MINUTES OF THE MEETING
INSTITUTIONS AND CULTURAL EDUCATION SUBCOMMITTEE
50TH LEGISLATIVE SESSION
January 13, 1987

The fifth meeting of the Institutions and Cultural Education
Sub~-Committee was called to order by Chairman Ron Miller on

January 13, 1987, at 8:10 a.m. in Room 202-A of the Capitol

Building.

ROLIL CALL: All members were present as were Keith Wolcott,
Senior Analyst for the Legislative Fiscal Analyst's Office
(LFA) as well as Julie Emge, Secretary.

VACANCY SAVINGS:

Dave Hunter, Budget Director from the office of Budget and
Program Planning (OBPP) spoke to the committee regarding the
executive's position on vacancy savings. He distributed

exhibit 1 explaining that the handout was a break-out of vacancy
savings by funding source.

Mr. Hunter suggested the committee could address some issues of
how vacancy savings is applied, if it is going to continue and
under what conditions. The executive applied a 4% vacancy savings
to all agencies regardless of size. He stated, it was applied

to all funds with the exception that vacancy savings was not
applied to elected officials. Vacancy savings was applied to
every position in the Governor's office excluding the Governor
and Lt. Governor, he advised, and in the Supreme Court, vacancy
savings was applied to administrative positions but not to the
justices or district court judges. He said the LFA has applied
vacancy savings to elected officials - the Governor, Lt. Governor,
Secretary of State, State Auditor, Public Service Commissioners,
etc. but has recommended to exempt Supreme Court Judges and
District Court Judges.

He recommended that the committee make one other exception by
exempting the faculty at the University System in terms of how
the formula is applied. A 4% vacancy savings was applied to the
support part of the formula but was not applied to the faculty
positions, Mr. Hunter said.

Keith Wolcott indicated that the LFA recommended the same in
regards to the University faculty.

Mr. Hunter informed the committee that a vacancy savings of
1.68% was suggested for prison guards based on historical
experience and that all posts must be covered.



Institutions and Cultural Education Subcommittee
January 13, 1987
Page 2

Mr. Hunter believed that the LFA does not apply vacancy savings
to agencies under 20 people, which include the LFA, the Environ-
mental Quality Council, the Consumer Council, and the Arts
Council.

He felt the committee should also address the question of a size
difference if vacancy savings was applied and if so what should
it be. The executive argument, he advised, is that vacancy
savings should be applied regardless of the size of the agency:;
if a very small agency does not have a vacancy savings, they
have a choice to request a supplemental as a way to fix the
problem and vacancy savings should be applied uniformly to all
agencies regardless of size. He stated they have real serious
concerns as to whether or not the pool concept will work.

Representative Menahan asked why there was a discrepancy between
the prison as opposed to Warmsprings, Boulder and Eastmont.

Mr. Hunter responded by questioning if the department has the
flexibility to deal with the total budget, can they cover shifts,
and is it as critical that they cover shifts in other institutions?
He contended that it isn't. He pointed out that the smaller amount
of turnover there is, the harder it is to meet the vacancy savings.

Representative Menahan was concerned that nothing was going to
be said about a vacancy savings being applied at Boulder and
at other developmentally disabled institutions.

Mr. Hunter replied that some special provision for prison guards
is needed and that a 4% vacancy savings was applied to the employees
of the prison that were not in the guard category.

(218)

Chairman Miller asked how vacancy savings would apply to an
agency, such as the School for the Deaf and Blind, that consisted
of 10 small departments of under 20 people.

Hunter responded as long as the agency or department has the
flexibility that is allowed in the program transfer language
they can make up for the loss, but if they cannot transfer funds
between programs there is a possibility of having real problems.

Chairman Miller stated concern that they might hurt vital programs
by not filling positions and using the vacancy savings.

Mr. Hunter advised that there are some vacancy savings that do
not need to be funded that will not impact agencies. He feels
that with 4%, agencies can live with vacancy savings without any
impact on their operations.
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(288)

Chairman Miller asked if after the 1985 session, did they not
aim at basically 4%, and the bottom line was that only 2.7%
vacancy savings was achieved in dollars.

Mr. Hunter replied that they would have to achieve it, because if

agencies were budgeted at 4%, and they only achieved the 2.7%, the
only outcome would be that the agencies either overexpended their

budget or they took the additional money out of their operational

expenses.

Mr. Wolcott agreed with Mr. Hunter and stated he thought they
achieved more than 4%. He said the bottom line Representative
Miller was talking about is that the goal (4% last session)

was the same as this session; but when taking the actual vacancy
savings and applying it against the total personal services budget
statewide, it comes out to be 2.8% of the total personal services
budget, because it was not applied to the University faculty and
some agencies did not have the 4% applied.

Representative Miller stated that they have to look at a pool
to cut down on vacancy savings.

Senator Bengtson stated it was frustrating to apply vacancy
savings regardless of size to all agencies and she also had
problems with the pooling as to its workability. She wondered
if it was fair to judge each agency on the kind of record and
historical turnover they had and how cuts throughout the year
have affected them. She stated that, as far as Institutions

is concerned, they did not have any excesses in the budget and
she was uncomfortable in trying to apply a 4% vacancy savings to
their budget. She thought poor management would be rewarded and
good managers would take it in the shorts again.

Mr. Hunter stated he hasn't seen agencies that haven't been able
to handle the vacancy savings through some management means and
he didn't believe the problem was as bad as the members have
been led to believe.

Representative Menahan commented that he would like to have Mr.
Hunter state that they have the most minimum program available at
the state hospital and will cut it further as a management tool
and use vacancy savings as that management tool. He said that is
what is being done and that is what should be stated is being done.

Senator Bengtson stated it is better to refine the present policy,
(she didn't believe it necessary to apply it evenly across the
board) and at the same time have a pool that could be used - a
combination of both. She asked Mr. Hunter if he preferred the
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4% because it was simpler to do. She felt something was being
done wrong with the budgets - either too much was being put in
the operational budget because there was money to transfer into
personal services.

Mr. Hunter said if the members flipped through the LFA budget

and just added up the amount of money appropriated compared with
the money spent, that they would find there are more dollars
transferred from personal services into operational expenses than
the other way around.

He recommended the committee go with the across-the-board 4%

and make exceptions. He advised that alternatively in the 1985
biennium, a pool was created that appropriated to the Governor's
Office general and other funds and that was the year that the

pay plan was funded with vacancy savings. He noted that almost
no funds were allocated from that pool with very few applications
taken for funds. There was in excess of $1 million appropriated
to the pool and approximately $100,000 was spent; he testified, and
the rest reverted. He suggested that if the committee decided

to go with a pool, it be created by making a direct appropriation
to the pool.

Mr. Hunter stated the other alternatives proposed for funding the
pool, (going into agencies and taking money at the end of pay
periods or taking money as vacancy savings occurs and putting
into a pool for agencies to apply for,) would destroy the
management flexibility in state government.

Senator Haffey said that the same flexibility is absolutely gone

for all those agencies to whose budget is applied a vacancy savings .
percentage that is right on target with the agency's vacancy savings.
He stated the argument is the same in either case, if he understood
Mr. Hunter right.

EXECUTIVE SESSION

VACANCY SAVINGS:

Mr. Wolcott handed to the committee copies of a portion of the
Legislative Finance Committee (LFC) Minutes of September 13, 1986.
See Exhibit 2.

Mr. Wolcott read the summary of the September 4, 1986 report on
vacancy savings (Exhibit 3, Page 27).

As per the minutes of the LFC meeting (Exhibit 2, page 35), Mr.
Wolcott stated that the committee did vote to continue vacancy
savings and recommended to the full legislature to continue use
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of vacancy savings, as stated by motion to adopt Issure 1, Option A.
On page 39 of the LFC minutes Senator Haffey moved to ADOPT under
Issure 2, Option F to change 2.5 percent to 0 percent and to estab-
lish a pool. The LFC adopted Option F.

Chairman Miller asked Senator Haffey to explain why the percentage
jumped from 0% to 4%. Senator Haffey stated the 4% vacancy savings
is a "shotgun" or forced approach. He stated that it is attainable
for some agencies but not for others; there are some areas where
vacancies exist; if the vacancy is there, it is not going to

impede the flow of work and will not affect people who need the
direct services.

The School of Deaf and Blind, the prison guards, direct care for
the developmental center, and the Montana State Hospital are
appropriate for 9% vacancy savings, he commented, the judgement
could come from the subcommittee to apply 0% to 4%, depending on
the area.

Senator Haffey felt that the flexibility should be able to exist

for each subcommittee for judgement of 0 to 4%. He suggested if

they produce a policy for the legislature to use in the appropriation
subcommittee and it becomes a bill, then they should adhere to

the Finance Committee's direction to their staff on pages 39, 40,

41 of the minutes. (Exhibit 3) He suggested the committee amend

it with explicit identification of the type of work being done as

a consideration when setting the 0% to 4%. He believed the 4%

was abuse of vacancy savings and a copout cut.

Senator Bengston agreed with Senator Haffey that the flexibility
was needed in the appropriations process as well as in the sub-
committee's. She also stated that it is important to mandate
the agencies to use the Payroll, Personnel, and Position Control
System (PPP) so that the information is easier to track. The
historical record cannot be determined if the information is not
input into the system, she contended.

Senator Haffey stated, in order to put this in a bill, they need

to define (1) a workgroup or agency which could be more of a
characterization or direction in the bill for subcommittee use.

(2) A statement of precisely what pooling is; i.e., do we
appropriate an explicit amount that agencies may come to and request
money because their vacancies are not what they expected.

There was discussion of supplementals. It was stated that the
Governor did not look with favor upon supplementals and that

it was easy to say that an agency could come in for one if there
was an emergency; but many times, the supplemental will be
requested and not given.
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Senator Bengtson moved for the purpose of drafting a bill to
nave 0% to 4% used as the vacancy savings and to leave the
judgement of where to set the vacancy savings within the 0%

to 4% to the individual subcommittees. She also clarified that
vacancy savings would be applied to all agencies regardless of
size and to all funds, and elected officials and the university
system's faculty would be exempt from vacancy savings.

Senator Haffey suggested two criteria as a guide for the
appropriation subcommittee's on how to use the 0% to 4%:

(1) the size of the work group and (2) the type of work being done.
He stated there needs to be an establishment of need to get

money from the pool.

Mr. Hunter asked if they had a problem, who would have control
of the pool and who would have to establish the procedures for
application and write the criteria in the law.

Mr. Wolcott stated there was no way to determine which would
be natural vacancy savings and which would be forced. The
legislature would like to apply a natural vacancy savings as
close as possible to apply a rate adjusted to each agency, he
said.

Senator Haffey stated that the amount appropriated should be
reduced and a half million dollars should be appropriated with any
money remaining to be reverted. The appropriation would be general
fund money and other fund authority would be broken down into the
correct proportion.

