3201 - SECRETARY OF STATES OFFICE

01-BUSINESS & GOVERNMENT SERVICES

Agency Budget Comparison
The following table summarizes the total executive budget for the agency by year, type of expenditure, and source of

funding.
Agency Budget Comparison

Base Approp. Budget Budget Biennium Biennium Biennium Biennium

Budget Item Fiscal 2012 Fiscal 2013 Fiscal 2014 Fiscal 2015 Fiscal 12-13 Fiscal 14-15 Change % Change
FTE 0.00 0.00 1.00 1.00 0.00 1.00 1.00 n/a
Personal Services 0 0 59,376 59,374 0 118,750 118,750 n/a
Operating Expenses 0 0 1,104,253 594,655 0 1,698,908 1,698,908 n/a
Equipment & Intangible Assets 0 0 40,000 40,000 0 80,000 80,000 n/a
Grants 0 0 0 0 0 0 0 n/a
Total Costs $0 $0 $1,203,629 $694,029 $0 $1,897,658 $1,897,658 n/a
General Fund 0 0 690,629 694,029 0 1,384,658 1,384,658 n/a
JFederal Special 0 0 513,000 0 0 513,000 513,000 n/a
Total Funds $0 $0 $1,203,629 $694,029 $0 $1,897,658 $1,897,658 n/a

Agency Description

Agency Mission: It is the mission of the Secretary of State (SOS) to improve services to Montana’s voters, business
community, and governmental agencies through open communications, effective use of technology, and transparent

accountability.

For additional information please refer to the agency profile.

Agency Highlights

Secretary of State’s Office
Major Budget Highlights

No base funding exists for the office as the 2011 Legislature designated the
$1.1 million in federal Help America Vote Act funds appropriated for the
2013 biennium as one-time-only

HB 2 funding consists of a request to fund operating costs associated with the
Statewide Voter Registration System (SVRS) with the remaining HAVA
funds

The remainder of the office funding is derived from non-budgeted proprietary
funds

Legislative Action Issues

Almost $0.3 million of Help America Vote Act funds are available to support
SVRS in FY 2015 and can be used to reduce proposals to provide general
fund support

A growing fund balance in the enterprise fund is available to fund the SVRS
eliminating the need for general fund support as proposed by the executive
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Agency Discussion

In the 2013 biennium the legislature provided a biennial appropriation of $1.1 million from the federal Help America
Vote Act (HAVA) funds to provide grants to counties for continued voting equipment improvements. HAVA was
passed by Congress in the wake of the controversial 2000 presidential election in Florida. The 2011 Legislature
designated the HAVA funds one-time-only for the 2013 biennium. As a result, the table on the previous page does not
reflect FY 2012 base spending for the agency.

In FY 2012 SOS used HAVA funds to meet federal requirements included in the federal act. The act requires states to
improve their federal elections processes. As part of the improvements the state is required to maintain a state-wide
voter file as a uniform, official, centralized, interactive computerized system. Montana has developed the Statewide
Voter Registration System (SVRS) to serve this purpose. In addition, SOS maintains the electronic statewide election
reporting system (eSERS) used for election night reporting at the precinct level, and to prepare the county and statewide
canvass reports. In the event of a recount, the system is also used to complete a recount canvass report. Other uses of the
federal funds in FY 2012 included post-election audits of voting results, county election training, and support for 1.00
FTE to support these functions.

The executive is requesting:
o $1.3 million in general fund over the 2015 biennium to support SERVS
o $0.5 million in federal HAVA funds to provide for eSERS and the other uses of the federal funds outlined above
as a one-time-only biennial appropriation

LED General Fund Can Be Reduced or Eliminated by Utilizing Federal and Proprietary Funds to Support HAVA
ISSUE Requirements

Use of HAVA Funds

SOS indicates the following costs are included in the proposal for federal HAVA funds in FY 2014:
o $50,000 and 1.00 FTE to support the administrative functions associated with HAVA requirements excepting

those for the SVRS
o $30,000 for eSERS Figure 1
o $20,000 for post-election audits Secretary of State
0 $30,000 for election training and administration Help America Vote Act
Actual Budgeted  Proposed
The office anticipates they will require an additional $130,000 of [Income Statement SV PV A YA

HAVA funds in FY 2015 to support these activities or a total of |Bedinning Fund Balance  $1,846,695 $1,350.232  $702,232
$260,000 over the 2015 biennium. This figure is $253,000 below 5

g q q q an g . evenues
the amount requested, which the office indicated it intends to use in | jyyestment Earnings 4,794 2,000 1,000
the 2017 biennium.

