5 million to enhance bus service
for Honolulu residents and visitors. Increased
revenue from exterior bus advertisements will
cover these costs.

= Transit-Oriented Development (TOD): $4.4
million in the operating budget to plan and conduct
studies linked to raill and bus integration,
multimodal systems, economic analysis of TOD
areas, and a bike share program in collaboration
with the State and private sector; and $20.3 million
in the CIP budget to plan for TOD in communities
surrounding the rail stations, acquire land for




bus/rail hubs, and develop complete streets. The
City has identified certain communities
surrounding rail stations that will benefit from
securing and implementing catalytic projects. TOD
is an investment in the future neighborhoods
surrounding rail.

= Sewers: $270 million in the CIP budget to meet
and stay ahead of mandated sewer maintenance
and improvement project deadlines as well as
sewer system upgrades to meet new demands for
service.

= Parks and Cultural Corridor: $65 million in the
operating budget for the Parks department and
$39 million in CIP to maintain and enhance the
City's parks, recreation and cultural facilities. $5
million is included to revitalize our iconic parks
such as Ala Moana Regional Park, Thomas
Square and a proposed cultural corridor around
the Neal S. Blaisdell Center.
Homelessness: $3 million in the operating
budget, which will allow the city to work with
nonprofit providers in offering wrap around
services to supplement the shelter component of
the City’s Housing First initiative and $18.9 million
in CIP for the acquisition of shelters consistent
with the Housing First program. Housing First is
the center of the City’s strategy to reduce chronic
homelessness.

= Energy Efficiency: $80,000 in operating and
$500,000 in CIP for energy efficiency and
sustainability initiatives. As an example of one of
its initiatives, the administration set a multi-year
goal of converting over 50,000 City-owned street
lights with LED fixtures, which use 40% less
energy, provide cost savings, and reduce the
City’s energy consumption.

Revenue from Traditional Sources

Resources to fund the operations of the City come from
the usual sources. Despite cost containment, right sizing
government by deactivating positions, and allowing for
modest increases in expenditures to meet priority
needs, these usual sources are not sufficient to balance
the FY15 operating budget. To address that budget
shortfall, the Mayor proposes four new sources of
revenue that are projected to bring in $46.6 million and
balance the budget.

Real property taxes continue to be the primary funding
source for the City; these revenues are deposited in the
general fund. These taxes, based on assessed values of
property, are determined by the rates set for each
category of property, including residential, hotel and
resort, industrial, agriculture, and commercial. Real
property taxes make up more than one-third of the
annual revenue to the City and at the current tax rates,

are expected to generate $894 million in FY15. This will
be about 7.5% higher than last year, and will

significantly close the gap between projected expenses
and sources of revenue. That increase, however, still
does not make up for the increases in the cost of
government and other sources of revenue are required
to ensure a balanced budget.

In addition to real property taxes, the next highest
sources of revenue are the sewer fees charged to users
of the City’s waste water collection system, followed by
motor vehicle weight tax, solid waste revenues primarily
from the sale of renewable electricity from H-POWER
and disposal fees, and federal grants. Other revenues
are expected to decrease, such as fuel tax, public utility
franchise tax, and public service company tax, as
consumers reduce their energy consumption.

Bridging the Gap between Expenses and
Resources

To make up the gap, the administration proposes the
following new revenue sources:

= Residential A Properties. The Council and the
Administration created the Residential A category
of properties at the end of 2013. These are
properties valued at $1 million or more and for
which the owner does not have a homeowner’s
exemption. The Administration proposes a
property tax rate for Residential A properties at
$5.50 per $1,000 of valuation. This is an increase
of $2 over the homeowner residential rate of
$3.50. At this rate, the Administration expects to
collect an additional $26.4 million from Residential
A property owners in FY15, which will be
deposited into the General Fund. Hotel and Resort
Properties. The administration proposes to
increase the tax rate for this classification of
properties by $1.00 to $13.40 per $1,000 of
valuation. This rate will generate $8.2 million more
for the General Fund.

= Trash Pick-up Fees. Bill 9 (2014) proposes to
restructure the fee schedule for the trash-pick up
services currently provided by the City. The new
schedule is designed to create fairness in the
collection of trash pick-up and to reduce the
subsidy currently funded by all property tax
payers. Most of these fees will not be instituted
until January 2015 resulting in the collection for
FY15 to be only half of the potential amount that
could be realized in the typical year going forward.
If approved as proposed, the Administration
expects to collect $10 million in fees in FY15,
which will be deposited into the Solid Waste
Special Fund.

= Bus Advertising. The City currently sells
advertising space on the interior of its buses. Bill
69 (2013) proposes to allow the City to also sell
advertising space on the exterior of its buses. The




Administration expects that it will take time for this
program to reach its full potential. As such, if
approved as proposed, the Administration
estimates exterior bus advertising would generate
$1.5 million in FY15, which will be deposited into
the Bus Transportation Fund and will be used to
expand bus services.

DPP Fees. Bill 70 (2013) proposes to raise
selected fees for permit and review services
performed by DPP. Fees for these services have
not increased in 10 years and the cost to provide
such services far exceeds the fees charged. If
approved as proposed, the Administration expects
to collect $500 thousand in FY15, which will be
deposited into the department's fee account,

City Council Hearing Schedule

Wednesday, April 16 (Mission Memorial Auditorium)
9:00 a.m. City Council — Morning Session
2:00 p.m. City Council — Afternoon Session

Tuesday, April 22

9:00 a.m. Public Safety and Economic Development
Chair Carol Fukunaga

10:30 a.m. Parks: Chair Joey Manahan

1:00 p.m. Executive Matters and Legal Affairs
Chair: Ron Menor

which is part of the General Fund.

FY2015 Operating Resources
($2.6 Billion)

Bus Transportation Revenues - 2.2%
Solid Waste Revenues - 5.1%
Licenses & Permits - 2.1%

Sewer Revenues - 12.8%

Other Revenues - 3.0%

Carry-Over - 22.1%

Real Property Tax - 35.2%

State Grants - 0.4%

Federal Grants - 3.8%

Transient Accommodations Tax - 1.6%
Public Service Company Tax - 1.9%
Charges for Services - 1.3%

Public Utility Franchise Tax - 2.0%
Motor Vehicle Weight Tax - 4.5%
Fuel Tax - 2.0%

Thursday, April 23
9:00 a.m.
1.00 p.m.
2:30 p.m.

Zoning and Planning: Chair lkaika Anderson
Transportation: Chair Breene Harimoto
Intergovernmental Affairs and Human

Resources: Chair Kymberly Marcos Pine

Friday, April 24

9:00 a.m. Budget: Chair Ann Kobayashi

1:00 p.m. Public Works & Sustainability:
Chair Stanley Ching

City Holidays

Friday, April 18 — Good Friday

Sunday, April 20 - Easter

FY2015 Operating Expenditures
($2.1 Billion)

Human Services - 4.2%

Culture-Recreation - 4.2%

Sanitation - 13.9%

Highways and Streets - 1.2%

Public Safety - 19.5%

General Government - 8.8%

Miscellaneous (FICA, EUTF, OPEB, etc.) - 18.1%
Debt Service - 18.9%

Mass Transit - 11.2%
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