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Chair Dela Cruz and Members of the Committee:

The Department of the Attorney General has concerns regarding part V of this
bill, which temporarily suspends various general excise tax exemptions and imposes tax
on the previously exempt gross income at the rate of 4 percent, and provides the
following comments regarding three of the exemptions.

Home Service Providers Acting as Service Carriers

The suspension of the third exemption, at page 21, lines 10-13, of this bill, for
"[g]ross receipts of home service providers acting as service carriers providing mobile
telecommunications services to other home service providers as described under
section 237-13(6)(D)," Hawaii Revised Statutes (HRS), may be subject to challenge
under the federal Mobile Telecommunications Sourcing Act (MTSA), 4 U.S.C. 8§ 116-
126.

The MTSA "provides a uniform method for fairly and simply determining how
State and local jurisdictions may tax wireless telecommunications.” H.R. Rep. No. 106-
719, at 6 (2000), reprinted in 2000 U.S.C.C.A.N. 508, 0. Under the MTSA, the

jurisdiction encompassing a customer's "place of primary use"

may impose a tax on
mobile telecommunication services "regardless of where the mobile telecommunication

services originate, terminate, or pass through.” 4 U.S.C. 8 117. "[N]o other taxing

! The "place of primary use" is generally defined as the residential street address or primary
business street address of the customer. 4 U.S.C. § 124(8).
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jurisdiction may impose taxes, charges, or fees on charges for such mobile
telecommunications services." 1d.

The wording in section 237-13(6)(D), HRS, is a codification of the federal MTSA.
See Act 209, 2002 Haw. Sess. Laws 859 ("[tlhe purpose of this Act is to enact statutory
provisions to conform to the federal Mobile Telecommunications Sourcing Act").

Part V of this bill would temporarily impose tax on mobile telecommunications
services provided in the State by a local home service provider to a customer whose
place of primary use is outside the State, in violation of the MTSA. As noted, under the
MTSA, only the jurisdiction encompassing the customer's place of primary use may
impose a tax on mobile telecommunication services. 4 U.S.C. § 117.

Accordingly, to avoid a potential challenge under the MTSA, we recommend
deleting the third exemption, at page 21, lines 10-13, of this bill, relating to home service
providers acting as service carriers. Although this bill contains a provision that tax shall
not apply to gross income that "cannot legally be so taxed under the Constitution or
laws of the United States," at page 26, lines 11-15, we nevertheless recommend
amending this bill to avoid ambiguity and a potential legal challenge.

Transportation of Agricultural Commodities Shipped Interisland

The suspension of the sixth exemption, on page 21, lines 19-21, of this bill, for
“[almounts received from the loading, transportation, and unloading of agricultural
commodities shipped interisland as described under section 237-24.3(1)," HRS, may be
subject to challenge under the federal Anti-Head Tax Act (AHTA), 49 U.S.C. § 40116,
with respect to the transportation of agricultural commodities by air.

The AHTA prohibits states from levying or collecting a tax on "air transportation”
or "the gross receipts from that air . . . transportation.” 49 U.S.C. § 40116(b). The term
"air transportation” is defined as including the "transportation of . . . property by aircraft
as a common carrier for compensation . . . between a place in . . . Hawaii and another
place in Hawaii through the airspace over a place outside Hawaii." 49 U.S.C. §
40102(5), (25). In Hawaii, "most, if not all, of the interisland air transportation passes
through airspace not a part of the [State]." Island Airlines, Inc. v.CAB, 363 F.2d 120,
122 (9th Cir. 1966).
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Accordingly, an imposition of tax on the interisland shipment of agricultural
commodities via air transportation may be challenged under the AHTA. To avoid such a
challenge, we recommend amending the sixth exemption, on page 21, lines 19-21, of
this bill, to read as follows:

Amounts received from the loading, transportation other than air
transportation as defined in 49 U.S.C. section 40102, and unloading of
agricultural commodities shipped interisland as described under section
237-24.3(1).

Telecommunications Common Carriers from Call Center Operators

With respect to the suspension of the eighteenth exemption, on page 24, lines
14-17, of this bill, for "[a]mounts received by telecommunications common carriers from
call center operators for interstate or foreign telecommunications services as described
under section 237-29.8," HRS, we note that pursuant to section 237-29.8, HRS, the
exemption for income from call center operators does not apply to income received after
June 30, 2010. Accordingly, to avoid ambiguity, we recommend deleting this provision.

Thank you for the opportunity to provide comments.
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To: The Honorable Donovan M. Dela Cruz, Chair;
The Honorable Gilbert S.C. Keith-Agaran, Vice Chair;
and Members of the Senate Committee on Ways and Means

From: Isaac W. Choy, Director
Department of Taxation

Date: March 2, 2021
Time: 9:25 A.M.
Place: Via Video Conference, State Capitol

Re: S.B. 56, Relating to Revenue Generation

The Department of Taxation (Department) offers the following comments regarding S.B.
56, for your consideration.

S.B. 56 increases the personal income tax rates for high income taxpayers and also
eliminates marginal tax rates for high income taxpayers, increases the capital gains rate from
7.25 percent to 11 percent, and imposes a single rate for the corporate income tax at 9.6 percent.

The bill also repeals various general excise tax (GET) exemptions, effective from July 1,
2021 until June 30, 2023 and requires the Department of report on all exclusions or exemptions
from GET. Finally, the bill increases the conveyance tax for the sale of properties valued at
$1,000,000 or greater.

Income Tax

The Department has concerns regarding that the proposed income tax structure as it
creates a large tax cliff. In other words, the bill creates dramatic increases in tax liability for
small increases in income. Income tax brackets are generally structured so that having on more
dol l ar of income doesn’t result in significan

For example, a joint filer with taxable income of $399,000, the proposal would impose
tax of $38,076, while a joint filer with taxable income of $401,000, just $2,000 more, would owe
tax of $42,747. This means that the extra $2,000 of income generates additional tax liability of
$4,671. Aneven more extreme example is where income of $399,999 would generate liability of
$38,176, while just $1 more of income would generate tax liability of $42,637. An additional tax
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of $4,461 based on $1 of additional income. The Department strongly suggests reconsidering the
income tax bracket amendments.

The bill increases the capital gains rate from 7.25 percent to 11 percent. The Department
appreciates the intent of this proposal, but notes that the previous section of the proposal
gradually eliminates the marginal tax rates for taxpayers facing rates above 8.25 percent while
this section leaves the current capital gains rate structure intact and simply increases the stated
rate.

This will result in maintaining the benefit of the current marginal rates for taxpayers that
have capital gain income. Thus, while this bill will increase the capital gains rate over the
current rate, it would decrease the rate in relation to the proposed ordinary income tax rates.

Thi s i s because t he c agxdessoathe anguntiofincome detdrngneda pp | i e s

under paragraph (1) wher eas the ordinary income rates

taxable income over lower amounts.
If the marginal tax rate structure is left unamended, the proposed change to the capital
gains rate can be administered as drafted. However, this Section of the bill has no effective date

as currently drafted.

