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SENATE COMMITTEE ON ECONOMIC DEVELOPMENT & TAXATION

TESTIMONY REGARDING HB 1755 HD 1
RELATING TO THE GENERAL EXCISE TAX

TESTIFIER: KURTKAWAFUCHI, DIRECTOR OF TAXATION (OR DESIGNEE)
DATE: JANUARY 29, 2008

TIME: 1:15PM

ROOM: 224

This bill clarifies the definition of a wholesale transaction in relation to transactions
involving a service business when the context is a service-to-service transaction.

This measure is a carry-over measure referred to this committee during the 2007 legislative
session. :

The House Committee on Economic Development & Business Concerns amended the bill by
defecting the effective date.

The House Committee on Finance passed this measure unamended.
The House of Representatives passed this measure on third reading.
The Department of Taxation (Department) takes no position on this legislation.
_ The purpose of this bill is to clarify that the service of furnishing goods or services in
connection with performmg a warranty obligation on behalf of a manufacturer is considered to be a
wholesale service-to-service transaction for purposes of the 0.5% wholesale general excise tax rate.
It is the Department's position that this legislation will greatly assist with clarifying any
confusion that may presently exist with regard to the taxation of warranty service work performed on
behalf of the manufacturer of tangible personal property.
The Department points out the bill's defective effective date. This legislation will resultin a

revenue loss of approximately $2.8 million per year, assuming the bill became effective
immediately.



g:data\trp\cy08\house\1755h1djr.doc
Subject: General Excise Tax/Motor Vehicles
Folder: 07-040

Date: 01/24/2008

January 24, 2008

TITLE: H.B.1755,H.D. 1, RELATING TO THE GENERAL EXCISE TAX

PROPOSAL: The original bill clarifies that the reduced Gaaldexcise Tax (GET) rate of

0.5% for wholesale sales of services would apphkatgible personal property and services that
dealers provide in fulfilment of warranty obligatis of the manufacturer. The bill would take
effect upon approval.

The revised bill takes effect on July 1, 2034.

REVENUE IMPACT: The revised bill will not affect tax revenues hiit the budget window.
The original bill could cost more than $2.8 milliannually in lost GET revenues.

METHODOLOGY: According to a report in Wards Auto World pubkshin October of 2005,
warranty claims cost car manufacturers about $llidmannually. Other industries also offer
manufacturer warranties, such as computers and hppi@nces, but cars probably account for
the great bulk of the warranty work. Adding 15%he figure for auto warranty work to

account for all other industries and for growthceir2005, using Hawaii's share of U.S. GDP to
get the State's share of total warranty work, andtiptying by 3.5% to get the difference in

GET at the wholesale and retail levels (4% - 0.8%)estimated GET revenue loss is $14 billion
X 1.15 X 0.005 X 0.035 = $2.82 million.

DISCUSSION: The dealer does not resell the warranty workodustomer after it is
performed, so the amounts the dealer receives tihemmanufacturer typically are considered
retail sales under the GET. However, the custdmasralready paid for the warranty work,
either in the original price of the car or by buywarranty protection, so treating the dealer's
reimbursement by the manufacturer as an intermeedale is consistent with the intent of the
reduced GET provided for wholesale sales.
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Testimony in Support pf HB1755
Relating to the General Excise Tax
Presented to the Senate Committee on Ecojjomic Development and Taxation
At the public hearing scheduled for 1:15 p .,Tuesday, January 29, 2008
in conference room 224

Submitted by David H. Rolf, for The Hawan;Automobile Dealers Association
Hawail's franchised new cer dealers

Chair Fukunaga and members of the committee:

Hawaii is the only remaining state which imposes a tc.IX on warranty payments to a dealer to fuffill
a manufacturer's warranty.

Other taxing jurisdictions like the state of New Mexicg, which has a 3% excise tax, have
eliminated the tax on warranty payments for their auto dealers, or, in the state of Washington’s
case, have de-pyramided the tax on warranty payments, to fulfill a manufacturer's warranty, down
to the wholesale rate. :

Hawaii auto dealers anticipating that ACT 71, Sessitn Laws of Hawaii 1999, would do the same
for Hawaii, have held on during recent difficult times. The full de-pyramiding schedule was to have
phased down to .5% by January 1, 2006, but the Hawaii State Tax Depariment has indicated that
additional language in the law needed to be added. HE 1755 will add this language. Calculations
based on average costs show de- pyramldlng to the whcalesale rate creates a $1.3 million difference.

With Hawaii being the only remaining state which has: not repaired the situation, and with the
current downturn in automobile sales, the tax has becotne a thom in the foot of auto dealers. Now,
with the auto recession having started here in late 2006, the situation has hobbled dealers at a very
difficult ime. Three auto dealerships have already clos)ed

HADA respectiully requests that legislators fast-track ;the solution (HB1755) by quickly hearing
and passing the measure in the 2008 legislative sessiof.

Respectfully submitted,
David H. Rolf
For the members of the Hawaii Automobile Dealers Aswoc;atlon

Enclosures: Overview of ACT 71, Letter 1/04/08, Letteg 1/08/08, Letter 1/09/08, Letter 1/23/08,
Closed Dealerships, New Mexico Statute . '

1100 Alakea Street, Suite 2601, Honoluly, chcii 96813 (808)'593-0031 FAX (808) 593-0569
h
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Overview Statement onf ACT 71
Session Laws of Hawaii §1999)

Re: De-pyramiding GET to Wholesale Tax Réate on Business-to-Business

Transactions
. i

. | .
“Act 71 reduces the effect of the “pyramiding” §f the general excise tax on

certain sales of tangible personal property or sefivices by treating thoge™— ™~
transactions similar to the wholesale sales of tafigible personal property.
The phase-in of the “wholesale” rate over seven years until a .5% rate is
applicable on January 1, 2006.”