Senator Bengtson also stated that the agencies would have to be

put in the PPP with the exception of the University System who
could not be put in the system; and therefore, would not be allowed
to apply for money from the pool. The judicial branch, legislative
branch and vo-techs, not currently on the system, would need

to be put on, she noted.

Senator Haffey suggested that Mr. Wolcott meet with the persons
in the Budget Office involved with allocating funds from the pool
in the 1983-85 biennium for the purpose of establishing rules

for application for creating the pool.

Senator Bengtson MOVED to direct Mr. Wolcott to draft a bhill
emcompassing the wishes and discussion of the members.

Senator Haffey seconded the motion. All were IN FAVOR with
Representative Menahan being excused.
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Chairman Miller told the committee that supplementals for the
Department of Institutions would be taken up at the next day's

meeting.

ADJOURNMENT: There being no further business to come before
this committee, the hearing was adjourned at 9:40 a.m.

REPRESENTATIVE MILLER, CHAIRMAN

qud &) . Enye
JULIE EMGE, SECRETARY




DAILY ROLL CALL

INSTITUTIONS AND CULTURAL EDUCATION SUB COMMITTEE

50th LEGISLATIVE SESSION -- 1987

Date [ (3-8

PRESENT

ABSENT

—— e —— - ——

EXCUSED

Rep.

Miller, Chairman

Sen.

Bengtson, Vice Chairman

Sen.

Haffey

Sen.

Tveit

Rep.

Menahan

Rep.

Menke

'\\&\\'\

Cs-30



E—)/AIé/f/

. Y /3/89
OFFICE OF THE GOVERNOR VecancySsvirgs
BUDGET AND PROGRAM PLANNING David /(/“ 47‘&!—-

TED SCHWINDEN, GOVERNOR

| —— STATE OF MONTANA

(40€) 444-3616

STATE CAPITOL

HELENA, MONTANA 59620

MEMORANDUNM

To : David Hunter
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Subject : Vacancy Savings and Termination Pay Data
Date : January 12, 1987

The following table reflects the amounts the Executive
Budget contains for vacancy savings. Since the budget system
does not maintain expenditure data by funding source, the total
vacancy savings amounts were allocated based on approximately a
39/61 percent general fund/other fund split.

Vacancy Savings Table

Funding Source FY 88 FY 89

General Fund $4,746,725  $4,845,910

Other Funds 7,372,953 7,290,585
Totals $12,119,678 $12,136,495

During fiscal year 1986, state government expended
$3,239,672 on termination pay. Since this information is
available on the Statewide Budgeting and Accounting System,
detail by funding source is available. General fund expenditures
were $686,375 and other fund expenditures were $2,553,297.

mum&gwh(\sj
AN EQUAL OPPORTUNITY EMPLOYER
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Representative Winslow requested a vote on Senator Van Valkenburg's
motion that the Legislative Finance Committee have legislation prepared to
strike the words repair and maintenance from the definition of construction
and increase the dollar amount to $100,000 on the amount that needs to be
approved by the legislature. The motion was voted on. A roll call vote
was requested. The motion failed by a vote of 7 to 5.

Representative Winslow stated that there was a legislative session
between the time that this problem was apparent and the time the repairs
were done. Ms. Feaver stated she was following the past policy of not
bringing it to the legislature. It was considered a repair item that the
general services budget is used for, not a Long Range Building Program
item.

Representative Bardanouve suggested that the Department of Adminis-
tration adhere to the $25,000 rule unless there is an emergency and the
Governor declares an emergency.

Representative Winslow requested a vote on Senator Regan's vote for
Option 3, take no action. A roll call vote was taken. The motion passed

by a vote of 9 to 3.

VACANCY SAVINGS STUDY (H:1:124)

Mr. Keith Wolcott, Senior Fiscal Analyst, presented his report entitled
"Vacancy Savings Study." (EXHIBIT 16)

Representative Bardanouve asked for a clarification of
"non-discriminatory.” Mr. Wolcott stated that it meant that the savings
was distributed amongst all agencies of state government; they all share in
the amount of vacancy savings.

Senator Van Valkenburg moved to adopt Issue 1, Option A, which

reads "Issue 1: Should vacancy savings continue to be applied in the
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budgeting/appropriation process? Option A: Continue to apply vacancy
savings in the budgeting/appropriation process. The motion passed unani-
mously.

Representative Donaldson asked whether there was historical data to
go back to? Mr. Wolcott stated that you really can't go back. You can go
back and find out what the vacancy savings actually achieved, but to try
and determine how much was forced or how much was natural, would be
very difficult.

Representative Winslow asked how difficult it would be to go with
Option F, where a pool would be established to receive reversion? Is that
a difficult process? Mr. Wolcott stated that it would take time and some
thought.

Representative Bardanouve asked for input from the Office of Budget
and Program Planning. Mr. Dave Hunter, Director of the Office of Budget
and Program Planning, stated that if there was an issue here, that falls
under, "if it is not broke, don't fix it," it seems that this is the one. He
thought that if there was a real problem with vacancy savings and termi-
nation pay, you would see a lot more supplemental requests in the regular
session to fund those termination pay probiems. He would argue that you
have a pool now, the general fund reserve. If agencies have a real
problem with that and they can justify it to the legislature, they can come
in and ask for a supplemental to cover the cost. He did not think that
vacancy savings was a real problem for agencies. He was not surprised
by what the survey showed for agencies that say that they don't want
vacancy savings. He said he did not mean to be critical of the staff as he
appreciates the legislature by resolution asked the Legislative Finance
Committee and the Office of the Legislative Fiscal Analyst staff to make a

study. When you make the trade-off between $10 or $11 million more for
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other policy choices versus something that in our view has not been a
dramatic problem, he thought that the choice was pretty clear. He
thought vacancy savings was something you could live with. As long as
agencies were given the flexibility with program transfers and the existing
things they have today, he thought you could live with the 4 percent
number. He suspects that the executive branch would recommend again in
the 1987 session that 4 percent be applied, that it be done on every
agency regardless of size, and that the subsequent session would have the
ability to fix a problem through the supplemental process if there was a
real problem and an agency could convince the legislature that there was.

Representative Bardanouve asked whether the budget office had given
a review of layoffs. Mr. Hunter said yes. Representative Bardanouve
asked whether anything was said in regards to what impact there was on
agencies' vacation and sick leave pay. Have you had any indication of
what happens there? Mr. Hunter stated that he did not have a handle on
those numbers. Representative Bardanouve stated that with that the
layoffs, there must have been a considerable dollar payout. Mr. Hunter
stated he was not certain that this was true. He thought that in a lot of
cases when you make layoffs the union contracts require that the least
senior person be laid off. Your least senior person was likely to have the
smallest amount of accumulation of vacation and sick leave. He did not
think the layoffs were as much of a problem as when you get the unex-
pected retirement or resignation of somebody who has been with the agen-
cy for a long time and has a lot of vacation and sick leave. In layoffs,
those people tend not to have a lot of termination pay.

Representative Miller said that Mr. Hunter's first statement was "don't
fix it if it is not broken," then he immediately said "every agency is going

to be given a 4 percent vacancy savings." The vacancy saving study
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shows that you can't take a 4 percent vacancy savings in institutions.
Mr. Hunter stated that he would back off in regards to the prison. They
would have to make some exceptions, but that you also have applied 6
percent vacancy savings to Boulder River School and Hospital for example.
He thought on an agency basis that institutions was not too far away. It
has been applied with some discretion and he thought that was appropri-
ate.

Representative Bardanouve asked whether basically agencies with 20
employees have been left without vacancy savings. Mr. Hunter stated that
according to the 1985 session, that was correct. Representative
Bardanouve asked whether there were any historical records? Mr. Hunter
stated that the recommendation to the legislature in the 1985 session was to
apply it regardless to the number of employees. The Office of the
Legislative Fiscal Analyst's recommendation was to use, he thought the
number was 25 and they ended up using 20. That was what the legisla-
ture adopted. He thought that there were vacancy savings in agencies
smaller than that. The Office of Budget and Program Planning is smaller
than that and the Office of the Legislative Fiscal Analyst's office is smaller
than that. Both of these offices in the last year have purchased comput-
ers out of vacancy savings. There was some money there that was appro-
priately saved.

Representative Bardanouve said that smaller agencies may have a
smaller vacancy savings applied and you would not have to use 4 percent.
Mr. Hunter stated that what happens is that the smaller agencies have
tended to vary more. If you have an agency where you have four, five
or six people and one person quits, their vacancy savings is going to be
very high. If nobody quits, it will be zero and they will have a problem.

The flexibility in big agencies allows you to average out those variations.
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It is not necessarily less in small agencies; it is just that they do not have
the ability to average it out. It seems that the appropriate way to do it is
to go ahead and apply a consistent percentage and either allow those
agencies to come in for a supplemental or apply for some kind of pool that
takes care of somebody like the Commissioner of Political Practices that
goes through a whole biennium and nobody quits.

Representative Bardanouve said it is hard to believe that there is
absolutely no vacancy among several thousand people in the University
System. Mr. Hunter stated that he would agree with this statement. He
also would find it hard to believe that there were no vacancies.

Representative Bardanouve asked if there are any estimates of what
possible vacancy savings would be used for the entire University System.
Mr. Hunter said that they really do not. The difficulty is that we have a
number of agencies that aren't on the Payroll, Personnel, and Position
Control System (PPP) where we really do not have good data available.
As bad as it is on the PPP system, there is no information about the
University System in regards to what their actual vacancies are. There
has been some argument over the years of whether or not the University
System should be required to put their positions, including their faculty,
on the PPP system. They have consistently and effectively resisted that.
With the University System, you would end up, particularly with this
session, making some kind of arbitrary choice of saying that we are going
to apply some percentage to the University System without any data with
regard to faculty.

Senator Haffey moved in Issue 2, that we adopt Option F and change
the 2.5 percent to 0 percent and establish a pool which captures the

problem of the small agencies relative to the large agencies.
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Representative Bardanouve asked what kind of a pool will be estab-
lished. Will it be short in dollars so that we will have to freeze so many
dollars in a pool?

Ms. Rippingale stated that the Legislative Finance Committee must
make a report to the next legislature, so your motions here would be
reported to the next legislature. This would not disrupt what we are
going to do with the Office of Budget and Program Planning, in terms of
trying not to have minute differences in the budget base.

Mr. Wolcott stated that the vacancy savings break in each appropria-
tion has been established between 0 and 4 percent and that is a reduction
to the appropriated amount. The pool is then established based on the
reversions in excess of that budgeted.

