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STAND. COM. REP. NO. 560

Honolulu, Hawaii

FEB 16 2007
RE: S.B. No. 1920
S.D. 1

Honorable Colleen Hanabusa
President of the Senate
Twenty-Fourth State Legislature
Regular Session of 2007

State of Hawaii

Madam:

Your Committee on Economic Development and Taxation, to which
was referred S.B. No. 1820 entitled:

" BILI FOR AN ACT RELATING TO TAXATION,
begs leave to report as follows:
The purpose of this measure is to:

(1) Recodify and rename existing motion picture, digital
media, and film production tax provisions; and

(2) Increase membership of the Hawaii Television and Film
Board, enable the Board to delegate certain
administrative functions to subcommittees; and
appropriate funds to the Board's special fund for grants
programs.

Prior to the hearing on this measure, your Committee
circulated a Proposed S.D.1. The purpose of the Proposed S.D.1 is
to:

(1} Recodify and rename existing motion picture, digital
media, and £ilm production tax provisions;

(2) Increase the motion picture, digital media, and film
production tax credits from fifteen and twenty per cent
to twenty and twenty-five per cent, and increase
reporting requirements; and
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(3) Increase membership of the Hawaii Television and Film
Board, enable the Board to delegate certain
administrative functions to subcommittees, authorize the
Board not to meet if no money is in its special fund or
no grants are being managed, and appropriate funds to
the Beoard's special fund for grants programs.

Testimony in support of the Proposed S8.D. 1 was submitted by
the Department of Business, Economic Development, and Tourism and
two individuals. The Department of Taxation and the Tax
Foundation of Hawaii submitted comments.

Your Committee received a revenue impact statement from the
Department of Taxation that the increases to the tax credit in the
Proposed S$.D. 1 would cost $7,000,000 to $17,000,000 annually.

In its methodology, the Department of Taxation stated that
preliminary figures from applications for the film credit for the
period from July 1, 2006, to January 25, 2007, showed planned
production expenditures of $83,000,000, of which $78,000,000 were
on Oahu and $5,000,000 were in the other counties. Assuming the
planned expenditures materialize and that the applications
continue at the same rate annually, these figures imply that
increasing the credit as proposed in the bill would reduce tax
revenues by about $7,000,000 annually. This revenue loss would
increase if the proposal were to bring in more film production.

For example, if the rate of production spending were to
increase by the same percentage as the credit for film production
in each county, the proposal would cost about $17,000,000
annually. However, this is a static estimate and does not account
for dynamic factors, such as increased economic activity in the
State that would occur as a result of the credit. Your Committee
notes that in its testimony for Act 88, Session Laws of Hawaii
2006, the Department of Taxation estimated a revenue gain of
approximately $13,000,000 for every $100,000,000 in new production
expenditures spent in Hawaii. Accordingly, your Committee has
requested the Department of Taxation to provide a more thorough
evaluation of the gains and lossges associated with the credit.

With regard to the specifics of the bill, your Committee has
heard a number of concerns regarding the effectiveness of the
Hawalili Television and Film Development Board, due in part to the
continued lack of funding. Upon review of the concerns, and the
proposed changes to increase the size and scope of the Board, your
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Committee believes the work of the Board may more appropriately be
undertaken by other entities.

Your Committee has also received a number of noteworthy
recommendations regarding the tax credits and the recodification
in Part I of this measure. Several of these recommendations
require additional information before decisions can be reached and
it is the intent of your Committee to continue this discussion.

Your Committee has amended the Proposed 8.D. 1 accordingly,
by:

(1) Repealing the Hawaii Television and Film Development
Board, and deleting references to the Board in the
Hawaili Television and Film Development Special Fund; and

(2} Inserting an effective date of July 1, 2040, for
purposes of further discussion.

As affirmed by the record of votes of the members of your
Committee on Economic Development and Taxation that is attached to
this report, your Committee is in accord with the intent and
purpose of S.B. No. 1$20, as amended herein, and recommends that
it pass Second Reading in the form attached hereto as S.B.

No. 1920, 8.D. 1, and be referred to the Committee on Ways and
Means.

Respectfully submitted on
behalf of the members of the
Committee on Economic
Development and Taxation,

CAROL FUKUNAGA, Chair
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