Expenditures

Figure 1 shows the income statement for the HAVA funds using the | Personal Services 107,112 0 0
entire amount requested by the office in the 2015 biennium. Operating Expenses 393,862 0 513,000

Grants 28,305 650,000 0
A review of the income statement for the Help America Vote Act |Tot! Expenditures ATl RO LY
account shows that as proposed by the executive, almost $443,000 AdjUstments 28,022 0

of funds are available at the end of FY 2014:
o $190,000 in estimated fund balance Ending Fund Balance $1,350,232  $702,232  $190,232
0 $253,000 in requested authority in FY 2014 that is intended
for the 2017 biennium
The legislature may wish to consider supporting SVRS with the available HAVA funds.
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LFD

1SSUE Use of Proprietary Funds

CONT. As discussed in more detail in the Funding and Proprietary Rates sections, the office is supported by a
proprietary fund. According to the SOS, the proprietary fund provides support for the following major

functions:
o0 Election administration
Registration and document filing of Montana businesses
Publication and distribution of administrative rules
Records management of public documents generated by state and local government
Centralized services for the Secretary of State’s Office

O O0OO0Oo

The 2013 Biennium Report on Internal Service and Enterprise Funds for the business and government services account
in the enterprise fund shows and the last several legislative audits confirm that the fund balance for the enterprise fund
used to finance the operations of the Secretary of State is high and fees are not commensurate with costs. The projected
ending fund balance at the end of FY 2015 is $5.3 million.

With a projected ending fund balance of $5.3 million at the end of FY 2015 it appears the fund could be used for
additional election administration costs associated with maintaining the SVRS originally authorized using HAVA funds.
Under the previous Secretary of State, the purpose for accumulating the balance was stated as being needed to upgrade
the computerized management system used by the office. Furthermore, the office was successful in obtaining general
fund from the 2009 Legislature to finance the first of five planned phases for upgrading the office’s management system.
The current Secretary of State has stated that the balance of the fund is needed to finance costs for the operation of the
office. Based on the projected increased fund balance projected for FYE 2015, this does not appear to be the case for the
2015 biennium. The legislature may wish to consider funding costs for SVRS using the proprietary funds allocated to
the agency.

Legislative Option
Fund SVRS costs in the 2015 biennium utilizing:
0 $221,500 in HAVA funds each year of the biennium
0 $469,129 in FY 2014 and $472,529 in FY 2015 from the proprietary fund

Agency Personal Services

Personal Services Growth

The personal services costs for the agency are included in the proprietary funding of the office. The increases over the
2012 base amount are primarily due to the following factors:

0 Pay increases are annualized to full year funding in the 2015 biennium

0 Additional FTE requested for the statewide voter registration system

Pay Changes Given in the Base Year

During FY 2012, the agency used funding from vacancies to fund strategic pay adjustments that averaged 1.00% for
every position.

5% Plans

Statute requires that agencies submit plans to reduce general fund and certain state special revenue funds by 5%. The
Secretary of State is not required to submit a 5% reduction plan as the office has no general fund or state special revenue
funds.
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IT Systems

State agencies have identified information technology (IT) systems that are critical to the state as a whole or to the
agency. Further, state agencies have assessed the age of the systems to establish whether the system is:
0 New
Emerging
Mature
Declining
Obsolete

O O0OO0O0

The Legislative Finance Committee recommended that House Appropriations and Senate Finance and Claims Committee
leadership direct the Long Range Planning Subcommittee to meet jointly with each of the appropriate joint
appropriations subcommittees to discuss priorities related to critical IT systems, and that state agencies be prepared to
discuss:

0 Current plans to address obsolescence

0 Costs to replace the system

o Costs of maintaining the current system

0 Risks associated with both retaining the current system and replacing the system

LFD staff will be prepared to discuss issues related to those systems that have been determined to be either critical to the
state as a whole or to the agency and either declining or obsolete. Issues include security, continuity of operations, and
funding.

Agency Goals and Objectives
Goals and objectives for the agency can be found in the appendix.

Funding
The following table shows agency funding by source of authority, as proposed by the executive.

Total Secretary Of State's Office Funding by Source of Authority
2015 Biennium Budget - Business & Government Services
Non-
Budgeted Statutory Total % Total MCA  Statutory
Funds HB 2 Proprietary Appropriation All Sources All Funds Reference Category
General Fund $1,384,658 $0 $0  $1,384,658 12.4%
Federal Special Total $513,000 $0 $0 $513,000 4.6%
03715 Elections Federal Grant $513,000 $0 $0 $513,000 4.6%
Proprietary Total $0 $9,311,489 $0  $9,311,489 83.1%
06053 Sec. Of St. Business Services $0 $9,311,489 $0 $9,311,489 83.1%
Total All Funds $1,897,658 $9,311,489 $0 $11,209,147 100.0%
Percent - Total All Sources 16.9% 83.1% 0.0%

The operations of the Secretary of State’s Office are primarily funded with proprietary funds derived from fees for
services, document sales, and other fess established in statute. For further discussion regarding these funds refer to the
“Proprietary Rate” section of the narrative

The executive is proposing $1.4 million in general fund to support the statewide voter registration system. See related
issues under the Agency Discussion and the “Proprietary Rate” section for LFD issues with this proposal.
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In recent years, the federal Help America Vote Act of 2002 (HAVA) has provided federal special revenues for election
reform initiatives. Since expenditure of HAVA interest funds in the base were designated as one-time-only, these
expenditures were removed from the base and no base exists. Interest accrued on deposit of HAVA funds remains
unspent and funding from these funds is proposed for FY 2014.