General Excise Tax

The bill repeals certain GET exemptions from July 1, 2021 until June 30, 2023. Several
exemptions are not proposed for repeal, including the non-profit exemption and the exemption
for amounts received by labor organizations for leases of real property. The Department notes
that this Section of the measure appears to be based on a previous repeal effective from July 1,
2011 until June 30, 2013. Along with these repeals, the measure requires the Department to
report on all GET exemptions and exclusions. The Department notes that it already produces
such a report as required under Act 94, Session Laws of Hawaii 2015. Thus, the Department
suggests deleting the information reporting requirement as it is redundant and unnecessary.

Conveyance Tax

Finally, the bill increases the conveyance tax on properties valued at $1 million and
above. The Department notes that the conveyance tax rates are not marginal, therefore tax cliffs
are already built into the rates. However, increasing the rates drastically at a valuation point in
the middle of the table, as this bill does, exacerbates the rate cliff. The Department recommends
increasing all of the rates slightly rather than only those for higher value properties.

Thank you for the opportunity to provide comments.
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To: Chair Donovan M. Dela Cruz, Vice Chair Gilbert S.C. Keith-Agaran, and members of the
Senate Committee on Ways and Means

From: Beth Giesting, Director, Hawai‘i Budget & Policy Center

Re: Support for SB56, Relating to Revenue Generation

The Hawai‘i Budget & Policy Center provides the following comments in support of Senate Bill 56,
Relating to Revenue Generation.

Hawai‘i’s state government is responsible for a substantial share of the economy at all times through
employment, contracting with community nonprofits and businesses, and by ensuring adequate services
needed to help people with basic needs. However, government spending is even more crucial during
economic downturns, when private sector activity slows. Economists estimate that, during a recession,
every $1 spent by government is worth at least $1.50 in economic activity. In the same way, every $1 cut
from government spending reduces economic activity by at least $1.50.

The Legislature is contemplating a budget for the fiscal biennium that would reduce spending for
employment, cut the services provided on behalf of the state by nonprofit organizations that are also
employers and economic anchors for their communities, and shrink funds for capital improvements that
directly and indirectly support jobs. These cuts would increase human misery as well as slow economic
recovery. Instead of budget reductions, the state should spend more over the next two years when it is
sorely needed, and the measures proposed in this bill would raise enough revenue to allow it to do so.

The revenue raisers proposed in SB56 would require a greater contribution from higher earning
individuals and companies, many of whom have experienced no job loss and even profited over the past
year with stock market gains and Hawai'i’s surging real estate prices. The wealthy and corporations also
got significant tax breaks at the federal level in 2017, and can afford to share more in state-level taxes.

Tax recapture. The structure of Hawai‘i’s marginal income tax rates means that, although the top rate
for the highest earners is 11 percent, the average effective rate for a couple earning $400,000 or more
per year is only 8 percent. In fact, after taking various deductions, exemptions, and tax credits, Hawai‘i’s
millionaires paid taxes at an effective rate of just 6.8 percent of their adjusted gross income, according
to reporting by the State Department of Taxation. The change proposed in this bill would increase the
amount actually paid by high-income households.



Tax on capital gains. Another reason that wealthy households pay a lower-than-expected effective tax
rate is that Hawai‘i’s tax on long-term capital gains income is capped at 7.25 percent. In 2018, according
to the Department of Taxation, 72 percent of all long-term capital gains income went to residents who
earned $400,000 or more, and this income made up one-third of all their taxable income. It’s high time
taxes were increased on this source of wealth, which is taxed at a lower rate than many of us pay on
earnings for the work we do.

Corporate and regulated investment companies income tax. Like wealthy individuals, corporations got
a big federal tax break in 2017. The proposed single higher rate makes Hawai‘i’s corporate taxes more
like those in many other states.

Taxing Real Estate Investment Trusts. REITs, which are a dominant business model in Hawai‘i, pass at
least 90 percent of their earnings, untaxed, to shareholders, most of whom are not Hawai‘i residents.
Because of that, REITs produce billions of dollars in wealth from Hawai‘i assets but, unlike local
corporations and businesses, pay no taxes to the state of Hawai‘i. This bill would put REITs on the same
tax basis as other Hawai‘i businesses.

Conveyance Tax. From January 2019 through September 2020, more than $2 billion in residential
properties were sold in Hawai‘i for $4 million or more. Nonresidents purchased 58 percent of the houses
that sold for $4-5.99 million and 68 percent of houses priced at $6 million or more. Increasing the
conveyance tax, as proposed, is not the only strategy that should be deployed against investors that
raise the cost of housing for Hawai‘i, but it will help.

Thank you for the opportunity to testify.
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TO: Chair Dela Cruz, Vice-Chair Keith-Agaran, & Ways & Means Committee Members

FROM: Nikos Leverenz
Grants, Development & Policy Manager

DATE: March 2, 2021 (9:25 AM)

Hawai i Heal t h & Har nsupRoetsSB 56,twhich increéSes the personal( HHHR C
income tax rate that phases out lower tax brackets for high earners; increases the tax on capital

gains; increases the corporate income tax and establishes a single corporate income tax rate;

repeals general excise tax exemptions; and increases conveyance taxes for sales of properties

more than $1 million.

HHHRC is a proud member of Hawai'i Tax Fairness. As the coalition notes, reductions in state
spending during an economic downturn exacerbates the harms to working families and those of
little or no economic means. Budget cuts enacted after the Great Recession of 2008 continue to
resonate among these residents and service providers. The International Monetary Fund has
found that every S1 cut in government spending results in $1.50 in lost economic output.

Forthcoming budget cuts will most deeply impact those the economically vulnerable as well as

those who require assistance to maintain their health and well-being. Gover nor 1 ge’ s bu
notably includes a 64% reduction in AIDS services. This will force us and our allied

organizations on the neighbor islands to dramatically reduce lifesaving and life-affirming care
services to some of our state’s most. medical/l

Hawai'i policymakers should look carefully at available avenues to increase tax revenues. While

revenue increases will not entirely cover foreseeable budgetary shortfalls, they will help
mitigate the ground-leveli mpact of budget cuts on our state’
underserved populations.

677 Ala Moana Blvd. Suite 226 * Honolulu, Hawai'i 96813
www.hhhrc.org


http://www.hhhrc.org/
https://www.hitaxfairness.org/
https://www.washingtonpost.com/news/wonk/wp/2013/01/03/an-amazing-mea-culpa-from-the-imfs-chief-economist-on-austerity/

HAWAI'T HEALTH
& HARM REDUCTION CENTER

The New Chapter for Life Foundation and The CHOW Project

Senate Ways & Means Committee
SB 56—Support

March 2, 2021 (9:25 AM)

Page 2

Hawai'i should reasonably look to obtain more revenue from those who are able to provide
more revenue, particularly during a prolonged economic downturn that has already seen a
significant loss of employment, increased housing instability and food insecurity, and an
increased exodus of residents unable to make ends meet.

HHHRC Executive Director Heather Lusk recently co-authored an opinion-editorial in the
Honolulu-Star Advertiser noting that Hawai'i already has the second highest rate of
homelessness in the nation and the highest rate of unemployment. Lusk, who is also the board
president of Partners in Care O ‘ahu, underscored the need to soften the blow of budget cuts by
looking for new revenue by “taxing the wealthy who have not faced the grim financial

consequences of the pandemic.”