Representative Bardanouve stated that if an agency runs inte trouble
right now, they can come in for a supplemental appropriation. The legis-
lature has not really criticized any agency when its budget was short
because of vacancy savings. Mr. Hunter stated that in Option F, you are
making three policy choices. Two of them have been done before. One is
a dramatic change in the budget process. You can apply vacancy savings
at varying rates depending upon agency. This has been done in the past;
it is not a big change and is not a big deal. You can establish a pool to
deal with vacancy savings. This has been done in the past in the 1985
biennium where the 1983 legislature made a specific appropriation to the
budget office to allocate to agencies to take care of problems with vacancy
savings. In the creation of a pool a direct appropriation has been done
before; it is not a problem. The next step that Option F takes is to say
that you take a pool that establishes a reversion where we collect that
money from agencies, not just general fund, but presumably federal funds,

state special revenue funds, and other funds and would allow agencies to
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apply for that. The problems were discussed with the data in determining
what is vacancy savings. You are really creating a whole new procedure
in terms of the budget process that is not going to be easy and is not
going to be without some real time consuming provisions. If you create a
pool and the legislature makes an appropriation directly to that pool, then
that appropriation would have to be both general fund and other fund
authority. That is the way the pool was done in the 1985 biennium‘ and
you can make that work. If you fund the pool by requiring reversions
from agencies, then there would be a lot of complexities that would be
very difficult to deal with.

Ms. Rippingale suggested that a vote be made on the concept of how
the committee would like to move.

Senator Haffey moved that for Issue 2, we adopt Option F and change
the 2.5 percent to 0 percent and establish a pool which captures the
problem of the small agencies relative to the large agencies. The motion

passed. Representatives Bardanouve, Miller, and Peck voted no.

REVENUE ESTIMATING ADVISORY COMMITTEE (H:2:604)

Mr. Dave Hunter presented a request from Mr. Bill Mathers in
regards to the Revenue Estimating Advisory Council. The committee was
requested to have the staff of the Office of the Legislative Fiscal Analyst
appear before the Revenue Estimating Advisory Committee at its October
meeting and present its revenue estimate. This would allow the Revenue
Estimating Advisory Committee to make its best recommendation to the
Governor. The intent was not to remove the Office of the Legislative
Fiscal Analyst's ability to estimate revenues independently and make a
separate recommendation to the legislature in January, but to have clear
legislative input from the expertise of the Legislative Finance Committee to
the process of estimating revenues.
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Vataney Savirngs
Small agencies- are- particularly  vulnerable to termination pay, espe-
cially when the~termination occurs within the last month of the fiscal year.

n the first year of the biennium if the appropriation is insufficient ta_pay
the termination costs the agency may seek a supplemental. However,
should a termination occur in the last month of the second year of the
biennium and the agency appropriation is insufficient, the agency simply
cannot meet its‘obligation. Section 17-8-202, paragraph (2) of the Montana

Codes Annotated, prohibits the ﬁepartment of Administration from charging

any appropriation unless the balance of the appropriation is available and

adequaté._ 'If no appropri_at—io-x; ié a;a..i.lgl-)l;i‘o;f thepayment gf, a claim, the
departnient shall audit it»:_and,‘ if it ié a valid claim, ‘t.ransvmit it to the
jovernor for presentation to the legislature. The .,terrﬁinating employee
has the right, according to Section 39-3-305, paragraphs (1) and‘ (2),
MCA, to receive ._aill unpaid wages within three days unless he would
otherwise receivAe the wages on the next regular payday for the pay period
during which he terminated. These two laws obviously create a delima for
a manager who is unfortunate enough_ to have an employee terminate in the
last month of the second yecar of the biennium and insufficient
appropriation available to pay the termination costs.

A statewide pool for such contingencies is an alternative to
csupplementals, special appropriations, and varying vacancy savings

rates bv agency.

SUMMARY
It is clear that vacancy savings exists within state government.
Montana's legislature not only recognizes this fact, but has moved since
the 1979 legislature, to use vacancy- savings as an important budgeting

tool. This is evidenced by the move from individual agency vacancy

-27-



savings allocations by subcommittees in the 1979 legislative session to the
application of "across the board" vacancy savings in the 1985 legislative
session. Montana is among the majority states who recoénize and deal with
vacancy savings— in the budgeting/appropriations ~process Althougrh the
methods of applymg vacancy saving's vary from state to state. the‘

underlying purpose for doing' S0 is common to all. That 1s, to recognize
the existence of vacancy savings and to account for and manage its effect

on government resources'.

The legtslature is aware of some problems that rcsult‘ from the apph-
cation of vacancy savmgs. This i 'cv1denced by the passage of House'
Joint ~Resolution"43 ! The m-state survey responses mdicated that agenc1es
would prefer that no vacanc'v"ssvings be applzed or that a dxffereht method
be developed for apphcation in the budgeting process. However, as shown~
in the analysis, the problems surroundmg vacancy savmgs are not limited
to the legislature's application of vacancy savings to agency budgets. The
state's accounting systems have capabilities beyond current operational
mandates. If utilized fully, these systems could provide the information
necessary to track and project vacancy savings. Also pointed out, are
inconsistencies in recording information in SBAS which further compound
the problems of accurately analyzing and projecting vacancy savings. The
following issues and options may not c¢und the debate surrounding the
application of vacancy savings, however, action by the legislature on these
issues will provide a clear direction for the future application of vacarcy
savings.

ISSUES

Issue 1: Should vacancy savings continue to be applied in the budget-
ing/appropriation process?

Option A: Continue to apply vacancy savings in the budgeting/appro-

priation process.



Option B: Do not apply vacancy sa_vings in the budgeting/appropri-

ations process.

Issue 2: If vacancy savings is to be applied, wHat method should be used
“to apply vacancy savings in the appropriatfén process? )
Option A: Line item personal services and FTE levels in the appro-
priation and require a reversion of the unexpended balances. This
reversion could be made at the end of each pay period, monthly,
quarterly, or at the end of the fiscal year. =~ ~ ~°7°

Option B: Apply vacancy savings to each agéncy biidget based on
historic experience with adjustments for unusual circumstances.

Option C: Apply vacancy savings to each agency budget based on an
incremental riethod which scales the”v"acancy savings rate to the
rumber of FTE in each- agency. Under this method smaller agencies
would have less vacancy savinés applied than lafgér ager—'\cies.A

Option D: Apply vacancy savings to each agency budéet based on
the global method as in the current biennium.

Option E: Adopt a method similar to the one used in New Hampshire,
where personal services are fully funded within the appropriations act
for all authorized FTE. Establish a central pool to which all vacancy
savings realized would revert each pay period. Establish procedures
to enable agencies with valid personal services problems to apply to
the central pool for relief. The balance remaining in the pool at year
end would revert to the appropriate Afund.

Cption F: Apply vuacancy savings to each agency budget at a rate of
2.5 percent to 4 percent and establish a pool to receive reversion of

any actual vacancy savings in excess of that budgeted. Allow

agencies with wvalid personal service problems, (large termination
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payouts, less than anticipated vacancy savings, etc.,) to apply to for
relief from funds in the pool. All or part of the balance remaining in

the pool could revert to the appropriate fund at fiscal year-end.

Issue 3: Should a pool be established for termination pay?
Option A: Establish a central pool to péy terminating" sick leave and
vacation pay.

- Option B: Tuke no action.

Issue 4: If vacancy savings is applied, should there be a way to accu-

rately identify ‘and track the vacancy savings that corresponds to the

method of application?
Option A: Require the Office of Budget and Program Planning and
the Department of Administration to develop specific vacancy savings
recording procedures oxi the Statewide Budgeting and Accounting
System, (SBAS) and the Payroll, Personnel, and Position Control
System, (PPP) which correspond with approved operational plans.
These specific procedures should include: the five information
elements defined in the analysis section on page 22.

Option B: Take no action.

KW2:vss
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JUDY RIPPINGALE
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- January 8, 1986 -
TO: Legislative Finance Committee

Principal Analyst

FROM: Jim Haubein }, SEPWE S RS

SUBJECT: Operational Plan Control

INTRODUCTION
This report examines the state's budgeting controls and procedures
which are to insure that expenditures are made in accordance with ap-

proved operational plans as required in House Bill 500.

BACKGROUND

Article VIII, Section 12 of the Montana Constitutidn requires the leg-
islature to insure strict accountability in law of all funds spent by the
state. Three sections of the law to control state spending and restrict it
to the legislatively appropriated levels are relevant to fiscal control prob-
lems in this report. |

Section 7 of House Bill 500 requires spending to be in accordance to
approved operational plans. Section 7 reads as follows:

Section 7. Operating budgets. Expenditures may be made
only in accordance with operating budgets approved by the ap-
proving authority. The respective appropriations are contingent
upon approval of the operating budget by July 1 of each fiscal
year. Each operating budget shall include expenditures for each
agency program detailed at least by personal services, operating
expenses, equipment, benefits and claims, transfers, and local
assistance. However, if any agency allocates its appropriations
to the second expenditure level in the state accounting system,
separate operation plans need not be submitted to the approving
authority.
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amendment form (B212).

i Section 8 of House Bill 500 allows program transfers within an agen-.
cy. but these—transfers must be for justifiable reasons and are limited to 5

percent of the total agency budget. Section 8 reads as follbws:

Section 8. Program transfers. The approving authority
may approve agency requests for program transfers, within each
filscal year, not to exceed 5% of the total agency budget unless
such a transfer is specifically prohibited by this act or by stat-
ute. A request for a transfer accompanied by a justification ex-
plaining the reason for the transfer must be submitted by the
requesting agency to the approving authority and the Legislative
Fiscal . Analyst. Upon approval of the transfer, the approving
authority shall inform the fiscal analyst of the approved transfer
and the justification for the transfer,

Sectlons 17-7-401 to 17-7-405, MCA, allow the executive to approve a
budget atqendment if certain criteria and procedures are met. Section
17-7-404(4), MCA, which requires the legislative fiscal analyst to review

each budget amendmeht. reads as follows:

(4) The legislative fiscal analyst shall review each
proposed budget amendment that has been certified by the ap-
proving authority for compliance with statutory budget amend-
ment requirements and standards and shall present a written re-
port of this review to the legisiative finance committee. Within
10 days after the meeting of the legislative finance committee
that considered the budget amendment, the legislative fiscal ana-
lyst shall submit the committee's report to the approving authori-

ty.

PROBLEM

The problem which led to this report was our need to evaluate the

programmatic impact of changes being made on the operational plan/budget

tration 1.

An example of the B212 form is shown in Illus-

\



) Illustration 1
Copy of Operational Plan/Budget Amendment Form B212
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The B212 form is reviewed to determine if the ouperational plans are in
compliance with legislative action, to monitor the agency program transfers
as allowed in [louse Bill 500, and to review budget amendments as required
by Section 17-7-404(4), MCA. During these reviews, the analysts have
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noted that the current and revised columns of the B212 are frequently not

completed. “An example of this is shown in Illustration 2.