Budget Summary by Category
The following summarizes the total budget by base, present law adjustments, and new proposals.

Budget Summary by Category

General Fund Total Funds
Budget Budget Biennium Percent Budget Budget Biennium Percent
Budget Item Fiscal 2014 Fiscal 2015 Fiscal 14-15 of Budget Fiscal 2014 Fiscal 2015 Fiscal 14-15 of Budget
Base Budget 0 0 0 0.00% 0 0 0 0.00%
Statewide PL Adjustments 0 0 0 0.00% 0 0 0 0.00%
Other PL Adjustments 0 0 0 0.00% 0 0 0 0.00%
New Proposals 690,629 694,029 1,384,658 100.00% 1,203,629 694,029 1,897,658 100.00%
Total Budget $690,629 $694,029 $1,384,658 $1,203,629 $694,029 $1,897,658

As discussed in the Agency Discussion narrative, HAVA funding was designated as one-time-only for FY 2012 resulting
in new proposal request to reinstate federal funding for the 2015 biennium. General fund is proposed to support the
statewide voter registration system.

New Proposals

New Proposals

Fiscal 2014 Fiscal 2015
General State Federal Total General State Federal Total
Program FTE Fund Special Special Funds FTE Fund Special Special Funds

DP 1501 - Statewide Voter Registration System (SVRS)

01 1.00 690,629 0 0 690,629 1.00 694,029 0 0 694,029

DP 1503 - HAVA Interest (Biennial) OTO
01 0.00 0 0 513,000 513,000 0.00 0 0 0 0
Total 1.00 $690,629 $0 $513,000 $1,203,629 1.00 $694,029 $0 $0 $694,029

DP 1501 - Statewide Voter Registration System (SVRS) - The executive requests support for 1.00 FTE and operational
costs to support the State Wide Voter file that was mandated by the federal Help America Vote Act (HAVA) of 2002.
The federal act requires states to maintain a uniform, official, centralized, interactive computerized system. The voter
file must be maintained for fixes and enhancements to the system.

LED See the Agency Discussion section for more information and related LFD issues on this proposal.

ISSUE

DP 1503 - HAVA Interest - Spending authority is requested for cumulative interest earnings from the Help America
Vote Act grant. Authority would be used for related expenses and grants to counties to continue to comply with the act.

Proprietary Rates
For Business and Government Services (06053)

Program Description
The Secretary of State’s Office conducts its daily operations through a single program, the Business and Government
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Services Program. It provides the following major functions:
o0 Election administration
Registration and document filing of Montana businesses
Publication and distribution of administrative rules
Records management of public documents generated by state and local government
Centralized services for the Secretary of State’s Office

O 00O

Program Narrative

Expenses
Significant costs for the program are for:

o Personal services for 55.25 FTE, $4.7 million over the 2015 biennium

0 Operating costs $9.3 million over the 2015 biennium including:
o $0.8 million for e-government transaction fees
o $0.5 million for information technology and communication services
o $0.4 million for building rent

Revenues

Revenues are received from fees charge to: 1) businesses and corporations for corporate filings, registration of assumed
business names, and trademarks; 2) state agencies and users of ARM for publishing and distributing the ARM and the
MAR, and storage and management of public documents; 3) candidates who file for elections; 4) Montana citizens who
apply to be notaries. Revenues, by source, have been steadily increasing since FY 2009 and are not projected to deviate
from this pattern.

Significant Present Law Adjustments

Statewide present law adjustments increase costs to the program by $123,000 in FY 2014 and $86,500 in FY 2015. The
agency proposes to use proprietary funding to support 1.00 FTE previously supported by HAVA funds at an increased
cost of $102,100 over the 2015 biennium.

Proprietary Rates

This program is funded with an enterprise type proprietary fund. As such, the legislature does not appropriate funds or
approve rates for the program. Instead, the legislature reviews the report for the enterprise fund and identifies any
concerns with the financial position of the fund. The report for the enterprise fund is available in the appendix.

Fees Not Commensurate with Cost
ISSUE As discussed in the agency narrative, the fees for the proprietary fund are not commensurate with costs. The
legislature may want to discuss plans the office has for addressing fees and operating costs of the office.

Although this fund is an enterprise fund, it functions the same as an internal service fund except that Montana business
owners and candidates for office rather than state agencies are paying the fees. LFD consulted with Legislature Services
Division legal staff to determine if there were any restrictions that would prohibit the legislature from transferring
proprietary funds to the general fund. The legal staff could not find any provisions in the constitution, code, or case law
that would prevent the legislature from “sweeping” an enterprise account.

Legislative Options
The legislature does not appropriate the fund, nor does it approve the fees, which are outlined in rule. If the legislature
considers in its review of the fund that the fees are not commensurate with costs it can:
0 Request that the Secretary of State lower fees to bring fees in line with the costs of the program after factoring in
the excess balance over a reasonable reserve in the rate determination; or
0 Transfer a portion of the fund to the general fund
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