The op-ed’ ®nclusion puts the choice before you very well: “By making our tax system fairer,
the state will increase revenue and save services that have been a lifeline to so many families
during this pandemic.”

HHHRC s mi ssion is to reduce harm, promote heal
Hawai'i and the Pacific. We work with many individuals who are impacted by poverty, housing

instability, and other social determinants of health. Many have behavioral health problems,

including those relating to substance use and underlying mental health conditions. Many of our

clients and participants have been deeply impacted by trauma, including histories of physical,

sexual, and psychological abuse.

Thank you for the opportunity to testify on this measure.

677 Ala Moana Blvd. Suite 226 * Honolulu, Hawai'i 96813
www.hhhrc.org
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February 26, 2021

Senator Donovan M. Dela Cruz, Chair
Senator Gilbert S.C. Keith-Agaran, Vice Chair
Senate Committee on Ways and Means

Chair Dela Cruz, Vice Chair Keith-Agaran, and Members of the Committee:

SUBJECT: SB 56 RELATING TO REVENUE GENERATION

My name is Gregg Serikaku, Executive Director for the Plumbing and Mechanical
Contractors Association of Hawaii, and we are the State’s largest association representing
contractors that perform plumbing, air conditioning, refrigeration, steamfitter, and fire sprinkler
work throughout Hawaii.

The Association for which | speak is opposed to Part V, Section 5, §237-(a)(1) of SB 56,
which suspends the exemption that allows contractors to offset certain amounts paid to
subcontractors for GET reporting purposes.

Currently, the offset deduction allows each construction contractor and subcontractor to
pay GET only on the portion of the contract that is attributable to their work, and this properly
results in aggregate GET tax payments being made on 100% of the contract value.

Suspending the offset deduction creates an onerous pyramiding of the GET and can
result in GET being paid on 200% or more of the contract value. This pyramiding ultimately
creates higher costs for consumers and stifles one of the main drivers of the economic
recovery for the State.

Another concern we have, is that in an effort to reduce the effect of tax pyramiding,
many contractors will be pressured to attempt self performing specialized work that falls
outside of their normal scope and which has traditionally been performed by trained specialty
subcontractors. By attempting to self perform such specialized work, these contractors not
only place their workers in jeopardy, but ultimately harm the consumer who ends up with an
inferior and potentially unsafe structure.

We respectfully request that this committee consider deleting Part V, Section 5, §237-
(2)(1). Thank you for this opportunity to provide our testimony.

Respectfully yours,

Jy 7 it

Gregg S. Serikaku
Executive Director
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February 28, 2021
TO:  Chair Dela Cruz and members of WAM Committee
RE: SB 56 Relating to Revenue Generation
Support for hearing on March 2
Americans for Democratic Action is an organization founded in the 1950s by leading supporters
of the New Deal and led by Patsy Mink in the 1970s. We are devoted to the promotion of
progressive public policies.
We support SB 56 as it would adjust income tax rates upward for higher-income persons. It
also increases the corporate income tax and increases the tax on capital gains. Our total tax
system has been far too regressive. These changes are needed to ensure that the wealthy pay
their fair share. Accordingly the bottom income-earners should have a lighter burden. This bill
has a lot of provisions; the total effect is very positive for our tax structure.

Thank you for your favorable consideration.

Sincerely,
John Bickel, President
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TESTIMONY BEFORE THE SENATE COMMITTEE ON WAYS & MEANS

RE: SB 56 - RELATING TO REVENUE GENERATION
TUESDAY, MARCH 2, 2021

COREY ROSENLEE, PRESIDENT
HAWAII STATE TEACHERS ASSOCIATION

Chair Dela Cruz and Members of the Committee:

The Hawaii State Teachers Association supports SB 56, relating to revenue
generation. This bill increases the personal income tax rate and implements a rate
recapture mechanism that phases out lower tax brackets for high earners for taxable
years beginning after 12/31/2020. Increases the tax on capital gains. Increases the
corporate income tax and establishes a single corporate income tax rate. From
7/1/2021 through 6/30/23, temporarily repeals certain general excise tax exemptions.
Increases conveyance taxes for the sale of properties valued at $1,000,000 or greater.

The COVID-19 recession has devastated many workers in low-wage tourism
and hospitality jobs who were already struggling to make ends meet before
the pandemic hit. During the past year, many of those at the top have
benefitted from the record-breaking stock market and skyrocketing high-
end real estate prices.

Hawaii saddles our low-income residents with the second-heaviest state and
local tax burden in the nation. While families who earn less than $20,000 per year
pay 15% of their income in state and local taxes, those who make over $450,000 pay
only about 9%.

Social service programs are crucial to struggling working families during this
recession and must be protected. By asking the wealthy and profitable
corporations to pay their fair share in taxes, we can prevent cuts to essential
services and protect our communities. Community service cutbacks during the
Great Recession are still hurting us now -- and their effects can be seen on our streets.
Service providers still haven't been able to undo all the damage inflicted on nonprofits
and the state’s mental health system by fundi

Government spending on social service programs is good for the state
economy because it increases the flow of money throughout the community
and supports jobs. Itist he f uel t hat keeps our state’ s e
As the private sector engine of our economy sputters, the government needs
to throttle up its spending in order to keep the economy going. At this crucial
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time, cutting government spending would be akin to taking our foot off the pedal and
letting the second engine of the economy sputter as well.

The International Monetary Fund has found that every dollar of reduced
government spending results in as much as $1.50 in lost economic activity.
That means that a $670 million cut in government programs and community
services would punch a $1 billion hole in our economy.

Studies of the Great Recession show that states that cut their budgets had
higher unemployment, fewer private sector jobs, and shrinking economies.
In contrast, states that expanded their budgets saw stronger economic
growth.

This bill will raise personal income tax rates for those at the wealthiest
households who currently benefit from lower tax brackets designed to
benefit middle and lower-income residents. Even multimillionaires benefit by
having the first $400,000 they earn in any given year taxed at rates that start as low
as 1.4 percent. We can change this fact.

We also need to close the capital gains tax loophole. Hawai‘i is one of only nine

states that taxes all capital gains—profits from the sale of stocks, bonds,
investment real estate, art, and antiques—at a LOWER rate than ordinary working

people’s income. This capital gains tax loop benefits almost entirely high-

income taxpayers, including non-residents who profit from investing in real
estate in Hawai‘'i. | f Hawai ‘i were to tax capital gain
regul ar i ncome, as mo s t states do, H@&2vai * i
million in new revenue. And 97% would be paid by the top 5% of earners in

Hawai'i, while the bottom 80% would pay nothing at all.

This bill will also increase the tax rate on corporate profits. It is estimated that nearly
60 percent of corporate income tax in Hawai‘i is paid by non-residents. Corporate
taxes differ from individual income taxes in an important way. The corporate tax is
applied only to profits, so companies facing

The federal Tax Cuts and Jobs Act cut the federal corporate income tax rate
by 14 percentage points, from 35 percent to 21 percent, so companies in
Hawaii are now getting a huge tax break at the federal level.