3
i

From Hawaii State Department of Taxation Form G-81

NN
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January 4, 2008

The Honorable Carol Fukunaga "
Chair, Senate Economic Development and Taxat" fon Committee
Room 216 Hawaii State Capitol ;
Honolulu, Hawaii 96813 !

The Honorable Rosalyn H. Baker

Chair, Senate Ways and Means Committee
Room 210 Hawaii State Capitol

Honolulu, Hawaii 96813

Subj: Today’s news in the Wall Street Journal bc}des ill for the Hawaii auto industry too
Dear Senator Fukunaga and Senator Baker:

Today’s Wall Street Journal story foretells a 1 million vehicle reduction in U.S. auto sales in
2008--a drop from 16.5 million vehicles sold in 2§07 to a forecasted 15.5 million in 2008.

That coming 6.25% downturn compares to Hawaii’s downturn this past year which has
been even worse, with sales off about 12%. Only:Maui, for the moment, has escaped the
radical downturn, with sales flat at a -0.2%. Oahv dealers are down 15.1% so far in 2007
(data only available through the third quarter).

Auto dealers, hoping to survive next year, arc askmg for your assistance in quickly
passing HB1755 — which de-pyramids the tax on warranty, bringing Hawaii into
alignment with the taxing laws in all other states. :

The tax fairness is urgently needed by an ailing retail auto industry. As Iindicated in an
earlier correspondence the total difference in the de-pyramided tax is approximately $1.3
million. While this may seem a small amount cofnpared to the more than $150 million
the auto industry directs to state taxes, it still is an‘amount significant enough to savec jobs
in the industry and preserve the economic viability of some challenged businesses.

An early hearing and passage of HB1755 will do rfauch to preserve this fragile industry.

~ Please do not hesitatc to call if you have any quebuons

(Be\st Regards,

nigndly/

For Members of The
Encl: Wall Street Jo

hil Automobile Dealers l ssociation

3l Story |

1100 Alakea Street, Suite 2601, Honoluly, HOWOII 596813 (808) 593-0031 FAX (808) 593-0569
: 4




JAN-26-U8 IMUN 11:i2U AN ROLF ADVERTISING : FAX NO. 808 593 0569 P.05

AT
[y &
N <3

3

J
hada _}{dﬂ’ﬂl’l‘o/‘%a%

» .
t] “|‘

‘\

Yealers: A ssociation

EY .
K
> (
)
*s,
L7

Wayne Do Luz President
Davs Rolf, Executive Director

January 8, 2008

The Honorable Carol Fukunaga
Chair, Senate Economic Development and Taxa1§on Committee
Room 2|f16 Hawaii State Capitol
Honolulu, Hawaii 96813 ;

The Honorable Rosalyn H. Baker

Chair, Senate Ways and Means Committee
Room 210 Hawaii State Capitol

Honolulu, Hawaii 96813

Subj: D:le—pyramiding tax on warranty /request to fast-track HB 1755

Deat Scinator Fukunaga and Senator Baker:

We’ve éxpressed our deep concemrs about the fragile economy and the possibility of the
loss of jobs if changes are not made in the tax code relating to the de-pyramiding of the
tax on watranty payments. .

Already one Chevrolet dealership has closed on Maui and one large Chrysler dealership

has closed on Oahu. A dealer on the Big Island réported yesterday that he was being
forced to lay off employecs. '~

The potential to avoid more layoffs lies in HB1753 which has passed the House and
awaits approval in both your Senate committees. ¢

ITADA respectfully requests that you fast-track th'f}: legislation.
Please do not hesitate to call me at any time.

Best Regards
The Hawaii Automobile Dealers Agsociation

David H. Rolf

i

1100 Alakea Street, Suite 2601, Honolulu, Hawaili96813 (808) 5§93-0031 FAX (808) 593-0569




HADA's January 9, 2008 Letter to Senators FukurexmhBaker

January 9, 2008

The Honorable Carol Fukunaga

Chair, Senate Economic Development and TaxationrGittee
Room 216 Hawaii State Capitol

Honoluly, Hawaii 96813

The Honorable Rosalyn H. Baker

Chair, Senate Ways and Means Committee

Room 210 Hawaii State Capitol

Honoluly, Hawaii 96813

Subj: Taxes on non-auto manufacturer warrantieshelieve, are negligible

Dear Senator Fukunaga and Senator Baker:

The taxes on warranty payments to fulfill auto nfanturer warranties are approximately $1.3 million.
Other taxes on new product warranties are nedgigib

Most non-car manufacturer product warranties (agpigomputers, tv sets, etc) are extended service
warranties and are not included in the languagéBi755—which only applies to warranties provided by
the manufacturer of a new product. The small armofitax on non-car products may not even total
several hundred thousand dollars.