Illustration 2
Department of Fish, Wildlife and Parks B212 - Program Transfer ¥#29

P OTATS OF WEmtams .
GPIEE §F BUDOEY AND FASORMS RANIND
OPSRATIONAL MANGUBRET ASUNSIONY
L L~ T QU . CONMNT atagvas e
Q anssnmen C omapsupm
[~ gvye—— [ Jy——
', 7y Pi.h VIlalife & Purbe 1y
amivel
P SRR B 899
AL PSS MOV AL LY SaTEVENS WA T80
1100 ]
k]
. I/
¥
YT
. 2h—
-
3
L i
! 1%,
]} [
g TOTAL GPONATIID SS0INS [£379
- i
a R C
THTa4 SNGESAN QTS T3
A W S APREPANED BAlS S @ B Susesre
MWV T T A—— . | %1
g el LA 108 LOO SALS SOIACLSE sk AL L LY SO0 e e I M
-
1O SumBND 378,848 3.A08 1,142,241
] A Svamaewtty Qo | Saamnh e
oon Gom, ‘_..E
\
‘e
‘ ?
. . . nfa ”, » -
0 5 ) s =
3 S8 progrem Lrensfor | e '
! o om —
] L] c P So—
v G eeoamm
r 0 enusian ]
AMBNERS Spanb - l

Illustration 2 shows the Depurtment of Fish, Wildlife and Parks' pro-

gram transfer request of $3,695. The analyst is not able to tell from this

form the allocation of the current or revised spending authority.
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To determine the current spending level, the analyst can: (1) find
the original approved operational plan and adjust it for all B212's pro-
cessed to date; or (2) look up the budget allocation in the Statewide Bud-
geting and Accounting System (SBAS).  With the current level authorized
spending level allocation determined, the analyst should theoretically be
able to add the new chahge :fo the present current level and obtain the
revised authorized allocation of the spending authority. However, when
attempting to determine the current spending level for the B212 in Illus-
tration 2, the two methods did not result in the same answer. As neither
the agency or the budget office (the approving authority) has indicated its
representation of the current level spending authority on the B212, the
analyst is unable to determine the final result of the B212 change.

Table 1 illustrates how the answers varied between the approved op-
erational plan method and' the operational plan allocation in the Statewide
Budgeting and Accounting System (SBAS). The approved operational
plan, which is requir;ed by House Bill 500 and ties to the legislative appro-
priations, is brought up to date by adjusting it for all approved B212's,
The example in Table 1 is for the Department of Fish, Wildlife and Parks

centralized services program as was Illustration 2.

Table 1
Department of Fish, Wildlife and Parks - Centralized Services
Comparison of Approved Operational Plan to SBAS

: Initcial Program Op. Plan Differences
Object of Approved Transfer Changes Revised December SBAS versus
Expenditure Op. Plan Doc #29 Doc #92 Op. Plan SBAS Op. Plan
Personal Svs, $1,034,477 $15,000 §16,524 $1,066,001 $1,092,93% § (26,933)
Operating Exp. 2,078,460 (11,305) (16,524) 2,050,631 2,213,134 (162,503)
Equipment 546,936 -0~ 0= 546,936 532,500 14,436
Fed. Grants 40,000 -0~ -0~ 40,000 -0~ 40,000
Transfers 235,000 -0- -0= 235,000 100,000 135,000

Total 33|036'873 $ 31695 § -0- 3319381568 S3|9381568 $§ -0-




Note the revised approved operational plan budget allocations do not
equal the operational budget allocations in SBAS even though the totals
agree. There has been a ehift in the budget from equipment grams, and
transfer categories to personal services and operating expense categories.

SBAS was designed to be a budgeting-system as well as an accounting
system. If the budget allocations do not tie to the approved operational
plans, then the capabilities of SBAS are not being utilized. SBAS, the of-
ficial state accounting system, is utilized by program managers to monitor
their program expenditures as compared to their budgets. It is also the
permanent state financial record used as a base for budgets analysis and
financial reports.

It is important that SBAS reflect the approved operational plans, as:
(1) there is not always a readily available record of the approved opera-
tional plan available, even“ to managers who deal directly with the fiscal
operations of an agency; (2) program managers are relying on SBAS re-
cords to monitor progtam expenditures; and (3) SBAS is the only perma-
nent record of budget allocations.

To further illustrate the problem in determining the "real" operational
plan and to show that significant dollar amounts and policy questions are
also involved, Table 2 was prepared. This table shows the operational
plan differences for the Department of Highways' Construction Program as
they appear in the difference source documents for the month of Novem-

ber.



Table 2
“Department of Highways' Construction Program
Comparison of Operational Plans-November 1985

"Oper. Plan "~ Dept. of Highways
Novembe_r Change DOH Budget Status

SBAS Doc # 15 Report November

FIE N/A T 850,40 ’ © 7 650.40

Personal Services $ 17,759,276 $ 16,558,740 $ 17,759,276
Operating Expenses 192,408,912 ' 193,367,189 192,405,912
Equipment 217.976 217.976 217|976
Total §210'383i166 $210|1k3.905 5210|383|16k

Table 2 shows that there is $1.2 million more allocated to the personal
services budgets in SBAS and the department's internal budget status re-
port than was approved by the approving authority as shown on the de-
partment's operational plan change in November. These additional funds
were allocated by the department from operating expense to personal ser-
vices without going through the approving authority. This unapproved al-
location to personal servi:es was ciscovered by our office when answering
a legislative request about vacant positions in the highway department.
During this review, the highway department represented that the internal
budget allocation, equivalent to SBAS, was the spending plan being pur-
sued by the department, not the approved operational plan.

Moving the $1.2 million from operating expenses to personal services
involved policy decisions of importance to the legislature. Some implica-
tions of these policy decisions are:

1. Although no more FTE are being added to the highway depart-
ment, tt;e department budgeted $1.2 million more in personal services than
it requested and received from the legislature. This increase is due to

hiring staff at higher salaries. Despite the higher personal services bud-



get, 8 percent of positions in the program are vacant in fiscal 1986 to
date. -

2. The budget on SBAS establishes a higher on-going personal ser-
vices base, even if not all employees are retained. Those who are may be
at a higher level than represented to and funded by the legislature, and

3. The increased personal services was budgeted by removing con-
tractor payments for actual road construction costs. This change reduces
the amount of public services (specifically roads) provided by the depart-
ment. To maintain its construction program in the future, the department
may request additional spending authority in contracted services from the
1987 legislature. Thus, both the personal services and contracted services
components of the expenditure base may be inéreasqd from legislative in-

tent.

CONCLUSION

The law clearly states that expenditures may only be made in accor-
dance with approved operating budgets. Operational plan forms are not
always complete and thus there is sometimes no current record of the ap-
proved operational plan. The program allocations recorded in SBAS do not
always conform to the approved operating budgets. In some cases, there
is agency representation that the approved operating budget does not meet
its intended expenditure plan. This lack of control on the approved oper-
ational plan and the underutilization of SBAS capabilities makes it extreme-
ly difficult to ensure the law is being met. It also becomes time consuming
to review these records when trying to sort out fiscal problems. And the
only perfnanent state record of budget allocations does not necessarily rep-
resent the approved operational plan which makes research into prior

years' records unreliable.



ISSUES

Issue 1,

Should the official state SBAS records tle to the approved

operational budgets which are required in House Bill 5007

Option A.

Op'tion B.

Issue 2.

rent spending levels, increases and decreases, and revised spending levels

which tie to the approved operational plan?

Option A.

Option B.
Issue 3.

in House Bill

Recommend that the. budget office ensure that the operating

budgets in SBAS are the same as the approved operating

budgets.

Take no action.

Should the B212 forms be fully completed showing the cur-

Recommend that the budget office. direct state agencies to

fully complete the B212 forms.

Take no action.

Does the committee wish to clarify the boiler plate language

500, Section 7 and require that the budget allocations in

SBAS tie to the approved operational plan?

Option A.

Option 2.

Amend Section 7 to read as Follows:

Section 7. Operating budgets.
Expenditures may be made only in accordance
with operating budgets approved by the approv-
ing authority. The respective appropriations are
contingent upon approval of the operating budget
by July 1 of each fiscal year. Each operating
budget shall include expenditures for each agency
program detailed at least by personal services,
operating expenses, equipment, benefits and
claims, transfers, and local assistance. Howevers
H--any--agency--aliocates-its--appropriations--to-the
seeond--expenditure-levet-in-the--state--2ccounting
system---seperate--operation--plens--need--not--be
submitted-to-the-approving-authority. These ap-
groved operating budgets will be recorded in

and can only be amended by the approving

authoritx.

Do not amend the general appropriation act boiler plate lan-

guage.
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LEGISLATIVE FISCAL ANALYST
September 4, 1986
TO Legislative Finance Committee
FROM: Keith Wolcott, Senior Fiscal Analyst @V\’ -
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SUBJECT: Vacancy Savings Study

The 1985 legislature, through House Joint Resolution 43, requested
the Legislative Finance Committee to study vacancy savings. House Joint
Resolution 43 requires the committee to:

1. Study the use of vacancy savings in setting funding levels for

government agencies.

2. Identify the advantages and disadvantages of using vacancy

savings in the budgeting process. |

3. Report its findings and recommendations to the 50th Legislature.

VACANCY SAVINGS DEFINITIONS

Vacancy savings is the difference in dollars between the full cost and
the actual cost of all authorized positions for a budget period. Vacancy
savings is utilized in budgeting to more accurately reflect the amount
needed to support or fund staff. The aggregate amount of vacancy sav-

ings consists of the following factors:
1. Position Savings - The money saved as a result of having a
position open at any time during the fiscal year. These savings

occur in two ways:



a. Position vacancy during the normal time it takes to recruit
a new employee. Also referred to as "natural" vacancy
s_a_v'ings.

b. Position vacancy during the period the position is held open
by management to save funds to remain within the budget.
Also referred to as "forced" vacancy savings.

‘"Forced" vacancy savings is the intentional creation of
vacancy savings for the express purpose of saving financial
resources. Vacancy savings may be "forced" in a number of
ways for a variety of reasons. The following illustrates
some of the methods used to "force" or create Vacéncy

~ savings:’
i. Hold vacant positions open until the required dollars
are saved.
ii. Downgrade a position(s) to a lower‘grade. '
iii. Voli.\ntary leave without pay to create the necessary
savings.

It is impbssible to determine to what degree vacancy
savings is "forced" within agency budgets because there is
no method of recording forced vacancy savings separately
from natural vacancy savings in state records.

Turnover Savings - Results from filling a vacated position with a

person whose pay is less than the salary of the employee who

terminated.

Megative Turnover Savings - Results from filling a position with

a person whose pay is higher than the salary of the person who

terminated. This may occur as a result of promotions, hard

recruiting situations, applicant experience, or union bid
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contracts. A hard recruiting situation results when there are

few Tor no qualified applicants for the job -classification to be

filled. This may also occur when the pay level for a particular

job classification in state government falls below a comparable

position outside of state government.