If Hawai‘i were to have a single tax rate on corporate profits of between 6.4 and 10
percent, it would raise an additional $2.9-$103 million in revenue per year.

Hawai'‘i's current top corporate tax rate of 6.4 percent is below the median
of the states. We are ranked 34th among states in per capita corporate tax
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collections, at $103 per person, while the 1st state, New Hampshire, collects $582 per
person.

This bill would also temporarily suspend certain general excise tax (GET)
exemptions. In 2011, to address the economic crisis of the last recession, the state
legislature suspended 31 GET exemptions for FY2012 and FY2013. These
exemptions were worth about $254.5 million in 2018, should a comparable
measure be considered as a response to the economic impacts of the COVID-19
pandemic.

Lastly, this bill will increase the sales tax rate on expensive real estate. Real estate
1s one of the few sectors of Hawai‘il's economy that's been booming during the
pandemic, with home prices soaring to new record highs in 2020. However, sellers of
high-end properties are not paying their fair tax share. Conveyance taxes are applied
to transfers of ownership real property, and our current conveyance tax rates are only
0.50-1.25 percent on multi-million dollar mansions. We should not allow our real
estate to be sold at such high prices with such low tax returns.

Between January 2019 and September 2020, just over half (52%) of homes
priced at or above $2 million were sold to non-Hawai‘i residents. And of
homes worth at least $4 million, 62% were sold to non-Hawai'i residents. If
the conveyance tax rate were raised on properties valued at $1 million and above,
that would generate up to $71.5 million.

The federal Tax Cuts and Jobs Act gave a tremendous tax break to literally
the richest among us. The state can now recapture some of those federal tax
savings by raising recapturing some of these for our state.

These funds will help make up for state revenue losses so that the state will
be able to maintain much needed services and supports, such as our public
schools and our teachers, but other state services as well!l We need funding
to prevent proposed layoffs, pay cuts, and furloughs!!

The U.S. has one of the lowest levels of intergenerational economic mobility, meaning
that a child's economic future is highly dependent on their parents' economic
standing. If your parents were rich, you are likely to be rich simply by default—and
that wealth compounds with each generation. But if your parents were poor, it is
increasingly more difficult to move up the socioeconomic ladder.

To fairly tax wealth, while also ensuring that local families can contribute to their
children's financial security, the Hawaii State Teachers Association asks your
committee to support this bill.
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David Mulinix Revolution Hawai Support No

Comments:

Aloha Committee,

On behalf of Our Revolution Hawaii's 7,000 members and supporters statewide, we are
in support of SB56. Using multiple stategies to raise revenue is smart idea to help our
economy recover.

Please vote in support of SB56.

Mahalo for your kind attention,

Dave Mulinix

Hawaii State Community Organizer

Our Revolution Hawaii
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Hawaili

e Children’s Action Network Speaks!

Building a unified voice for Hawaii's children

H a w ahildren's Action Network Speaks! is a nonpartisan 501c4 nonprofit committed to advocating for children
and their families. Our core issues are safety, health, and education.

To: Senate Committee on Ways and Means

Re: SB 56 - Relating to revenue generation
H a w &thté Gapitol, Room 211
March 2, 2021, 9:25 AM

Dear Chair Dela Cruz, Vice Chair Keith-Agaran, and committee members,

On behalf of Hawai'i Chil dr en’ s AkslLtl wriverin SUPRORTV0fSB 56, wiSch would increase
personal income, capital gains, and corporate income tax rates; phase out lower tax brackets for high earners;
establish a single corporate income tax rate; increase conveyance taxes on the sale of properties worth at least
$1 million; and temporarily repeal certain general excise tax exemptions.

As the state legislature faces large budget shortfalls, it's important to keep in mind that government spending
cuts would further harm our already injured economy, as well as hobble social services that have become more
and moreessentialt o Hawai ‘i’ s kei ki pamdemicerkisei r families durin

That ' s wh yaramgeof mogresgiverevénue options, such as those included in this bill. It makes sense
to ask those who are fortunate enough to be doing well in this economy to pay more, in order to close the
deficit without slashing the critical government services that so many struggling working families have come to
rely on.

For example, the capital gains loophole is a tax break that goes almost entirely to high-income taxpayers.

Hawai ‘i i s one of onl y ni nrprofiss frommthessle of stockst bonds] | ows al |
investment real estate, art, and antiques —to be taxed at a *lower* rate than ordinarywor ki ng peopl e
income.!

If capital gainsi n H amerataxediat regular personal income tax rates, as most states do, it would yield
about $80 million in additional revenues per year, and 97 percent of those revenues would come from the top
5 percent of taxpayers. Those in the bottom 80 percent would not be affected by the tax change at all.?

Similarlyy Hawa i ‘i currently allows its wealthiest househo
benefit middle and lower-income residents. Even multimillionaires benefit by having the first $400,000 they

earn in any given year taxed at rates that start as low as 1.4 percent. This bill would phase out those lower tax

brackets for high earners.

1 www.cbpp.org/research/state-budget-and-tax/state-taxes-on-capital-gains
2 Unpublished analysis by the Institute on Taxation and Economic Policy

850 Richards Street, Sui-331.5502 01 - Honol ul u,
speaks.hawaii-c a n . spéaks@hawaii-can.org
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The corporate income tax differs from the personal income tax in two major ways: The corporate tax is applied
only to profits, so companies f.Additisetimhtedshataearly6bon’' t p
percent of Hawai 'i's corrpsidenta e i ncome tax is paid b

The federal corporate tax rate dropped by 14 percentage points in 2017, giving profitable companies a huge tax

break at the federal level.*| f Hawai i were to have a singldendiDax r at
percent, it would raise an additional $2.9—$103 million in revenue per year.’

Meanwhile, real estate prices have been skyrocketing to record highs during the pandemics, but current
conveyance tax rates are only 0.50—1.25 percent on multi-million dollar properties. If the conveyance tax rate
were raised on properties valued at $1 million and above, that would generate up to $71.5 million.®

According to the Bureau of Conveyances, more than half of homes priced above $2 million were sold to non-
Hawai ‘i betweesniladueryn2019 and September 2020.

These are just some of worthwhile revenue-generating ideas in this bill, which could be used to close budget
shortfalls while protecting important community services. Mahalo the opportunity to provide testimony in
support of it. Please pass SB 56.

Thank you,

Nicole Woo
Director, Research and Economic Policy

3 Colby, Seth, Ph.D. Who Pays Hawaii's Taxes? Presentation at Hawaii Economic Association luncheon, July 11, 2019.
4 https://www.taxpolicycenter.org/briefing-book/how-does-corporate-income-tax-work

5 Unpublished analysis by the Institute on Taxation and Economic Policy

6 1bid.