HB1755 is specific and only includes a de-pyrangdifi the tax on “a dealer's furnishing of goods or
services to the purchaser of tangible personaleptgpo fulfill a warranty obligation of the manutarer

of the property;

Other taxing jurisdictions around the country vl similar to Hawaii's GET, like New Mexico’'s GET

and Washington State’s Business and Operation$iteve, eliminated the GET tax on warranties to lfudfi
warranty obligation by the manufacturer, or hawduced the tax to the wholesale rate, thus remaowing

ameliorating the anomaly that is such a painfutthéor auto dealers in particular.

We respectfully request you fast-track hearingléiggslation and pass it through early in the sessio
Please do not hesitate to call me at any time.

Best Regards,
The Hawaii Automobile Dealers Association

David H. Rolf
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January 23, 2008 ,
I
The Honorable Carol Fukunaga ‘i The Honorable Rasalyn H. Baker
Chair, Senate Economic Development t Chair, Senate Ways and Means
and Taxation Committee iy Committee
 Room 216 Hawaii Statc Capitol 4 Room 210, Hawaii State Capitol
Honolulu, Hawaii 96813 3 Honolulu, Hawaii 96813

Subj: Deepening situation
Dear Senator Fukunaga and Senator Baker:

The situation is worsening. At Dealer Day at the Cap1tol last Thursday I heard several
dealers on the rail outside room 325 discussing the difficult lay offs they’ve had to make
the last few weeks. Orchid Isle Auto Center on ﬂfe Big Island has laid off 9 employces,
cutting back from 89 to 80. Aloha Kia, with dea.lershlps on three islands, has laid off 20
employees, cutting back from 136 to 116. Servco ofﬁma]s said they have instituted a
freeze on hiring.

Certainly something needs to be done to give somg hope to businesses and shore up their
operations. Quick action on the de-pyramiding of the tax on warranty will send a positive
signal at a very difficult time for all of Hawaii’s d zalerships and will provide that hope
that govetnment is acting quickly. a

Hawaii remains the only state in which leg1slators ‘have not repaired the situation. We
anticipated that Act 71, Session Laws of Hawaii 1999, with its phased reduction of the
taxes to the wholesale rate by January 1, 2006, wquld have applied equally to the de-
pyramiding of the tax on warranty payments, but, as you know, the Hawaii State Tax
Department has now said that it will not act until zddmonal language is added. HB1755,
which has passed the House, and is a carry-over ﬁ‘om the last session, needs quick action.

Senator Baker, I will bring additional data on the tapidly deteriorating situation for the
auto industry and present it at our meeting at 2 p.m. today (Wed. January 23, 2008).

The industry needs your help and Senator Fukunaéa s help with quick action on this

problem right away. Auto sale numbers for 2007 wlll be released January 31. It is
important that there be some hope. :

Sincerely,
The Hawaii Automobile Dealers Association
Hawaii’s franchised new car dealers

David H. Rolf
1100 Alakea Street, Suite 2601, Honolulu, Hdwaif 06813 (808) 593-0031 FAX (808) 593-0569
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Memorandum
To:  Senator Brian Taniguchi, Chair, Senate Committee on Ways and Means

T v WTGC@ Committee
hair, IGA Commmc%yp

L YA e AR ann ke o nrloseon Emsrummen e no

From: SenaterTeifaifi
Senator Dav1d Y Ige

' —
CC: TGO committee members
1GA commitiee members v
Date: 03/24/05 5
Re: - HB 1309 E
¢

It was our intention to make a potentially lmportanl ?amendmem to HB 1309, which the
committees on Transportation and Governmental Affairs and ]mergovernmental Affairs
passed (with amendments) on Monday, March 21, 2005. HB 1309, RELATING TC
TAXATION, authorizes counties to Jevy a county sircharge on State {ax 1o fund public
transportation systems in their respective counties; Jtpeals transit capital development fund.

The additional proposed amendment would exempt auto dealers from paying the GET on
/ warranty reimbursements made by the manufacturer: According to the testimony of the
Hawaii Auiomobile Dealers Association, Hawaii is 4t present the only state that does not
% exempt its dealers from paying a tax on warranty reiinbursements. This amendment would
also apply to others who sell appliances, electromcs, or other goods that are sold with

warranties.

! : ' .
The new lang’uage 1o be added to the bill would read: "Receipts of a dealer from furnishing
goods er services 1o the purchaser of 1angible persona] property to fulfill a warranty
obhgahpn of the manufacturer of the property may ke deducted from gross rece:pts

I hope that the committee on Ways and Means will mnsxder this amendment in its
deliberationg on HB.1309. :

Sl
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Name of Dealer
Aloh; Auto Group
Aloha Hyundai Nimitz
Aloha Kia Hilo

Aloha Kla Mam

Aloha Kla Kona

Aloha Kia Walpahu
Audi of Hawau

Big Island: Honda Hilo
Big Island tonda Kona
Big Island Toyota Hila
Big lslandjToyota Kona
BMW or l-lonolulu
BMW of Maur

Cutter Manaqement Co.