Termination Pay - Separation pay for those employees terminat-

ing. This separation pay is for:

a. Unused annual leave payable at 100 percent of the hourly
wage at the time of termination.

b. Unused sick leave at 25 percent of the total accrued pay-
able at the hourly wage at the time of termination.

Position Upgrades/Downgrades - All upgrades, either agency

requested or classification upgrades approved by the personnel

division through the appeal process, during an interim must be

absorbed by the agency. Upgrades increase the cost of au-

thorized positions. Downgrades increase the amount of vacancy

savings.

HISTORICAL BACKGROUND

- Vacancy savings has been applied to agency budgets using various

methods since it was first used statewide in the 1981 biennium. When first
applied statewide, vacancy savings was primarily based on historical expe-
rience program by program. However in the last three bienniums a more

global method has been used by the legislature to apply vacancy savings.

The 1979 legislature applied vacancy savings program by program for

the 1981 biennium with individual rates varying from 0 to 10 percent. The
vacancy savings factors were applied' to the agency budgets in the sub-

committees and were ultimately part of the individual appropriations. The
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general exception to the application of vacancy savings was the university
system. The faculty of the university systems did not have g vacancy
savings factor applied although non-faculty staff did.

The 1981 legislature applied vacancy savings for the 1983 biennium by

reducing budgets in the general appropriation bill approximately 1 percent.
In addition, the appropriation to the Governor's Office for the pay plan
was 96.5 percent of the amount required to fully fund the pay plan. The
following excerpt from the Office of the Legislative Fiscal Analyst's "Ap-
propriations Report" describes what occurred.

Agency budgets in House Bill 500, the general appropria-
tions act of 1981, contained funds for the base level personal
services before pay raises. Only about 1 percent vacancy
savings had been taken out of the personal services
appropriations in House Bill 500. The Ilegislature took a 3
percent vacancy savings as a normal average for the state and
another } percent- which could be accommodated by Governor
Schwinden's 2 percent cutback of state employees. Therefore,
part of the pay plan cost was already funded in House Bill 500.

The executive concurred that they could fund the state pay
plan as presented in House BEill 840 for non-legislative agencies
and would not present any supplemental appropriation request to
the legislature based on pay plan factors. An additional $1.6
million was appropriated to the Office of Budget and Program
Planning for teaching faculty at the six universities and college
units. This is a contingency appropriation to be disbursed to the
university units only if and to the extent 33 percent vacancy
savings is not realized.

With 1 percent vacancy savings applied to personal service budgets
and the 3.5 percent reduction to the pay plan, the net vacancy savings
factor applied to the 1983 biennium appropriations is 4.4 percent for fiscal
1982 and 4.3 percent for fiscal 1983 for all agencies except the university
system who had just the 3.5 percent applied in the pay plan. However,
$1.6 million was appropriated in the pay plan as a contingency for the
university faculty. The vocational-technical centers and community
colleges were funded entirely, including pay raises, within the general
appropriations act with no vacancy savings applied. Table 1 illustrates an
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example of the vacancy savings applied to a regular state cmployee using a

single position at grade 12,

Table 1
Calculation of Vacancy Savings Rate for the 1983 Biennium

Percent
Year Grade/Step Salary Change
1981 Pay Matrix 12/6 $16,240 0.0
1982 Pay DMatrix 12/7 18,140 11.7
1983 Pay Matrix 12/8 20,244 11.6
- =-=-=-----=-==------"Fiscal 1982 - - -~ = = = - = - = - - - - -
1982 Pay Matrix = $18,140
1981 Pay Matrix 16,240
Pay Matrix Increase $ 1,900 - (18,140 X .035) = §$ 1,265 Pay Plan Bill
1981 Pay Matrix $16,240 X .99 = 16,078 Approp. Bill
Totel Salary Funded for Fiscal 1982 417,343 |
----------------- Fiscal 1983 - - - - - = - = = - - - - - -
1983 Pay Matrix $20,244
1982 Pay Matrix 16,240
Pay Matrix Increase $ 4,004 - (20,244 X .035) = $ 3,296 Pay Plan Bill
1981 Pay Matrix $ 16,078 Approp. Bill
Total Salary Funded Fiscal 1983 $19.374

- em e mm e am em am W W me wm wm mw W mm mm m e mm e am e wm we s e s wm em e = e wm em e e

Comparison of Salary Funded to Pay Plan

Vacancy
Fiscal Salary Pay Percent Savings
Year Funded Matrix Funded Rate
1982 $17,343 $18,140 95.61 4.4.
1983 19,374 20,244 95.70 4.3

This method of applying vacancy savings on a statewide basis is the
first time the legislature used a global method of applying vacancy sav-

ings. It is global in the sense that through the pay plan all agencies,



regardless of size or actual experience, who were uncer the statewide pay
plan had the same vacancy savings rate applied.

The 1983 legislature authorized current level personal services at 100

percent of the approved FTE levels in the General Appropriations Act for
the 1985 biennium. The pay increases were authorized at an average of 4
percent each year of the biennium but only $9.7 million of pay plan fund-
ing was appropriated for the biennium. _The‘ balance needed for the pay
plan had to be échieved through .v-acanc.:y savings generated by the
agencies. o -

The following excerpt from the Office of the Legislative Fiscal Ana-
lyst's "Appropriations Report" expl‘ains the pro_cess_ruse.d for the 1985

biennium.

Contained within individual agency budgets is the majority
of funds. appropriated for personal services costs during the
1985 biennium. House Bill 902 appropriates an additional $9.7
million of general fund to implement the pay schedules contained
in that bill. The Governor's Office has authority to allocate
funds in that appropriation with the provision that no vacancy
savings be required in instructional contract faculty within the
Montana University ‘System.

The appropriations for personal services costs in lHouse Bill
447, the general appropriations bill,. and House Bill 902 are not
sufficient to fully fund all authorized FTE's during the 1985
biennium. Recognizing this problem the legislature incorporated
two types of flexibility in the appropriation bills.

1, House Bill 447 allows agencies to mek2 program transfers up
to 5 percent of the total agency budget unless specifically
prohibited by other language or statutes,

2. House Bill 902 authorizes the transfer of unexpended agen-
cy appropriation balances in the first year of the biennium
to the second year to offset the cost of the pay plan in-
creases.

In the April 28, 1983 memo, the budget director outlined
his plans for allocating the $9.7 million appropriated to his office
for the purposes of implementing the statewide pay plan. Be-
cause approximately $3.5 million will be required to fully fund
contracted faculty at the university system units, $6.2 million is
available to be distributed among other. state agencies and uni-
versity staff other than faculty. The budget director anticipates
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the need for $600,000 to assist small agencies wheré vacancy
" savings and other cost cutting measures do not offset the cost of
pay plan Tncreases. The remaining $5.6 million in the appro-
priation has tentatively been allocated by the Governor's budget
director to agencies based on the budget cuts each experienced
with the reduction in inflation factors for utilities- and for overall
operational expenses of general fund agencies. To reduce pay
plan costs, the budget director encouraged agencies to hold.
vacant positions open at least four weeks beyond any sick leave
or vacation pay out.

The 1985 legislature applied at least a 4 percent vacancy savings

factor to most state agencies with more than 20 full-time equivalent
empioyees (FTE) in House Bill 500, the 1987 biennium general appro-
priations bill. The notabhle exceptions for the 1987 biennium were instruc-
tional contract faculty of the ixniversity system ahd security guard posi-
tions at the prison which had no vacancy savings applied. Not applying
vacancy savings to the prison security guards is a departure from past
practice. This departure reSttlts primarily because even though turnover
occurs in prison guards, no vacancy savings is realized. Prison posting of
the on-duty guards requires that all posts are covered. If a wvacancy
occurs, a substitute must occupy that post out of the cxisting workforce
which usually involves the payment of overtime. Therefore, the vacancy

has to be filled as soon as possible to avoid paying overtime.

SURVEY
To help determine how vacancy savings is used in government and
the advantages and disadvantages of its use, two separate surveys were
conducted. One survey was sent to the other 49 states to determine how
other states deal with vacancy savings. The other survey was sent to 32

agencies within Montana.



OUT-OF-STATE SURVEY

Cf the 49 states surveyed, 34 responded. The out-of-state survey
asked each states T

1) Do you apply vacancy savihgs; )

2) if not, describe how jfbu :budgét ‘pérsdnal services;

3) if so, describe the method used to apply vacancy savings; and

4) list the advantages and disadvantages of your state's method.

The responses to these questions are discussed below.

1. DOES YOUR STATE ACCOUNT FOR VACANCY SAVINGS IN THE
BUDGETING/APPROPRIATION PROCESS?

Do Not Apply Apply Inconclusive
Arkansas Alaska ~ Idaho
Indiana Arizona Kentucky
Michigan : Florida Nebraska
Missouri Hawaii New York
North Carolina Kansas Tennessee
North Dakota ' Louisiana

Ohio Maryland

Oregon Minnesota

South Dakota Mississippi

West Virginia Mevada

Wyoming New Hampshire

Mew Jersey
New Mexico
Oklahoma
Rhecde Island
South Carolina
Texas
Verniont

Eighteen or 53 percent of the respondents do apply vacancy savings
in the budgeting/appropriation process while 11 or 32 percent do not.
The remaining 5 respondents had inconclusive responses.

2. IF YOUR STATE [OES NOT ACCOUNT FOR VACANCY SAVINGS IN
THE BUDGETING/APPRCPRIATIOM PROCESS, PLEASF DESCRILE YUOUR
STATE'S PROCESS OF BUDGETING FOR PERSONAL SERVICES.

The 11 states that do not account for vacancy savings in their bud-
geting/appropriations process basically begin their personal services bud-
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reting with a budget base-year using all authorized positions to which a

legislatively deéfermined increase factor is applied to cover pay increases.

Position additions or deletions to the authorized levels are considered
4 separately. |
(a) Nine of these states then line item personal services in the
appropriation act with unexpended balances automatically revert-
ing or lapsing at the end of the éppropriation périod.
(b) Indiana, in addition to the above, maintains a contingency fund
for valid problems éxperienced by the agencies. |
(c) Michigan appropriates personal services as part of the total

agency appropriations; therefore, the actual vacancy saving

realized either becomes part of the reversion or is used for

other expenditures.

3. PLEASE DESCRIBE THE PROCESS USED TO APPLY THE AFFECT COF
VACANCY SAVINGS IN YOUR BUDGETING/APPPOPRIATION PROCESS.
The responses to- item 3 may be grouped into the four basic cat-

egories:

1)

3)

4)

Vacancy savings is applied based on historical experience with
adjustments for unusual circumstances;

vacancy savings is applied in increments based on the size of
the agency workforce adjusted for actual experience;

full funding is appropriated for personal services with periodic
reversions of the actual vacancy savings experienced to a central
pool; and

the respondent's methodology was either unclear or the descrip-

tion did not specifically address a policy or process.