850 Richards Street, Sui-331.5502 01 - Honol ul u,
speaks.hawaii-c a n . spéaks@hawaii-can.org
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LEGISLATIVE TAX BILL SERVICE

TAX FOUNDATION OF HAWAII

126 Queen Street, Suite 304 Honolulu, Hawaii 96813 Tel. 536-4587

SUBJECT: INCOME, GENERAL EXCISE, USE, CONVEYANCE, Omnibus Tax Increase and
Suspension of Exemptions

BILL NUMBER: SB 56
INTRODUCED BY: CHANG

EXECUTIVE SUMMARY: : Increases the personal income tax rate and implements a rate
recapture mechanism that phases out lower tax brackets for high earners for taxable years
beginning after 12/31/2020. Increases the tax on capital gains. Increases the corporate income tax
and establishes a single corporate income tax rate. From 7/1/2021 through 6/30/23, temporarily
repeals certain general excise tax exemptions. Increases conveyance taxes for the sale of
properties valued at $1,000,000 or greater.

SYNOPSIS:

Income Tax: Rate Increases

Amends section 235-51(a) through (c), HRS, to add new rate schedules for individuals for
taxable years beginning after 12/31/2020. The following table, for married filing joint and
surviving spouse filing status, illustrates the changed brackets.

From To Base Plus For
Tax in Tax Taxable
Bracket  Rate Income
Over

- 4,800 0.00 1.40% O
4,800 9,600 67.00 3.20% 4,800
9,600 19,200 221.00  5.50% 9,600
19,200 28,800 749.00  6.40% 19,200
28,800 38,400 1,363.00 6.80% 28,800
38,400 48,000 2,016.00 7.20% 38,400
48,000 72,000 2,707.00 7.60% 48,000
72,000 96,000 4,531.00 7.90% 72,000
96,000 200,000 6,427.00 8.25% 96,000
200,000 300,000 4,531.00 9.00% 72,000
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300,000 400,000 2.016.00 10.00% 38,400

400,000 450,000  749.00  11.00% 19,200
450,000 500,000  67.00 12.00% 4,800

500,000 0 13.00% O

Amends section 235-51(f), HRS, to increase the maximum tax rate on capital gains from 7.25%
to 11%.

Amends section 235-71, HRS, to replace the current graduated tax rates for corporations (4.4%,
5.4%, and 6.4%) with a flat rate of 9.6%.

General Excise and Use Tax: Suspension of Exemptions

Adds a new section to chapter 237, HRS, that would suspend the following general excise tax
exemptions between July 1, 2021 and June 30, 2023:

237-13(3)(B) - amounts deducted from the gross income received by contractors;
237-13(3)(C) - reimbursements received by federal cost-plus contractors for the costs of
purchased materials, plant, and equipment;

237-13(6)(D) - gross receipts of telecommunications home service providers acting as
service carriers for other home service providers;

237-16.5 - amounts deducted from the gross income of real property lessees because of
receipt from sublessees;

237-24(14) - amounts received by sugarcane producers;

237-24.3(1) - amounts received from the loading, transportation, and unloading of
agricultural commodities shipped interisland;

237-24.3(3)(A) - amounts received or accrued from the loading or unloading of cargo;
237-24.3(3)(B) - amounts received or accrued from tugboat and towage services;
237-24.3(3)(C) - amounts received or accrued from the transportation of pilots or
government officials and other maritime related services;

237-24.3(11) - amounts received as rent for aircraft or aircraft engines used for interstate
air transportation;

237-24.5 - amounts received by stock exchanges and exchange members;

237-24.7(10) - amounts received as high technology development grants;

237-24.9 - amounts received from the servicing and maintenance of aircraft and
maintenance facilities;

237-25(a)(1) - gross proceeds from the sale of intoxicating liquor to the United States;
237-25(a)(2) - tobacco products and cigarettes to the United States;

237-25(a)(3) - Other tangible personal property to the United States (including any
agency, instrumentality, or federal credit union thereof but not including national banks)
and any state-chartered credit union;
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e 237-27 - amounts received by petroleum product refiners from other refiners for further
refining of petroleum products;

e 237-27.5 - gross proceeds received from the construction, reconstruction, erection,
operation, use, maintenance of furnishing of air pollution facilities that do not have valid
certificates of exemption on July 1, 2021;

e 237-28.1 - gross proceeds received from shipbuilding and ship repairs;

e 237-29.8 - amounts received by telecommunications common carriers from call center
operators for interstate or foreign telecommunications services;

e 209E-11 - gross proceeds received by qualified businesses in enterprise zones that do not
have valid certificates of qualifications from DBEDT on July 1, 2021; and

e 209E-11 - gross proceeds received by licensed contractors for construction performed for
businesses in an enterprise zone or businesses who have been approved by DBEDT to
enroll in the enterprise zone program.

Provides for the imposition of a tax of 4% on the previously exempt gross income or gross
proceeds of sale between July 1, 2021, and June 30, 2023. No county surcharge shall be levied,
assessed, or collected on any previously exempt gross income or gross proceeds of sale that is
subject to taxation by this measure.

This section shall not be applicable to gross income or gross proceeds from binding written
contracts entered into prior to July 1, 2021 that do not permit the passing on of increased rates of
tax. Also provides that the tax not be applicable to any gross income or gross proceeds of sale
that cannot be legally taxed under the U.S. Constitution.

Adds a new section to chapter 237, HRS, that requires the director of taxation from July 1, 2021
to require the information reporting on all exclusions or exemptions of all amounts, persons, or
transactions under this chapter except for: (1) amounts received that are exempt under FIRS
section 237-24(1) through (7); and (2) any other amounts, persons, or transactions as determined
by the director in the best interest of tax administration and made by official pronouncement.

Adds a new section to chapter 238, HRS, to suspend the following general excise tax exemptions
between July 1, 2021 and June 30, 2023:

e 238-1(6) - the leasing or renting of aircraft or keeping of aircraft solely for leasing or
renting for commercial transportation of passengers and goods or the acquisition or
importation of aircraft or aircraft engines by a lessee or renter engaged in interstate air
transportation;

e 238-1(7) - the use of oceangoing vehicles for passenger or passenger and goods
transportation from one point to another within the state as a public utility;

e 238-1(8) - the use of material, parts, or tools imported or purchased by a person licensed
under HRS chapter 237 which are used for aircraft service and maintenance or the
construction of an aircraft service and maintenance facility;

e 238-3(g) - the use or sale of intoxicating liquor and cigarette and tobacco products
imported into the state and sold to any person or common carrier in interstate commerce,
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whether ocean-going or air, for consumption out-of-state by the person, crew, or
passengers on the shipper’s vessels or airplanes;

e 238-3(h) - the use of any vessel constructed under HRS section 189-25 prior to July 1,
1969;

e 238-3(k) - the use of any air pollution control facility subject to HRS section 237-27.

Provides for the imposition of a tax of 4% on the previously exempt value of property, services,
or contracting between July 1, 2021 and June 30, 2023. No county surcharge shall be levied,
assessed, or collected on any previously exempt value of property, services, or contracting that is
subject to taxation by this measure.

This section shall not be applicable to the value of property, services, or contracting from
binding written contracts entered into prior to July 1, 2021 that do not permit the passing on of
increased rates of tax. Also provides that the tax not be applicable to any gross income or gross
proceeds of sale that cannot be legally taxed under the U.S. Constitution.

If so determined, requires the director of taxation to: (1) exempt or exclude the property,
services, or contracting or the use of the property, services, or contracting, from the tax; or (2)
apportion the gross value of services or contracting sold to éustomers within the state by persons
engaged in business both within and without the state to determine the value of that portion of
the services or contracting that is subject to taxation under HRS chapter 237 for the purposes of
section 237-21.