Cutter Autimotive Team
Cutter Chevrolet

JCuter Dodge (Dlllingham)
Culter Dodge (Pea Cily)

Culter Dodqel.l"eepl(‘hrysler Walpahu
Cutter Ford Isuzu Aiea
Cutter Ford Warpahu

QUtter Mgpggomont Co.
Cutter of Maui

Cutter Pontiac, Buick, GMC
Ferrari of Hawaii
Hawali Automotive Group

Hawaii Mih\fbishi

Hilo (Kona) Mazda Subaru
Honda Wmdward
Honolulu Ford

Island Cnevrolet Hiio
Island Chwrolet Kona
Island Dodge

Island Honda

Jackson A.g‘to Group
Jackson Volvq

Jaguar of l-lonnlulu

JN Automobve Group
JN Lotus -

Kamaalna Motors
Kauai Toyota

King Auta- Center .
King Inﬁnrtr of Honelulu
King Wingward Nissan

Kona Auto Center

Kona Mazda Subaru
Kona Volkswagen & Hyundai
Kuhio Mators
Lamborhghini of Hawaii
Lotus of Havyau

Lancl aner of Honolulu
Maseratl of Hawau

Maui Sclon- o

Maui Toyota Scion .

Culier Ala Moana vmkswaganIMazda

Cutter Mazda of Waipal'\u -

Kitagawa & Company (Nrssan)

IDealerlGM
‘Bill Van den Hurk
il-'loward Finley
iHoward Finley
“Howard Finley

Howard Finley
_Dawe Glover
,Brad Nicolai
‘Jerry Cousin

verryCousin
:Calvrn_KOQE,_. e

‘Paul Graffe

iDennis Short
"Andrew Trumbo

.Nick Cutter

Ronwright

_Clarence Ng

) ‘Brad Eisen
) Ben Afuna

Doug Sandlln

" JamesClark
‘Patrick AhYou

Patrlck Ah You
Herman J

i iGary Clme o

‘Melfred Ramos
-Melfred Ramos
Brad Nrcolal

‘Fletcher Jones Il
Hawaii Autorhotive Retailing GroiInder Dosanjh

Andrew Lee

.Wayne De Luz_
"Morrie Stoebner

Dave Chun
John Schute

Roy Kitagawa
.Anne Olshi

_.Jack Jackson

_Russell Wong
:Garry E Brechm
Joe Nlcolal o
Joe l\lrpplar

iBrian Kitagawa

“Todd Grant
Charlie King

JRobert Ramirez

_Ron Hansen
iBrian Kitagawa

i 5John Kitagawa o
“Wayne De Luz_

Damlen Farias

" Alan ClaridJohn Schute

_@EQP_Q_.

-.|833-2000

808-935-3500

808-329-2279

_ |s3aags
{808-935-3539

1808-877.4845

DEALERIGM.MEMBERS OF THE HAWAII AUT OMOBILE DEALERS ASSOI
(Tel.#  |Fax o

Address
fA L
2841 N, Nlmltz Hwy. Honolulu Hl 96019

l 833—34431»

2841 N. Nimitz Hwy. Honoluly, HI 96819

:808-877-%771

226 Kanoelehua Ave Hilo, HI 96720
:89 East Wakea Kahului, HI 96732

'808-329-2218

;74-5035 Queen Kaahumanu Highway Kailu

677-4500 .:6-.7_@:@}_ s94-08'1 Farrington Hwy Waipahu, HI 86797
...,5865-6600  [585-6611  [1069'S. Beretania St Honolulu, Hi 98814
N §08-€?6‘|-5_59§_. 5808-969-65865 1124 Wlwoole St Hilo, Hl 96720
o _.18_(3_8:?.29.-_81 01 ‘808»329—{285 _._:75 5608 K n Hwy Karlua-Kona, Hl 96740;
. 808-329-8517 IBDS 329- 175V Wrwoaa St Hilo, Hi 96720 :
|808-329-8517 ..Wl_.8.08-§_2_g: _10 [74-5504 Kalwi St, Kallua-Kona, HI 96740
|597-1225  |582:0288 - |77 Kapiotani Bivd. Honolulu, Hi 06813
I808-877-4269 9 §9_8_-877- . 96 ‘410 Koloa Slreet Kahulur, HI 96732 )
o .529 2000 |529-201§ 1100 Alakea St. PH2 Honolulu, HI 917313 o
564-91 00 564-91 . |800Am I\_l.lp_agg_@_lyq‘_ _ljorrqlulu. Hl 96813
5202816 |529-2313 1100 Aokea S PH2 Honolulu, Hi 96815 _
5646050 564.9053 _  '711Ala Moana Bivd, Honolul, Hi 96813
__|564-9310  '564-9313 735 Dilingham Bivd. Honotulu, Hi 95817
....|564-9640 564-9663 |905 Kamenhameha Hwy Pear) City, Hi 96782
. 564-9900 | _516_4-9926 194-149 Farrrngton Hwy Waipahu, Hl 96797
5649210 [564-9212 __[e8-015 Kamehameha Hwy. Alea, Hi 96701
i 564-9740 ) 564-921;’% 94-177 Fanington Hwy Waipahu, HI 86797
} _529-2000 - .529-201) 1100 Alakea St. PH2 Honolulu, HI 96813
_....i808-442-9600 :808-44_2-_%?9 -253 Kahulur Beach Rd Kahulur, Hl 96732 i
. 554-9501 |58 564-952{) 3 __.95“_I"3§_f_a.rnngton Hwy. Walpahu, H 96797
i 5(_54 9500 ) 564—9540 _ . 194-119 Famington Hwy. Waipany, H! 86797
1985-6600 5_8§_-_661§ o .1069 €. Beretania St, Honolulu, HI 96814
592-5@9.0_._ 592-5618 1618 Kaplolanl Bivd. Honolulu HI 96813
836-7007 '854-52.&1 |2901 N. Nimitz Hwy Honolulu, Bl 96819
488-0810 485-267‘3 98-075 Kam Hwy. Aiea, Hi 06701
_ . B0B-961-4411 808-861- r._ln_@_ ...} Keaa 8L, Hilo, Hi 26720
|247.8544 29252_() "45.671 Kamehameha Hwy. KanenhP HI 96744
56321700 !532-14%1 11370 N. King St. Honolulu, HI 96817