Each one of the categories, 1 through 3, includes a list of advantages and

disadvantages.



Category 1: Historical Experience

There are 12 respondent states; Arizona, Florida, Hawaii, Kansas,
Louisiana, Mamyland, Minnesota, Mississippi, New Jersey, Rhode Island,
Texas, and Vermont, who apply vacancy savings usin.g a historical analysis
with subjeétive application of adjustments for unusual circumstances. In
four of these states the Governor's budget office or the agencies are
required to submit budget requests with vacancy savings factors applied.
The'legislature then will make any adjustments they determine appropriate.
The remaining eight states in this category apply vacancy savings rates to
the agency budgets dﬁring the appropriation process using historical
experience. Adjustments to the experienced factors are made up or down
for unusual circumstances such as classification upgrades, hard to recruit
positions, high turnover in low salaried positions, or previous vacancy
savings reductions which have caused abnormally- high vacancies to be
maintained. |

The advantages listed by these respondehts are:

1. The dollars saved can be used to fund other priority programs
which might otherwise be unfunded.

2. Salaries are kept more in line with legislative intent.

3. The flexibility allows the legislature and the state's adminis-
trators te apply both objéctive and subjective criteria on estab-
lishing and adjusting vacancy savings factors.

4. Personal services appropriations are reduced to a level that
reflects actual costs.

5. Diversion of savings in salaries to other objects of expenditure
are limited.

The disadvantages listed by the respondents are:

1. No disadvantages.
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With termination pay uas an unfunded lability, when budget
entities expericnce a large number of ferminations or large single
payouts, the entities must then force more vacancy savings to
cover the cost.

An overestimation of vacancy savings may cause undue hardship
on the agencies' appropriation.

Vacancy savings ‘is subject to manipulation by the agencies, the
budget analysts, and the committees to reach desired results.

An agency's ability to accomplish its goals may be impaired if
their budget is reduced too much for vacancy savings. |

Relies heavily on historical data which must be reliably accurate
or requires more subjective adjustments.

The historical vacancy savings rate may not continue thereby
either overappropriating or underappropriating for the personal

service needs of the agencies.

Category 2: Incremental Vacancy Savings

Three of the responding states apply vacancy savings incrementally

based oh the size of the workforce, (FTE), and the agencies' actual
vacancy savings experience. These three states are Alaska, New Mexico,

and Qklahoma.

In Alaska, the Governor submits the budget based on standard rates:

m Percent
Less than 10 0
11-20 1
21-30 2
31-50 3
4

51 and over

The Alaska legislature, in its review of the budgets, may adjust these

rates up or down based on their review and judgement. New Mexico applies

a similar method; however, using the following criteria: historic rates,
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subjective analysis, and the application of vacancy savings for any year
should not exceed 50 percent of the historic trend for agencies with 10 to
50 employees or 75 percent for larger agencies. S T -

For exam;;-l:, if an agency. employing 40 people experienced a 4
percent vacancy savirigs in the base budget year, and the historic trend
was also 4 percent, the maximum vacancy savings that could be applied
would be 2 percent. For an agency with more than 50 employees and the
same rate experience, the maximum vacancy savings that could be applieél
is 3 percent,. .

‘While” Alaska uses five FTE levels fé"%a{ééd"‘ié.'vacéﬁc—?:ga;r_i'r{g_'s rates
and New- Mexico uses -two, Oklahoma only applies vacancy savings to large
agency budgets such as their Department of Correcctions with nearly 3,500
authorized pbsitions.

The advantuges listed by these states are;

1. Vacancy savings rates take into account the difficulty of small
agencies to force savings when they do not have turnover and
need all of their employees.

2. Basing vacancy savings on historical trends, dces not limit the
flexibility to consider unique circumstances in setting the rates.

3. It is easy to explain, compute, and get the agencies to uccept.

The disadvantages listed are:

1. Standardized rates based on the number of employees does not
necessarily reflect historical reality.

2. There is no guarantee that the historical trends are an accurate
predictor of future experience.

3. Oklahoma felt their method was too limited in its application of
applying vacancy savings only to large agencies and not apply-
ing vacancy savings to small agencies who also experience vacan-
cy savings.
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Category 3: Periodic Reversion or Distribution Using a Pool

Under this=™method authorized positions are fully funded with some
variation on a central pool to either allocéte_ personal services funding
based on actual experience or collect vacancy savings as it occurs. Three
of the responding states, Nevada, ﬁew Hampshire, and South Carolina use
some form of pooling to deal with vacancy savings.

Nevada appropriates 100 percent of all position costs to each state
agency before authorized salary increases. State general fund dollars are
appropriated at a percentage of the total required for approved salary
incrcases to a central pool to be distributed on an as needed basis. For
the 1987 biennium, salary increases were appropriated at 80 percent of the
need resulting in an overall vacancy savings rate of 2.2 percent.

South Carolina allocates employee compensation on a quarterly basis

and only for actual requirements in addition to what other vacancy savings
rates that may be applied.

New Hampshire uses a somewhat different approach. Personal services

are divided into three categories; permanent employees, temporary
emplovees, and additional federally funded positions. Permanent personnel
are appropriated by FTE and salary for each sgency at 100 percent. Any
excesses or shortages in personal service appropriations are adjusted
through a salary adjustment fund. Transfers, other than those from the
salary adjustment fund, can be made into, (but not out-of), permanent
personnel. Temporafy personnel are line-itemed in the operating budgets.
These positions are restricted only by the dollar amount appropriated or
available within the agency budget for transfer to fund temporary
personnel positions for periods not exceeding one year. Additional
federally funded positions from new or expanded grants are authorized by

the Legislative Fiscal Committee for periods not exceeding the grant
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period.

The following are excerpts from New Hampshire statutes providing

for quarterly reversions of the vacancy savings generated and making the

funds available fer transfer to agencies where it is deemed necessary.

99:4 SALARY ADJUSTMENT FUND Whereas the appropriations for personal services in

state departments and institutions include an annual increment for each position,
and whereas upon occasion due to vacancies: and personnel’ turnover, salaries,
increment increases and longevity as provided by the appropriations are not
needed for said positions, " each quarter the.department. .of administratfon and
control shall transfer said amount from the departmental or institutional appro-
priation to a special account to be known as the' salary adjustment fund. This
fund shall lapse at the end of each fiscal year and revert to the appropriate
fund. Under no circumstances will this fund be used for temporary positions or
new positions. Upon the certification of the director of personnel, subject to
the approval of governor and council, the. salary adjustment fund shall be avail-
able for transfer to departmeq;s and institutions in amounts that are deemed
necessary to comply with RSA 98,

9:17-c EMPLOYEE BENEFIT ADJUSTMENT ACCOUNT Whereas the appropriations for employ-

ee benefits in state departments and institutions may upon occasion not be total-
ly needed for each position due to vacancies and personnel turnover,:the depart-
ment of administration services shall transfer said amount quarterly from the
departmental or institutional appropriations to a special account to—be  known as
the employee benefit adjustment account. This fund shall lapse at the end of each
fiscal year and revert to the appropriate fund. Upon the certification of the
commissioner of administrative services, subject to the approval of governcr and
council, the employee benefit account shall be available for transfer -to depart~
ments and instirutions in amounts that are deemed necessary to pay the state's
required prcportionate share of any legally guthorized employee benefit., Notwith-
standing the provisions of RSA 9:16 and 9:17 , no transfer shall be made from any
appropriation for employee Lenefits to any other appropriaticn for any other use
or purpose except as provided in this section.

These states list the advantages of pooling vacancy savings as:

1.

0

-

It is unnecessary to compute a savings figure for ecach budget.
Distribution to agencies from the pcol is done near the end of

the fiscal year when actual data is known.

1

RSA 98 is New Hampshire’'s statue covering personnel compensation,

(pay matrices). . .

2

RSA 9:16 and 9:17 are statutes outlining New Hampshire's limits on

transfers and appropriations.
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The cost of legislatively approved pay raises is controlled to the
level of actual cost only.
The salary dollar pool is controlled centrally, not in the
agencies,
There have been substantial reversions to the general fund from
the pooled appropriations.
When applied without exemptions, it is "nondiscriminatory" in
that all agencies share the burden or responsibility for savings
equally.
Quarterly reviews and adjustments to the salary adjustment fund
facilitate flexibility and cash flow.
Procedures for new federally funded personnel allow the state to
take advantage of new federal grants while maintaining control of
personnel positions.
Provisions in the biennial budgets (sce below) provide for the
elimination of vacant permanent personnel positions which is an
additional means of controlling expenditures.
406:12 Personal Services Limitation (Chapter 406:12 (II))

1. Other provisions of law notwithstanding, the total number
of permanent classified positions for any department or agency for
the biennium ending June 30, 1987, shall be limited to the number of
full-time and permanent classified positions authorized as of June
30, 1985, reduced according to paragraph II, plus such new positions
as are authorized by the general court.

II. The total number of positions authorized shall be reduced
by the number of positions .which have been vacant for the entire
period of the 60 days immediately preceding:

(a) June 30, 1985, for all agenciles angd departments except as

provided in subparagraph (b); or

(b) May 31, 1985, for instructional personnel at the technical
institute and the vocational-technical colleges.

T11. For the purposes of this section, the term '"vacant" shall
not include the position of any person on approved leave, paid or
unpaid.
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IV. The executive head of the department or agency shall
determine which positions shall be filled within the limitations of
the appropriations for the department or agency, and the personnel
classifications as authorized in thls act, and the numerical limita-
tionsimposed by this section.

V. With respect to agencies having an authorized complement
of § permanent classified positions or less, the authorized number
of positions shall not be.reduced under this. section. . The pro-
visions of thi{s section shall not apply to the veterans' home, or to
the New Hampshire hospital.. A

The disadvantages as listed in these three states are:

1. The pét—eritiél" danger of not apprcil;fi-atihg: sufficient funds to the

pool.

(3]
.

It potentially penalizes those agencies that are "lean and mean,"
and their staffing requirements are minimally met.

Category 4: No Specific Policy

There are five réspondent states who either do not have a specific
statewide policy or whose response was unclear or not specifically de-

scribed. They are, therefore, unuseable for the purposes of this report.

IN-STATE SURVEY

The second survey conducted was of 32 agencies within Montana's
system. This survey was used primarily to corroborate the historical
background presented earlier in this report and to seek ideas and com-
ments on the current use of vacancy savings and alternative methods if
the system were to change. Of the 32 surveys sent out, all but two were
returned.