Adds a new section to chapter 238, HRS, that requires the director of taxation from July 1, 2021
Requires the director of taxation, from January 1,2012 to require information reporting on all
exclusions or exemptions of all amounts, persons, or transactions under the use tax, except for
any amounts, persons, or transactions as determined by the director in the best interest of tax
administration and made by official pronouncement.

Conveyance Tax: Rate Increases

SYNOPSIS: Amends section 247-2, HRS, to raise the conveyance tax rates for a condominium
or single-family residence for which the purchaser is ineligible for a county homeowner’s
exemption on real property tax:

Minimum Property Value Current Tax (per $100 of New Tax (per $100 of
consideration) consideration)

$0 $0.15 $0.15
$600,000 0.25 0.25
$1,000,000 0.40 0.80
$2,000,000 0.60 1.20
$4,000,000 0.85 1.70
$6,000,000 1.10 2.20
$10,000,000 1.25 2.50

Also raised is the tax for all other real property transfers:
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Minimum Property Value Current Tax (per $100 of New Tax (per $100 of
consideration consideration
$0 $0.10 $0.10

$600,000 0.20 0.20
$1,000,000 0.30 0.60
$2,000,000 0.50 1.00
$4,000,000 0.70 1.40
$6,000,000 0.90 1.80
$10,000,000 1.00 2.00

EFFECTIVE DATE: 7/1/2021. Income tax changes apply to taxable years beginning after
12/31/2020. General excise and use tax changes are repealed on 6/30/2023.

STAFF COMMENTS:

General Remarks

I call this bill the Enola Gay. You might remember from the history books that Enola Gay was
the name of the aircraft that dropped the first atomic bomb on the City of Hiroshima in World
War II. Here, of course, the bill’s destination isn’t Japan; it’s the pocketbooks of us the
taxpayers.

The preamble to the bill trying to justify the increases says that we are in a pandemic and state
government needs ” to generate revenue to allow the State to meet its strategic goals, avoid
furloughs and layoffs for state workers, and prevent disruptions to essential government
services.”

Pandemics don’t last forever, however. These tax increases do. There is no sunset on anything
other than the suspension of the general excise and use tax exemptions.

Another passage in the bill’s preamble recites that “the university of Hawaii economic research
organization has found that every $1 in state salary reductions results in a $1.50 decrease in
overall economic activity.”

And what then happens with all the jobs outside of the public sector that are rapidly disappearing
because businesses big and small can’t make ends meet? Are those simply ignored in thinking
about economic activity? And in the private sector we are not simply talking about salary
reductions and furloughs. Those are happening too, but we are seeing layoffs and business
closures. People who suffer salary reductions and furloughs still have jobs. Layoffs and
business closures aren’t easily reversible. So we know that some of those jobs and businesses
won’t be coming back.

Data from the Census Bureau show what we have suspected all along, that our population is
going down. A press release from the Census Bureau on Dec. 30, 2019 states that only ten states
lost population between 2018 and 2019, and Hawaii made the list. (https://www.census.gov/—
newsroom/press-releases/2019/popest-nation.html).
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When people are squeezed economically by the cost of living, taxes, and inefficient bureaucracy,
they can and do vote with their feet — by getting on planes, for example. To what lengths will we
go to chase people out of our state?

Lawmakers, are you going to let this Enola Gay drop the bomb on an economy already reeling
from the pandemic? We need to do everything we can to restart economic activity, and not make
it more difficult by heightening the tax burdens associated with that activity.

Income Tax: Rate Increases

This bill, if enacted, will reinforce the image that Hawaii is a poor place to live, work, and invest,
underscoring the poor business climate. When our 9%, 10%, and 11% rates were enacted in
2009, the national Tax Foundation was motivated to write:

Taxing High-Income Earners Has Failed Before as Sound Fiscal Policy

The trend may be new, but the policy has been tried before. Through the early 1990s,
several states maintained double-digit income tax rates, including California (11% until
1996) and Hawaii (10% until 1998). These rates came down due to a combination of
booming tax revenues from all sources, and growing expert understanding that location
decisions of highly mobile entrepreneurs are sensitive to state income tax rates,
particularly in the interstate context. To attract and keep good talent, create jobs and drive
economic growth, legislators knew that state tax systems had to be competitive with their
neighbors.

We still see elements of that today. Even in adopting its millionaires’ tax, New York did
not let its rate go above neighboring New Jersey, and other states are wary of crossing the
10% psychological barrier. The California Franchise Tax Board has taken pains to deny
that their 10.3% top tax rate is in the double digits, referring on their website and on tax
forms to a 9.3% top rate and elsewhere noting that there is a 1% surcharge. Now those
rates are 9.55% and 10.55% (see Table 1).

If states are still concerned about interstate tax competition, what has really changed? The
short answer is priorities. States that adopt new taxes on high-income earners are ones
where policymakers are persuaded to ignore concerns about long-term economic growth
in favor of a short-term budget fix that avoids deep spending cuts. In New Jersey, while
the new millionaires’ tax raised revenue for the state and helped reduce a budget
shortfall, it reduced the state’s overall economic output and harmed its ability to grow
during and after the recession.

This is the tradeoff that proponents of taxes on high-income earners usually fail to
acknowledge. Yes, such taxes will generally raise revenue in the short term without a
sudden exodus of wealthy people fleeing to the state next door, especially in Hawaii. But
over the medium term, the taxes will negatively impact location decisions. People
expanding old businesses or creating new ones will incorporate the higher cost of doing
business into their decision-making, and steer clear of the state. California currently faces
an enormous brain drain of dynamic individuals after five years of double-digit income
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taxes, and it seems that New Jersey may now be seeing the evidence of a brain drain from
its millionaires’ tax. Hawaii has long been accused of chasing out its best and brightest,
and it can only be exacerbating that problem with these new tax rates.

Tax Foundation, Fiscal Fact No. 169, at 5 (May 2009) (footnotes omitted) (accessible
at http://taxfoundation.org/sites/taxfoundation.org/files/docs/ff169.pdf).

To similar effect is a study sponsored by the American Legislative Exchange Council (ALEC),
which states:

When competing for residents, relative tax burdens among states matter most. States with
lower relative tax burdens can expect higher growth, while states with higher relative tax
burdens experience slower economic expansion. Contrasting state-specific economic
metrics of the states with the lowest and highest tax burdens highlight the importance of
tax policy (Table 3).

Data clearly shows that low tax burdens enhance a state’s chances of performing well
economically (Table 3). On the other hand, a high tax burden reduces a state’s chances of
performing well. Of course, other policy variables impact economic performance, but tax
burden is most consequential. In addition to comparing a state’s economic performance
to its tax burden, we also examine the 11 states that adopted an income tax since 1960 to
show how their economies fared afterwards (Table 4).

Every one of the 11 states that introduced a state income tax since 1960 declined relative
to the rest of the nation in population growth, gross state product (GSP) growth, and state
and local tax revenue growth. That state and local tax revenue growth in New Jersey and
Connecticut underperformed by relatively smaller amounts than the other nine states is
partially attributable to their adoption of an income tax most recently and their proximity
to high-tax New York City.