]808-245 4788

'836-0848 _
_ 235-6433

_.1B08-933-4600

 'sos.gsasetn
808-877-0031
BOB-§73-§2§_1
T836-2441
_1621-5161

1808-933-4607

_ig31-2604
1808-069-4712

_508-245 83'}

_|808-245.5722

247-6548

1177 Kilauea Ave. Hilo, Hi 96720

808-033-4617

331-2594 -

'836-55%2

808-671-7805 _ "1

12846 Kiihau St, Honolulu, HI 96818

75-8570 Kuakinl Hwy. Kailua-Kona, HI 96740
1_1.0 S "l-_lg_r'r?.l-l.\_ny. Kahului, HI 98732

Y S. Hana Hwy. K_ahului, HI 96732

{7945 N. Nimitz Hwy. Honolulu, HI 96819

B 1704 2 Ala oana Blvd, Honoluly, Hi 96813

818 Kap.!.‘."'?_’.‘.'_‘?!‘.’f'::.H""P‘.”":‘: Hioss1s

2899 N. Nimitz Hwy. Honolulu, HI 96819

112989 N Nimirz Hwy. Honoluly, HI 88819

P.C, Box 4769 Hilo, Hl 96720
54337 Rlce Street Kahuiui, HI 96766
4330 Grove St Lihue, HI 95766

__.808-329-5274

...|808-935-3741
1808-820-4408

9083207109

{808-334:4014

400 East Kawill St. Hrlo R 96740

|76 635'3 Kuaklnl Hwy Karlua-Korra Hl 9574(1 .
75-5793 Kuaklm Hwy Keilua-Kena, HI 95740

730 Ala Moana Blvd. Honoluly, HI 96813 ~

.Hessy Ahokovt 505-334-0004  {808-331 f-{t_r__r‘_o__ .. i76-5833 Puluni RU. Kailua-Kana, i 96740

'Dan Mackey p./Mike Keppol gm. _808-?4 56731 _80;24?-3&6« 3033 Aukele St. Kahulii, HI 96766

_Brad Nicolai . 585 6600 §_85-66_’l1 1069 s. Beretama Bt Honolulu HI 08814

Brad Nicolai ) o !585 6600  _[SB5-BuEl 1089 &, Beretama 5t Honolui, Hi suum
_ _Gany Brechin 592-749.0 . 1592.81F1

Brad Nicolai *585-6600 1585-6641 1069 §, Beretania St. Honolulu, l_-Il'96814

iDamien Farlas ~ __  |B0§-877-2781 _:808-873-D4B4 _ {320 Hana Hwy, Kahului, Hi 86752

808-877-2781

320 Hana Hwy. Kahulul, Rl 96732

_|CLOSED

cLosEeD

808-871:2851
£
i
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Mercedes Benz of Honolulu Fletcher Jones Il  592-5600 818 Kapialani Bivd. Honolulu, Hi 96813

Mini of i'zaw“aii -Dennis Short 15971225 1592.02*?;5 777 ' Kapiolani Blvd _Honoluly, HI 96613
Mid—Paq Auto Center i ‘James Hanley 1808-245-3673  1808-24 _'1040 3050 Haolako SL. Lihue, Hi 96766

New City Nissan .John Uekawa 5249111 [540- 3z 900 Ala Moana Blvd. Honalulu, Hi 96814
Orchid Isle Auto Cefter Joe Hanley ,aoe 935._1_19_1 .. \sos- "_3 950 - _i1030 Kanoelehua Ave Hilo, HI 96720
Pfluege;.{\c_yra Owen Phillips 5942 45685 _ 941-72513 1450 S. Buretania St. Honoluly, HI 96814
Pflueger.Aute Group Alan Pflueger/Charhe Wor 592—4500 592-44*1 4238 8. Beretania St. Honolulu, Hl 96814
Pflueger Honda Kevm Kempel/Alan Pflueg 528-7200 536-2820 o Ala Moana Divd. [ lanolulu, HI 98814
Pflueger Subaru VDante Buan [671 -51 15 676-19‘85 94-223 Farrington Hwy Wlapanu Hl 93797 o
g::,h:i ::, :Ii?waii ~(l?.:xhr;y Brechin 591-1911 [592-51 _1 /30 Ala Moana Bivd. Honolulu, H! 86813

b Hawail plohannaMason  735:2488 734-1043 3030 Walalae Ave. Honolulu, Hi 96816
|Saturn of Honolulu Ernest Guajardo :836-7007 1834-6 2901 N. NImitz Hwy. Honolulu, HI 96819

Servco Auto Honolulu _Dennis Tengan 1564-1100 554-28 12550 Pukoloa St. Ste 200 Honoluly, H| 96819
Servco Auto Windward ‘Roderick Saunders ~ :564-1400 !§§_4:1_4 e ...\ 45:665 Kam. Hwy. Kaneohe, HI 96744
Serveo Léxus Honolulu ‘Alan Young “'Sea-1201  |521-5302 1650 Kapiolani Biyd. Honolulu, Hi 96813
Serveo Lexus Maui John Kakazu B0B-877-4411 '808-877 3457 345 Kele St, Kahulul Hl 96732