In order to obtuin a cross section of agency opinion on the usc of
budgeting vacancy savings the following questions were made a part of the

survey:
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1. WHAT DO YQU PERCEIVE AS THE OVERALL EFFECT OF VACANCY
v SAVINGS AS APPLIED TO YOUR BUDGET? DOES IT HAVE ADVANTAGES?
DOES IT HAVE DISADVANTAGES?

Of the 30 respondents, only four cited any advantages while one, who

had ne vacancy savings applied, cited no vacancy savings appiied provided

flexibility. The advantages listed are:

(a)

(b)

(¢)

Vacancy savings provides a budget balancing mechanismn during
legislative sessions. (It was not clear from this response if this
is only for the legislature or if the agencies can ﬁlso use this.)
Properly applied vacancy savings allows ‘expectekd services to be
delivered without excess appropriat'ions being made.

Vacancy savings can serve as a source to fund the pay plan.

While there was limited response on advantages there was an abun-

dance of responses citing the disadvantages of applying vacancy savings to

4 the budgets. The following are consolidated disadvantages as cited by the
agencies:
(a) The application of vacancy savings reduces flexibility and makes

(b)

(c)

(3d)

(e)

it difficult to accomplish agency goals.

Positions left vacant to meet budgeted vacancy savings are
subject to elimination.

When vacancy savings cannot be produced from personal service
budgets then operating or equipment budgets must be used
which has the affect of reducing overall budgets.

Applied to federally funded programs, vacancy savings reduces
federal financial participation and/or may reduce federally funded
jobs in Montana.

Forcing vacancy savings does not allow overlap in filling po-

sitions so the incumbent can train their replacement.
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(f)

(g)

In small agencies, the application of vacancy savings in excess
of actual experience persistently erodes the base budget.

In programs delivering servicés directly to the public or where
workloéds are alrecady backlogged; t'oi'ced vacancy savings hurts

services and the image of state government,

The above responses were not entirely unexpected so a companion

question was included in the survey immediately after the above question, 7

2. HOW WOULD YOUR AGENCY LIKE TO HAVE VACANCY SAVINGS
HANDLED BY THE LEGISLATURE? :

The responses to this question can be consolidated into the nine

categories listed below.

(a)
(b)

(c)

(d)

(e)

(H

Do not apply vacancy savings to the budgets.

Apply vacancy savings based on actual experience. Suggestions
for an appropriate historical base ranged from using the previ-
ous three years experience to the previous five years of actual
experience, |

Appropriate personal services at 100 percent and line item per-

‘sonal services in the appropriations act. With no allowable

transfers into or out-of personal services, any balances remain—'
ing at fiscal year-end would revert to the appropriate funds.
There were suggestions to also line-item the FTE levels in‘the
appropriations act.

If the legislature is required to m‘ake cuts do not use vacaucy
savings, instead identify specific program cuts to be made.

Do not apply vacancy savings tu non-general fund progﬁuns
and/or small programs.

Apply vacancy savings rates based on the size of the personal

services budget. Example provided:
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Personal Services Budget Vacancy Savings Rate

Tess than $500,000 0.5%
$ 500,000 - $1,000,000 1.0%
$1,000,000 - $2,000,000 2.0%
$2,000,000 - $3,000,000 3.0%
$3,000,000 and up . 4.0% and up

(g) Appropriate a statewide vacancy savings amount to a central pool
managed by The Office of Budget and Program Planning.
Agencies could then apply to the pool through some justification
process for aid if they cannot meet the vacancy savings applied
to their budget.

(h). Appropriate 100 percent of the personal services budget required
to fund all authorized positions. - Then establish a central pool
to which unused personal service appropriations are refunded
each pay period. The pool could then be used in the manner
set’ out in option (g) above for agencies who encounter problems
in their personal services budget. The pool balance would
revert at year-end.

(i) When positions are left vacant to force vacancy savings, do not
subsequently delete those positions.

SUMMARY OF SURVEYS

Many of the agency responses parallel those from other states. The
data from these surveys will be used in the analysis section later in this
report.

The out-of-state survey shows that the states who do not apply
vacancy savings in the budgeting/approbriations process, line item person-
al services within the appropriation and the appropriation balance due to
vacancy savings, revert. Therefore, each of these states must appropri-
ate more for personal services and limit overall budget flexibility in the
agencies by using a line item personal services appropriation.

The statés that do apply vaf:ancy savings in the budget-
ing/appropriations process basically use one of two methods; 1) after
calculating vacancy savings using either a historical basis or an incre-
mental basis, the personal services appropriation has been decreased for

vacancy savings; or 2) personal services funds aré distributed to agencies
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from a central pool based on actual need or vacancy savings is reverted to
a central pool as it is incurred.

The comman advantages listed for applying vacancy savings were:

1. The dollars saved by a[\)p.lyjin_g vacancy savings can be used to
fund cher priority programs or reduce the overall revenue
required to fund goverhment.

2. The application of vacancy savings reduces personal services
-a.pp'ropriations to a level that reflects actual costs. |

3.. The application of vacancy savihgs limits the diversion of sav-
ings in salaries to other objects of expenditure.

The common- disadvantages of applying vacancy savings were:

1. An_overestimation of vacancy savings may causé undue hardship
on an agency's appropriation,

2. Vacancy savings is subject to manipulation by -the agencies, the
budget analysts, and the committees to reach desired results.

3. Vucancy savings may impair an agency's ability or flexibility to
accomplish its goal‘s if their budget is reduced too much.

The results of the in-state survey generally echoes the responses of
the out of state survey. It seems clear, hcwever, from the in-state
survey that the agencies would prefer that:

1. Vsacancy savings not be applied to their budgets in the appro-

priations process, or

2. if the applicaticn of vacancy savings in the appropriaticns is not

eliminated, then a different methed should be used to apply vacancy

savings.

ANALYSIS

The earlicr sections of this rcport have: 1) defined vacancy savings,

2) reviewed historically how Montana has applied vacancy savings, 3)
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Ilusti‘ated methods used by other states concerning the application of

E P

vacancy savmgs, and 4) summarized responses by state agencies to a
questi’onnaire concerning the application, effect, and method of applying
vacancy savings. This analysis will provide some perspective to the

meaning of vacancy savings in the state budget and define some of the

problems encountered when ca‘lc'-:ulatirig‘,-'projecting, and applying vacancy

savings.

BUDGET IMPACT OF VACANCY SAVINGS

The 1987 biennium application of vacancy savings reduced overall:
appropriation levels by approximately $21.7 million for. the biennium, $11
million of general fund and $10.7 million of other funds. : Article VIII,
section 9 of the lMontana Constitution requires that appropriation by the
Legislature shall not excee;i anticipated revenue. Therefore, had the
legislature not applied vacancy savings, $11.0 million of additional general
fund revenues or program reductions wculd have been needed to balance

the budget.

Table 2 shows tﬁe dolllar amounts of vacancy savings calculated using
percentages ranging"from 2 to 5 percent as well as the appropriated level
of vacancy savings for the 1987 biennium. A comparison between the
vacancy savings calculated at 4 percent of. the total personal services and
the appropriated fiscal 1987 vacancy savings, shows the appropriated is
$9 million lower than the 4 percent that was recommended in the executive
budget for the 1987 biennium. This difference results from not upplying
vacancy savings to univefsity contract faculty, Vo-Tech centers, prison
security guards, and agencies with fewer than 20 FTE. Had the
legislature applied a 4 percent vacahcy savings factor to the university
faculty, an additional $6.6 million of géneral fund would have been saved

in the 1987 biennium.
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Table 2
Comparison of Vacancy Savings Rates

“'Figcal 1986~ Fiscal 1987  Total
' - SR VT 15 S : a

Total Personal Services ' $376,194,188 $390 371,302 $766,565,490
STttt - .“,'.;'«»-a.;fx - Yacan‘-‘y Samngs— AT T '=" '&'1"' -
2.0 Percent” . . .  ".7,523,884 .., ... 7,807,436 _c o~ 15,331,310
2.8 Percent (Approprlated) 10,692,360. . 1Q 991,179 . .. - 21,683,534
3-0 Percent . ™ R 11 '2‘85’826_"_';‘3’.‘ '*11'.‘711;139 K _‘_-:':,‘-':22"9996,,965
4.0 Percent . _ . . -. 15,047,767.. . 15,614,853 .. 30;662,619
5.0 Percent S 18,809,709 - - 19,518,565 38,328,274
CALCULATION OF VACANCY SAVINGS . .. . - ... _ues ™

~ Although Montana's Statewide Budgeting and - Accounting-:System,
(SBAS) and Payroll, Personnel, and Position Cantrol -System,-..(PPP) pro- -
vide a tremendous amount aof - .detailed: information, neither system
currently provides a consistent, comprehensive: accounting of vacancy
Lavings. o } ) T ‘
The attributes féduired to calcuiéte. vacancjr saﬁ;g:s i)y: prograrﬁ’ ur'e:
1) the total amount required to pay for all leg'islativeiy authori;ed
FTE in'cluding authorized pay increases, |
2) the total dollar amount of vacancy savings applied to the total
personal services budget,
3) the actual ccst of personal services by object of expenditure,
4) the cost of grade changes in authorized positions, and
5) the ccst of unauthorized positions filled.
The Statewide Budgeting and Accounting System, (SBAS) has the
capabilities to provide a consistent comprehensive and accurate accounting
of attributes 1, 2, and 3 above. However, current operational procedures

do not mandate that agencies use the capabhilities offered by SBAS
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particularly i allocating attributes 1 and 2 above by program. For an

example of the “problems of operational plan control and budget allocatlons

on SBAS, “see the attachecLQperation&} Plan~ Control» report presented to

Lt me—- . T L

RASURRTCN

the Legislative I‘mance Comniittée in January 1986:3"':_“

LTkt e et e — v

e e X 3

The Payroll, Personnel and” Posnion Controletem, (PPP) also has

et s Thadiee e R

the capabilities to provxde: an accountmg -of*attributes’*‘l"”z 4, and 5.

Although the cost of posmon upgrades, attnbute 4 may take more than a
little effort to identify and calculate-—-especiauy m iarge prog'rams. Again,

as with SBAS, current operationak procedures do not mandate that agencies

use the capabilities offered by the PPP systerrr In adaition, there is no

- e S

systematic monitoring o£ the two systems— to ensure that the ‘detail in PPP

ties to SBAS and is kept upd‘_‘fed- R - 4—~:

ACCURATE AND CONSISTENT INFORMATION .

[

Inconsistent recordlng of actual expendxtures can havo considerable
impact in projecting futore vacancy savings rates. One such inconsistency
was discovered when reviewing_rne' results of the in-state survey. It was
discovered that not all state agencies are recording terminating vacation
pay the same way. The followmg example illustrates the inconsistent
recording of terminating pay and points out an area in which the state's
accounting records are inconsistent.

Example: Two employees give two week notification to their employer

of their intent to terminate on the same day. Assume both employces

have 90 hours of accrued vacation leave credits and 150 days of sick
leave credits on that day.