The new cap on federal deductibility of state and local taxes will materially change the
competitive outlook for states. States with a combination of exceptionally high personal
income tax rates and large percentages of high income earners tend to underperform on
job growth, GSP growth, and income growth under the new tax law compared to
previously. Unless high-tax states mend their ways, low-tax states with pro-growth
policies will benefit from the resulting flow of capital and people.

Once migration trends begin, it can be difficult to stop them. Just look at population
dynamics of Michigan, Connecticut, and West Virginia (see Figure 2). These are three of
the 11 states that adopted an income tax since 1960. Once a downward spiral commences,
reversal is nearly impossible due to political roadblocks to pragmatic economic policy
changes.

American Legislative Exchange Council, Rich States, Poor States 45 (11th ed. 2018) (available
at https://www.richstatespoorstates.org/app/uploads/2018/04/RSPS-2018-WEB.pdf).
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The new brackets not only add higher top rates, in this case 12% and 13%, but are also designed
to phase out the lower rates in previous brackets for taxpayers with taxable income in higher
brackets. Here is a graph of the proposed new tax amounts by taxable income:
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The proposed new brackets have discontinuities at the bracket break points, which means that if
taxable income increases by $1 at a break point, such as from $200,000 to $200,001, the increase
in tax will be substantially more than $1. In this example the tax would go from $15,007 to
$16,051. Substantial discontinuities such as these may motivate behavior for taxpayers near a
break point. This behavior might not be desired such as the use of IRA’s as a short-term income
management tool. Jalbert, Terrance, Gary Fleishman, and Mercedes Jalbert (2009) “An IRA
Strategy for the Unemployed?,” Tax Notes, Vol. 122 (12, March 23), pp. 1461-1463.

General Excise and Use Tax: Suspension of Exemptions

This measure proposes to suspend the selected general excise and use tax exemptions and
provides that the amount of the exempt income shall be taxed at the rate of 4% temporarily
between 7/1/21 and 6/30/23. The apparent intent is to mirror Act 105, SLH 2011, which did the
same thing between 7/1/11 and 6/30/13.

Many of the exemptions exist because if the general excise or use tax were imposed on these
entities or transactions it would impose an undue burden or cause businesses to structure
transactions in an inefficient manner. There are those exemptions that exist because to tax the
transaction would be a violation of superior law or may be deemed unconstitutional. Other
deductions, exclusions and exemptions exist because they help to reduce the pyramiding effect of
the general excise tax. Undoing these exemptions will not only result in the increase in the cost
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of doing business in Hawaii, but may create inequitable taxing situations that were addressed by
the specific general excise tax exemption.

For example, this measure would suspend the leasing and subleasing deduction which was
enacted to prevent the pyramiding of the tax which impacts small businesses who usually
sublease their business space from a lessor of real property. This will drive the cost up for small
businesses, making some businesses either raise prices to an uncompetitive level or to close their
doors and go out of business.

Taxing gross income received as a result of stevedoring activities, the loading and unloading of
ships or aircraft, that is currently exempt would represent added cost that would ripple through
the entire economy as nearly 96% of everything residents consume comes over the docks.

While this measure is proposed to extract additional revenues to address the state’s fiscal crisis, it
should be remembered that the adoption of measures like this that temporarily propose a “tax
increase” on certain transactions, will not be effective unless government expenditures are also
curtailed. If taxes increase and spending rises, little or no net gain is achieved — and we are
starting this year in a deficit.

Elimination of many of these exemptions or exclusions would come at a bad time as the state’s
economy struggles to come back from the devastation caused by the COVID-19 pandemic.
recession. Adding to the cost of doing business and living in Hawaii will stall economic
recovery, prolonging the downturn in state revenues.

As Hawaii families have tightened their collective belts during these difficult times, so should
federal state, and county governments. Before adding additional burdens to Hawaii’s
overburdened taxpayers, both businesses and individuals, state policymakers need to put all
programs and services on the table and decide which are really “core” services and which are

“nice to have” and then rearrange the allocation of resources so that it is only the “core” services
that are funded.

The proliferation of special funds, “dedicated sources of funding,” makes it increasingly difficult
for lawmakers to set priorities. Many special funds should be abolished with the money returned
to the general fund, so that the legislature can properly exercise its oversight functions.

Finally, we note the distinct probability that these tax increases will be used to fund collective
bargaining increases, as this measure, like any across the board tax increase, would motivate the
government employee unions to demand, and mediators or arbitrators to award, substantial wage
and salary increases. This would certainly be unfair to a larger group of taxpayers who have
suffered not only furloughs or pay reductions, but layoffs and business closures, starting from the
pandemic and which would be exacerbated by the tax increases in this bill.

That said, this measure underscores the depth and breadth of the financial crisis that the state
faces. Unless elected officials rein in the size and cost of running government in Hawaii, such
desperate measures, as this bill represents, may have to be adopted and in doing so will destroy
the economic base of the state. This is not a compromise situation but an either/or situation:
either expenditures are right-sized or the state’s economy is destined for collapse. If lawmakers
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believe that their only alternative is to raise more revenues, it is less than honest to implement
that belief by suspending exemptions and making the general excise and use taxes more
expensive indirectly; the cost of these revenue enhancements will be regressive, and hidden from
the public at large, who instead may blame the businesses who must recover the cost of the
additional tax in the shelf price of their goods and services.

Conveyance Tax: Rate Increases

The conveyance tax was enacted by the 1966 legislature after the repeal of the federal law
requiring stamps for transfers of real property. It was enacted for the sole purpose of providing
the department of taxation (which at the time also administered the real property tax) with
additional data for the determination of market value of properties transferred. This information
was also to assist the department in establishing real property assessed values and at that time the
department stated that the conveyance tax was not intended to be a revenue raising device.

Prior to 1993, the conveyance tax was imposed at the rate of 5 cents per $100 of actual and full
consideration paid for a transfer of property. At the time all revenues from the tax went to the
general fund. The legislature by Act 195, SLH 1993, increased the conveyance tax to 10 cents
per $100 and earmarked 25% of the tax to the rental housing trust fund and another 25% to the
natural area reserve fund. Because of legislation in 2005 and in 2009, the conveyance tax rates
were substantially increased and bifurcated between nonowner-occupied residential properties
and all other properties. Tax brackets were based on the amount of the value transferred.

This bill proposes to raise conveyance tax rates yet again.

Digested 2/27/2021
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March 2, 2021

TO: Senator Donovan M. Dela Cruz, Chair
Senator Gilbert S.C. Keith-Agaran, Vice Chair
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FROM: Christy MacPherson, Director, PHOCUSED
SUBJECT:  Testimony: Relating to Revenue Generation

Hearing: March 2, 2021 at 9:25 am
Via videoconference

Chair Dela Cruz, Vice Chair Keith-Agaran, and Members of the Committee on Ways and
Means,

Thank you for the opportunity to provide testimony in strong support of SB56.

PHOCUSED is a nonpartisan project of Hawai i Appleseed Center for Law and Economic
Justice and comprises health and human service organizations and the people they serve across
the State of Hawai'i. We have been collaborating on advocacy regarding the impacts of the
pandemic and procurement and funding concerns.