Serveo Pacific Inc. Eric Fukunaga 564—2332 - 564-28 2850-A r‘ukoloa St. Honolulu, HI 98849
Servco Scion Dan Hirota T 5642400 584241 " j2850 Pukoloa St. Ste 101 Honolulu, Hi 96818
Servco Subaru Dan Hirota . -687-7600 687-76 12860 Pukoloa St. Ste 104 Honolulu, Hi 96818
Tony Grpu}Q B _Stan Masamltsu . ] .650—719_9.('5_) '483 544% .£4-1299 Ka Uka Bivd Waipahu, HI 96797
Tony quj;q'?\ ., Steve Schaper 1680-7385 |488 -88G3. 94 1299 Ka Uka Blvd. Waipahu, HI 86797
Tony Hyun&ai EAllan Cappela - Sales if n(1679 3417 |483 §_tt_¢_13 [94—1299 Ka Uka Blvd. Waipahy, HI 96797
Tony Nissan Larry Moody I680-71 50 ext 7f675-19!é5 194-1299 Ka Uka Bivd, Waipahu, HI 96767
Tony Volkswagen .Wesley Amor I680-7170 483-8656 o .;'9.11:1‘2_99“!(3_1.}[(&_1 Blvd, Waipahu, HI 86797
Valley Isig; Motors - Jim Falk ___808-877-3673___ i808-877- aszu . .-221 Puunene Ave. Kahului, HI 96732
Servco Ayto Leeward -Keith Nakamura 564-1000 !564~1 037 94-729 Farrington Hwy Walpahu, Hi 96797
Windward DédgelCryslerlJeep Trey VeDova/Don Mann  233-5000 233-60'@ 46-177 Kahuhipa St. Kaneohe, H! 86744
Windward Ford ‘Mike MoKenna/Mark Caliri 266-7000  1262-44%3 1726 Kailua Rd. Kailug, HI 96734

Windward Mazda ‘Mike McKenr}qlM?_rk.q?Ilri 266-8000 | [266-8021% -7zas '749 Kailua Rd. Kaifua, HI 96794

?
.
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(3ROSS RECEIPTH AM) COMPENSATING TAX - 7-9-68

3.2.227.9 Refundsble depasits, :

A. Reeelpts from selling zoft drinks mré\:de
amounts-reecived in the fovm of reﬁmd'\ble’gdc.
posits nn hattles. cartons =nd eases,

B. The amaunt of depnsits vefsaded to gure
chasers of soft. drinks mav he dsducted from %gss
rreaipte or government»! gross receipty nfgder
Seciien 7.9-67 NMSA 108, [2/8/72, u/m)%“z‘
NaN/74, /2678, G/LBITN. 11TRD, BIA/R4, 4IRS,
11728000, 10/28/p4, LULR%; 1.9.227.9 NMAC -
BRn, 8 NMAC 2.67.0 & A. f14/01] i

IINVIA VRIAY

3.2.227.10 General examples.

A. The deductinn for vefands and allowsdies
made to buyers is applieahle to taxpavers rapgrt-
ing grnss yeceipts or gover nmental gYnsE recoipts
on either a cash or an ~errual basis, but the
deductien {or nnvellectibln acemnnts is avajlable
only ko taxpayers who repmrt grosy receiptsior
-govcrnmenta] gross recelpts on an averual basjs.
The transaction or transa-Hons which gave risr-
to either the refund or allowanea er to the amovht
written off the books as an nneollectible accouhit

rorSt hmveg urigingily heen subject to the grods
receipte tax or governments| grose veceipls tay,

B. Example I; C operate< an nppliance stors: }C‘
sells D an it conditioner for $200. D refurns the
air conditioner and C ceerdite I's aceount with
$150, C may doduct $I50 from gross receipid,
However, 0 must include the remaining $50 in
grosa receipts,

C. Examply Z; A buys geads for $100. A %eﬂfs
them for $25. A wishes tn dednot the less from
gross raceipts. The logs may not be deducted, A
must pay tax on the $25 m- the fair market vab_’.ve
of fhe item eold, whinhever is greater

D. Fromple 3: X is an seermal hasis taxpayer, ¢
buys a enit from X bnt dess pnb. pay for it %
feports ths recsipts from the 3ale on X refurn. X
then discovers thet X canunt rollaat the yeles
price of the =nit. X ragy talre the deduckion npon’
propar praof of the bad del-¢ ‘This rule, bowever;
woudd nnt apply if X had never reported the
reccipts from the sale.

. Example 4: U iy .a vnjvmsity bm\kalore

which reparts governmenta) gross veeeiply on an’

acarual basis. U selle books and ether materinly!

te 5 student on account, reporting goverumental
gross Teceipty in the month nf sale. The student:

f‘ﬁ){ NU. EUB bUd Ube

P 1l

\

subsequently leaves the unlversity without furlly
seltling the atwount. Because the receipts from
the sale had already been reported, U may tako
the deductlon upon proper proof of the had debt.
[9/29/87, 12/5/69, %/9/72, 11/30/72, 3/20/74, 126!
76. 618779, 4/7/82, B/4/84, 4/2/86, 11/26/90, 10/
2//04, 11/16/46; 3.2.227.10 NMAC . Rn, 3§
NMAC 2.67.10, 6/14/01)

3.2.227.11 8ale of repossessed property.