Scenario 1: The employer agrees to allow one employee to take two

weeks (80 hours) of vacation and extend the effective date of termination

another two weeks. Therefore, when the employee leaves, he is kept on
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the payroll for the two additional weeks as vacation and then paid the
balance of his vacati_on ,predits (ten hours) .plus his additional vacation
accrued (4.62 -kours) __for the two weeks and 25 percent of his sick leave

credits in a lump sum._ _The agencx..-m_turn.__mdes._me_ extended. two.._

-cim

weeks of the terminating, employee's salaz:.p to. vacation- pay: on SBAS and

the lump-- wwpaymenmmammwwmmlg vacatmn

» 2bn) valy
S et T mtae 3 TRASN A ey u-a"_'u ""

Scenario 2: The other employee:terminates—with_ the—QO»hourq vacation

e

R e

credits and 150 hours ot‘ sick leave credas. The ekh'ployer pays a lump

L e e e o

-employee. -codmg-ihe-enttre amounts to

-
Tay ST
s

terminating sick pay and termnatxag--vacatlonw— e o

——vy

There are two ma]or_dtfference.s_ 1Mcenamo-1.—-and— Scenario 2.

sum payment to the. terminahng:

of vacation pay and 3 69f hours- ﬁsxck-l’eavé-beeause ot:tﬁfe xtended ter-

I3 e

mination date, and (2). aIthougtrbUth:empmyee.;..feTmi‘ﬁaféaC at the same

time, SBAS reflects con51denab1§Ldi££e1:ent_£fg‘ures_.tbn_t‘Efmmat1ng vacation

¢ mam ot — -

pay. The employee in Scenarlo_l v.su:ouIcr_~ reﬂccf termmatu}g vacation for

T s o

only ten hours plus the 4.62'hours~ accrued during his two week vacation
period while the employee in- Scenario- 2 reflects terminating vacation for 90

hours. The following table compares the difference based on grade 12,

step 6 employees. ST T =
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_ _Table 3 . _
Comparison of Terminating Vacation Pay For Scenario 1 and 2

PR Sick, - e cmp o camne Term

. Hourly . Vacation Leave Vacation Term. Vac. Sick
Scenario . _ _Rate .. __Hours . Hours . Pay . Pay (25%) - Total
1. 7 Week Vacation $9.346 80 -0- §747.68 § -0- _ § -0-  § 747.68
1. Lump Sum 9.346 14.62 153.69 136.64 359.10  495.74
Total 1 ' 94,62 153.69  $747.68  § 136.64  $359.10 $1243.42
2. Lump Sum $9.366 90 150 § -0-  § 841.14  $350.48 S1191.62
Difference 4,62  _ 3.69  $747.68  ($704.50) $_ 8.62 § 51.80

I

Although the total dollar effect of Sée‘narié 1 ovér:écenario 2 is only
$51.80, there is a signifié.ant 1difference,' 5764.50 or- 42’ percent,"in the
amount reflected in the state's accounting recordé for té;'rﬁinaéing w}acation
pay. Since tei‘miﬁation pay is not appropriated, aﬁy ferminaﬁon pay
decreases the available appropriation after vacancy savings ié applied.
The extent that ‘individual agencies are inconsisteﬁt could have
considerable impact on determining the amount of actual terminating
vacation pay and thus the vacancy savings calculations. Since the state
accouniting records are inconsistent, the effect of termination pay on

vacancy savings cannot be accurately calculated.

TERMINATION PAY

Table 4 shows the statewide actual amount paid for terminating sick
pay and vacation pay for fiscal years 1981 through 1985 as recorded in
SBAS. There was a considerable increase shown in SBAS between fiscal
1982 and 1983. Since fiscal 1983, termination pay recorded in SBAS has

averaged about $2.4 million a year.
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Table &
Statewide Terminating Sick. Pay and Vacation Pay.

1981 1982 983 1984 1985
Term. Sick Leave § 701,196 § 500,793  § 668 827 S 872,265  $1,009,17

Term. Vacation Pay ... 1,085,072 ¢ 1,075,995 -3 _1,663,1437 17 17475,166" "7 1,467,127 °

Total L SLIB26 SLITET8 AN SAETIALY SLT62
. s e Gyttt FERES BRI P 2 TS IR S RTRE
Note: These figures do not include benefits.
- g Lo ited L T 4

In both flscal 1984 and 1985 termmatlon pay, an unbudgeted expendl-

ture, accounted for approximately 0.7 percent of the total persona.l ser-

- -

vices budgets. Therefore, when a vacancy savmgs rate of 4 pcrcent is
applied, the actual vacancy_saving rate is 4.7 percent because of not

budgeting termination pay.

FOOLING

Scme stutes, as reflected in our survey, have established a central
pool that an agency t-nay' turn to for help when faced with a large
termination pay out. A good example of how a pool would have saved an
agency budget was when the new state auditor ascumed office in January
1985. Six individuals terminated with a combined leave accrual of $73,151,
or 5.6 percent of their fiscal 1985 personal services bhudget. The state
auditors office ultimately received ; $26,029 general fund supplemental with
the balance of the accirual being paid out of the fiscal 1985 general fund
appropriation which already included a vacancy savings factor of approxi-
mately 3.5 percent. The termination ‘pay plus the vacancy savings
amounts to 9.1 percent of the personal services budget with 7.1 percent
being absorbed by the fiscal 1985 appropriation and the balance through

the supplemental appropriation.



Small agencies- are particularly - vulnerable to termination pay, espe-

cially when the"t'ermination occurs. within the last -month of the fiscal year.

In the first year of the blennium if the appropriation is insufficient_to_pay ..
the termination costs the agency may seek a supplemental. However,
should a termination occur in the last month of the second year of the
biennium and the agency appropriation is insufficient, the agency simply
cannot meet its.obligation. Section 17-8-202, paragraph (2) of the Montana

Codes Annotated, prohibits the ﬁepartment of Admiriis;tration from charging

any uppropnatmn unless the balance of the approprlatlon is avmlable and

adequate. If no approprlatlon 1s avmlable for the payment of a clalm, the
department shall audit 1t» and, if ;t is a valid claim, ‘t‘ransmlt it to the
jovernor for presentation to the legis_lature. The terminating employee .
has the right, according to Section 39-3-305, paragraphs (1) and (2),
MCA, to receive ._gll unpaid wages within three days unless he would
otherwise receivé the wages on the next regular payday for the pay period
during which he terminated. These two laws obviously create a delima for
a manager who is unfortunate enough_ to have an employee terminate in the
last month of the sec;md vear of the biennium and insufficient
appropriution available to pay the termination costs.

A statewide pool for such contingencies 1is an alternative to
supplementals, special appropriations, and varying vacancy savings

rates by agency.

SUMMARY
It is clear that vacancy savings exists within state government,
Montana's legislature not only recognizes this fact, but has moved since
the 1979 legislature, to use vacancy savings as an important budgeting

tool. This is evidenced by the move from individual agency vacancy
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savings allocations by subcommittees in the 1979 legislative session to the
application of "across the board" vacancy savings in the 1985 legislative

session. Montana is amorig the majority states tvho recoé‘nize and deal with
vacancy sava; in the budgeting/appropriations process. Although the
methods of applying vacancy saving"s' 'vary from state to state, the
underlying purp'dse‘ for doin:g S0 is 'corﬂ-m‘o.n towall"{ That is', 'to recog'nize”

the existence of vacancy savings and to account for and manage its effect

o - - i

on government resourcee.
The leg’lslature is aware of some problems that result from the appll-
cation of vacancy savmgs. This is cv1denced by the passage of House

Joint .Resolutionﬂl43‘ The m-state survey responses mdicated that ag‘encxesA
would prefer that no vacancy savmgs be applied or mthat a dxfferent method:
be developed for application in the budgeting process. However, as shownl
in the analysis, the problems surroundmg vacancy savings ‘are not limited
to the legislature's application of vacancy savings to agency budgets. The
state's accounting systems have capabilities beyond current operational
mandates. If utilized fully, these systems could provide the informution "~
necessary to track and project vacancy savings. Also pointed out, are
inconsistencies in recording information in SBAS which further compound
the problems of accurately analyzing and projecting vacancy savings. The
following issues and options may not ¢nd the debate surrounding the
application of vacancy savings, however, action by the legislature on these
issues will provide a clear direction for the future application of vacarcy
savings.
ISSUES

Issue 1: Should vacancy savings continue to be applied in the budget-
ing/appropriation process?

Option A: Continue to apply vacancy savings in the budgeting/appro-

priation process.



Option B: Do not apply vacancy savings in the budgeting/appropri-

ations process.

Issue 2: If vacancy savings is to be applied, what method should be used
to apply vacancy savings in the appropriatfén procéess? ° ’

Option A: Line item personal services and FTE levels in the appro-
priation and require a reversion of the unexpended balances. This
reversion could be made at the end of each pay period, monthly,
quarterly, or at the end of the fiscal year. =

Option B: Apply vacancy savings to each agéncy bidget based on
historic experience with adjusifnénts for unusual circumstances.

Option C: Apply vacancy savings to eich agency budget based on an
incremental rethod which scales the”v"acancy savings rate to the
number of FTE in each4 agency. Under this method smaller agencies
would have less vacancy savinés applied than larger agerﬂ\cies.i

Option D: Apply iracancy savings to each agency budéet based on
the global method as in the current biennium.

Option E: Adopt a method similar to the one.used in New Hampshire,
where personal services are fully funded within the appropriations act
for all authorized FTE. Establish a central pool to which all vacancy
savings realized would revert each pay period. Establish procedures
to enable agencies with valid personal services problems to apply to
the central pool for relief. The balance remaining in the pool at year
end would revert to the appropriate ‘fund.

Option F: Aprply vacancy savings to each agency budget at a rate of
2.5 percent to 4 percent and establish a pool to receive reversion of

any actual vacancy savings in excess of that budgeted. Allow

agencies with valid personal service problems, (large termination
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payouts, less than anticipated vacancy savings, etc.,) to apply to for
relief from funds in the pool. All or part of the balance remaining in

the pool could revert to the appropriate fund at fiscal year-end.

Issue 3: Should a pool-be established for termination pay?
Option A: Establish a central pool to pay terminating sick leave and
vacation pay.

Ogtion B: Tuake no action.

Issue 4: If vacancy savings is applied, should there be a way to accu-

rately identify and track the vacancy savings that corresponds to the

method of application?
Option A: Require the Office of Budget and Program Planning and
the Department of Administration to develop specific vacancy savings
recording procedures on the Statewide Budgeting and Accounting
System, (SBAS) and the Payroll, Personnel, and Position Control
System, (PPP) which correspond with approved operational plans,
These specific procedures should include: the five information
elements defined in the analysis section on page 22.

Option B: Take no action.

KW2:vss
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