It goes without saying that thousands of members of our community are feeling the impacts of
the pandemic in unimaginable ways. The basic needs we may normally take for granted such as
employment, food, housing, and safety are all at risk for many. The support they receive from
our health and human service providers are also at risk with impending budget cuts. It was
already challenging to provide adequate services for our vulnerable islanders and it has become
even more challenging due to COVID-19. We have seen an increase in homelessness, domestic
violence, hunger, isolation and mental health issues, to name a few.

Progressively increasing taxes on personal incomes and corporate profits is something we should

do for our State’ s vMitigaihgibudget cuss foidesseatialcomoumiyc gr ow
services by bringing revenue equitably into our State ensures its long-term success and economic

recovery.

Thank you for the opportunity to submit testimony on this issue.

PHOCUSED 15 A PROJECT OF HAWAII APPLESEED

733 Bisuop STREET, SuITE 1180 © Honotutu, HI 96813  (808) 587-7605  PHOCUSED.ORG



PARTNERS IN CARE

Oahu’s Continuum of Car e

Our mission is to eliminate homelessness through open and inclusive participation and the coordination of
integrated responses.

March 2, 2021

TO: Senator Donovan M. Dela Cruz, Chair
Senator Gilbert S.C. Keith-Agaran, Vice Chair
Members of the Senate Committee on Ways and Means

FROM: Partners In Care (PIC)
SUBJECT:  Testimony: Relating to Revenue Generation

Hearing: March 2, 2021 at 9:25 am
Via videoconference

Chair Dela Cruz, Vice Chair Keith-Agaran, and Members of the Committee on Ways and Means,

Thank you for the opportunity to provide testimony in strong support of SB56.

Partners In Care (PIC), a coalition of more than 60 nonprofit homelessness providers and

concerned organizations, has been very concerned about the impacts that the COVID-19 pandemic

is having on our provider s’ adneededbyaourhdamelesspr ovi de
community.

We have seen how cutbacks during the Great Recession deeply and negatively affected our
homeless provider organizations and their ability to both prevent people from becoming homeless
and assist them in getting out of homelessness and into decent housing. They are still feeling those
impacts a decade later. One of our strongest concerns is the dire number of homeless who will be
forced to live on our streets and beaches, under our bridges, in their cars, couch-surfing, and in
overcrowded apartments as a result of the pandemic.

By increasing taxes for our wealthy and profitable corporations, we have a viable way of
preventing cuts to the programs and services that are supporting our homeless “ohana. Bringing tax
revenue into the State of Hawai i is prudent and necessary.

Thank you for the opportunity to testify in support of SB56.

Connie Mitchell, Advocacy Chair, PARTNERS INCARE,LOAHU’ S CONTI NUUM OF CARE
200 North Vineyard Boulevard* S u i t Henoldld, Bawaii 96817 ¢ (808) 380-9444 « PICadvocate@gmail.com
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Testifying for
Lehua Kaulukukui Puakalehua Early Support No
Learning Consortium

Comments:

On behalf of the Puakalehua Early Learning Consortium, we are writing in support of
SB56.

THOSE LUCKY ENOUGH TO BE DOING WELL IN THIS ECONOMY
SHOULD PAY THEIR FAIR SHARE

The COVID-19 recession has devastated many workers in low-wage tourism and
hospitality jobs who were already struggling to make ends meet before the
pandemic hit.

During the past year, many of those at the top have benefitted from the record-
breaking stock market and skyrocketing high-end real estate prices.

Hawaii saddles our low-income neighbors with the second-heaviest state and
local tax burden in the nation. While families who earn less than $20,000 per year
pay 15% of their income in state and local taxes, those who make over $450,000
pay only about 9%.

Lawmakers should ask those who can afford it to pay a little more in taxes to help
close the deficit without slashing critical government spending.

COMMUNITY SERVICES SUPPORT FAMILIES AND JOBS THROUGHOUT
HAWAI ° |

Social service programs are crucial to struggling working families during this
recession and must be protected. By asking the wealthy and profitable
corporations to pay their fair share in taxes, we can prevent cuts to essential
services and protect our communities.

Community service cutbacks during the Great Recession are still hurting us now
-- and their effects can be seen on our streets. Service providers still haven't been



able to undo all the damage i nflictedhon nonp
system by funding slashed a decade ago.

Government spending on social service programs is good for the state economy
because it increases the flow of money throughout the community and supports
jobs.

HAWAII'S ECONOMIC RECOVERY DEPENDS ON STATE SPENDING

Spending is the fuel that keeps our state’s ec
private sector engine of our economy sputters, the government needs to throttle

up its spending in order to keep the economy going. At this crucial time, cutting

government spending would be akin to taking our foot off the pedal and letting

the second engine of the economy sputter as well.

The International Monetary Fund has found that every dollar of reduced
government spending results in as much as $1.50 in lost economic activity. That
means that a $670 million cut in government programs and community services
would punch a $1 billion hole in our economy.

Studies of the Great Recession show that states that cut their budgets had higher
unemployment, fewer private sector jobs, and shrinking economies. In contrast,
states that expanded their budgets saw stronger economic growth.

Raises personal income tax rates for those at the top

« Hawai'‘i currently allows its wealthiest households to benefit from lower tax
brackets designed to benefit middle and lower-income residents. Even
multimillionaires benefit by having the first $400,000 they earn in any given
year taxed at rates that start as low as 1.4 percent.

Closes the capital gains tax loophole

« Hawai'i is one of only nine states that taxes all capital gains—profits from
the sale of stocks, bonds, investment real estate, art, and antigues—at a
LOWER rate than ordinary working peopl e’ s

« This capital gains tax loop benefits almost entirely high-income taxpayers,
including non-residents who profit from investing in real estate in Hawai‘i.

- I'f Hawai ‘i were to tax capital gains at th
most states do, Hawai ‘i would bring in abo
And 97% would be paid by the top 5% of earners in Hawai‘i, while the
bottom 80% would pay nothing at all.

Increases the tax rate on corporate profits



It is estimated that nearly 60 percent of Hawai‘i's corporate income tax is
paid by non-residents.

Corporate taxes differ from individual income taxes in an important way.
The corporate tax is applied only to profits, so companies facing losses
don’'t pay corporate income t ax.

The federal Tax Cuts and Jobs Act cut the federal corporate income tax
rate by 14 percentage points, from 35 percent to 21 percent, So companies
are getting a huge tax break at the federal level.

If Hawai‘i were to have a single tax rate on corporate profits of between 6.4
and 10 percent, it would raise an additional $2.9-$103 million in revenue
per year.

Hawai'i's current top corporate tax rate of 6.4 percent is below the median
of the states. We are ranked 34th among states in per capita corporate tax
collections, at $103 per person, while the 1st state, New Hampshire,
collects $582 per person.

Temporarily suspends certain general excise tax (GET) exemptions

In 2011, to address the economic crisis of the last recession, the state
legislature suspended 31 GET exemptions for FY2012 and FY2013.
These exemptions were worth about $254.5 million in 2018, should a
comparable measure be considered as a 