A person reporting grass receipty or govern-
menta) grose receipts on en acerual hasis is
entitled to dedunt amounts written off the books
as an. menllactble debt for the amount eredited
ta the buyer from whom the property was repos-
serred. Recripty from a subraquent sale of the
same property ave subject to the gross receipts
tax or governmental gross receipts, [7/26/78,
6/18/79, 4/7/82, 5/4/84, 4/2/26, 11/26/90, 10/28/
94, 11/15/96) 3,2.227.11 NMAC Rn, 3 NMAC
2.87.13, 5/34/01)

3.2.227.12 Retywwmned checks and eredit enrd
834,
&. Wheon a check is received, deposited, dishon-

ored snd returned, and not subsequently honared

within the same reporting petiod, the taxpayer
has no gross receipts with respect to the check. If
the check is received within une reporting period,
gross reveipts are reported with respect to that
check fur that period and the check is dishondred,
returned and not vubsequently honored in a sub-
seguent reporting period, the taxpayer may daim
a deduction under Sectivn 7-9-67 NMSBA 1978 for
the amount of the returned check for the period in
which the checle was dishonored.

B. When a credit card charge is reversed
within the sawe reporting perind, the taxpayer
hag no gross receipts with respect to the charge. If
the credit card charge is made within one veport-
ing period; gross veceipts are reported with re-
spect ta that charge for the peviod and the charga
is reversed in a subsequent reporting period, the
taxpayer may claim a deduction under Section
7-9-67 NMSA 19738 for the amount of ths reveryed
credit card charge for the period in which the
reversal occurred, [10/15/88; 3.2.227.12 NMAC -
Rn. $ NMAC 2.67.12 & A, #/14/01)

7-9-68. Deduction: gross receipts tax; warranty obligations.
Receipts of g dealer from furnishing gosds nr serviees to the purchaser of tangible

personsal property to fulfill 2 wairanty obhg&’tmn of the manufacturer of the prOpertv may

he deducted froawm gross receipts.

Mistory: 1969 Comp., § 721641426, enucted by

Lavwg 1969, ck. 144, § 60.

LRyt U

@nny
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3.2,2%8.8 Warrapty subernteactor.
If 5 dealer snbenntracts with another peren?
(subcontractor) to fulfill the desler's wartsnty
‘ohhg'\ﬂtm of the manufarliver of the nropsviy
“the Teceipts of the subesvtractar may not he
i deducted pursvant to Seetion 7-2 58 NMSA 1978

1a/1emn, 0118078, a/7IR2, 51 URA, ARIES, 11725001
1 I/L5/9% 3.2.228.8 NMAC - Ttu. 3 NMAC 2.68)
& A, 6/14/01] |

3.2.22R.9 Warranty obligstions: generzl o;ﬁ
rnplas,

A. Apapson anthorized kv the mantacturer té
vepair tangible personal property under the w'\r§
renty of {he manufacturer iz a “dealer” for tha
purposes of Section 7-5-68 NMSA 1978. The pers
gon therefore may deduct receipts received dic
rectly from the manulgetarer Tor parts and Iabur:
necesgary to fwlfill the manwfacturer’s warranty:
obligation. Receipty of the denler which. are res.
retved from any pereon othet thanthe manufac o
tiver may not be bz deducted wader the igions of
Section 720-68 NMSA 1975.
B Fxample 1: X, 2 washing machine Mmpanv..,
offers s five-year warranty against defective;
patta (only) in all washing machines it anufac- ¢
tures aud gells. G, who borght a washing ma-:
chine manulactured by X, enzaget 1D, a daaler for;
X.to raplace a defective part within the waranty
period. D undertakss the repnic znd hills X for
the pavts used and C for tha lInalwnr incnlved, X

NVLL LI VLIVE S LI Iy N
WER 12:05 FAX 5058270056 TRD-ACD-RIST-3 Yo e o2
-0-69 T Axm 0N , 394
RF‘GULA’I‘IONS

. Evamply 2: Y, a roanufacturer of televisions,
authorizes R, a television repair service, to repair
televigsions monufachwed by Y under ¥s war.
ranty. R receives payment from ¥ to cover bolh
parts and labor neceseary to repalr ielevisions
manvfactuved by Y which are covered by '
werranty. R may dedoct the receipts from Y for
fulfilling Y's warvanty nbligetion. [5/25/89, 11/26/
09, 14/15/96; 3.3.226.9 NMAC - Rn, 8 NMAC
2.68.9 & A, 8/14/01)

3.2.228.10 Sexrvice contract and manufactur-
er's warranty distinguished.

A wanufwrtorer’s warranbty may be digtin-
guished fram an putomotive service contract, as
that term is defined in Subsection C of Sectivn
3.2.3.)6 NMAC, on which the manufacturer is the
promisor by the characterization vsed by the
manufacturer so long a8 no sepavate charge ia
made to the ultimate customer for a manufactur-
or’s undertoking chorscterized a3 a warranty
[6/20/R9, 11/26/90, 11/15/00; 3.2.228.10 NMAC .
Rn, 3NMAC 2.68.10 & A, 6/14/01)

3.2.228.11 Receipts from
"lndurhbles under waxranties,

The desaleris receipts from the: co-pavmont" or
“deductible” amount paid to the dealer by ths
purcheser as vequired by some manufacturers’
warrsaties are grose raceipts snd not deductible
from ginss yecaipts under Ssetion 7-9-68 NMSA
1978 since the receipts from the purchaser are
not teceipts from furnishing goods or serviges to
fulfill the masnufacturer's obligation. The manu-

co-payments/

may rdeduct the receipts from X under Section:
7-9-63 NMSA 1278 bot D mex ant dedunt under
Section 7-9-88 NMSA 1978 the receipts derived

pavs I for the varts and € pavs D for the labor. D | J

trnm C for the labor charges not covered ynder i
the manufacturer’s warrauty.

i

7-9-68. Deduction:
ing services,

facturer's obligatinn wnder such & warranty s
limited to the charge for the gonds and services
minus the vequred co- payment or deductible.
{e/20/89, 11/26/80), 11/15/96; 8.2.328.11 NMAC -
. Rn, 3 NMAC 2.68.11 & A, 6/14/01)

grogs receipts tax; admwinistrative and account-

A. Reveipts of & corporation or an affliete for adminietrative, manggerial, acepunting and

QUU WOJ UYUg M 1C

custoroer gervices performed by it for the- corpm'atmn or an affilinte upon a nonprofit or cost
hagls a!xq receipts from tha mlpemtlon or m gllilinte for the joint use or sharing of office
machm 2§ and facilities upon a nonprofit or cost basis may be deducted from gross receipts.
B. For the pusposes of this section. “an affiliate” means & corporation or a limited
pevinarship that directly or indivectly thrrmgh bne or viere intermediaries controls, is
rontrolled by or is nnder common control with the subject corpovation or Himited partner-
ship. For purposee of thix suheection, “contiol“ineans ownership of stock in a corporation or
of ext Inlerest in n imited partnership that:
(1) represents at least fifty percent of the total voting power of that wx‘potatmn or
limited partnership; and




auto group

January 28, 2008

The Honorable Carol Fukunaga
Chair, Senate Economic Development and Taxation Committee
Room 216 Hawaii State Capitol

Honolulu, Hawaii 96813

The Honorable Rosalyn H. Baker

Chair, Senate Ways and Means Committee
Room 210 Hawaii State Capitol

Honolulu, Hawaii 96813

Re: Testimony in support of HB 1755

Dear Senator Fukunaga and Senator Baker,

Thislegidation, HB 1755, is very important to our industry. Dave Rolf has put forth current
economic data that supports the need for the passage of thisbill. It has been achallenge for auto
dealersto put forth atax for which we receive no reimbursement from the vehicle manufacturers.
We, (Hawaii Auto Dealers) are doing our best to continue to provide important warranty services
to our customers here in Hawaii. 'Y our support would be welcomed.

Sincerely,

Ron Hansen,
VP, COO, King Auto Group
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126 Queen Street, Sulte 504 _ TAX FOUNDATION OF HAWAI . Honoluluy, Hawall 96813 Tel. 536-4587

SUBJECT: GENERAL EXCISE, Reduced rate for warranty obligations
BILL NUMBER: . SB 1976; HB 1755, HD-1 (Similar)

-INTRODUCED BY:" SB by Hanabusa by request; HB by House Committee on Economic Development
and Business Concerns .

BRIEF SUMMARY: Amends HRS section 237-4 to provide that the furnishing of goods or services to

the purchaser of tangible personal property to fulfill a warranty obligation of the manufacturer of the
- property shall be taxed at the 0.5% rate.

.EFFECTIVE DATE: SB - Upon Approval; HB - July 1, 2034

STAFF COMMENTS: This measure proposes to provide that the 0.5% general excise tax rate shall be
applicable to dealers who furnish goods or services to the purchaser of tangible personal property to
fulfill the manufacturer’s warranty obligations.

If, in fact, the dealer is providing goods and services as part of a manufacturer’s warranty obligation to
the purchaser of the tangible personal property, one must ask the question: to whom then are the goods
and services being sold, for example, in the case of the warranty work done on an automobile such as
replacing a faulty brake mounting. The dealer takes a part from his stock which was originally purchased
from the manufacturer and installs the brake mounting in Mr. Aloha’s car which was purchased from the
dealer. The part used in the warranty work was originally purchased by the dealer to fix any car whether
or not under warranty and was taxed at the 0.5% rate because it was assumed that it was to be sold to a
customer. But in this case it was used in warranty covered work and is reimbursed by the manufacturer,
so that is a wash. However, the services to install the brake mounting are sold not to the customer but to
the manufacturer. The manufacturer is billed for that service but the manufacturer does not “resell” that
service as'that was the promise made under the warranty. Thus, the services are provided to the
manufécturer who in this case is the consumer for which a 4% (4.5%) general excise tax is due. The idea
~of depyranudmg was to avoid having the same transaction taxed twice at the 4% rate. In this case, there

is no resale of the service as the manufacturer is not “reselling” the service of installing the brake
mounting to Mr. Aloha.

While the testimony provided by the department of taxation estimated that the adoption of this measure
would result in a reduction in revenues by $2.8 million, it is questionable if that estimate includes both the
goods and the services or just covers the services provided as opposed to the replacement parts. One

~would assume that the parts are those that are manufactured by the manufacturer and are not being
purchased from a third part vendor. If, in fact, the replacement part is being purchased from a third party
vendor, then the purchase by the dealer making the warranty repair should be tax at 0.5% and then the
entire charge by the dealer to the manufacturer should be taxed at the 4%.

Digested 4/16/07
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