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This legislation amends Hawaii income tax law to exclude from gross income those amounts
provided to an employee who is a reciprocal beneficiary, which are in excess of benefits provided to
a single employee.

The Department of Taxation (Department) takes no position on this legislation.

REVENUE IMPACT—Assuming this bill is amended to take effect immediately, this
legislation will result in a revenue loss of approximately $800,000 for FY2009 and thereafter.

Since the 1% house draft eliminates the exemption allowed for a taxpayer's reciprocal
beneficiary, the Department assumes reciprocal beneficiaries can decrease their tax liability by 5%.
According to the Hawaii Family Forum, the Department of Health reported there were 1,284
individuals who registered as reciprocal beneficiaries (2006). This amounts to approximately 1% of
the state population. The Department then assumed that reciprocal beneficiaries would decrease
their tax liability by 10%. According to the Department of Taxation Annual Report (2005-2006), the
state collected approximately $1.6 billion in individual income tax collections in 2006.
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SUBJECT: INCOME, Exclude health insurance of domestic partner
BILL NUMBER: HB 2456, HD-2
INTRODUCED BY: House Committee on Finance

STAFF COMMENTS: Amends HRS section 235-7(a) to provide that the value of health nsurance and
other benefits provided by an employer to an employee in excess of what the employer provides to single
employees, when such benefits are provided to the employee due to the employee’s status as a reciprocal
beneficiary as defined in chapter 572C or a domestic partner as defined in the administrative rules of the
Hawaii employer-union health benefits trust fund, shall be excluded from income.

EFFECTIVE DATE: January 1, 2020; applicable to tax years beginning after December 31, 2008

STAFF COMMENTS: Currently neither the state nor federal tax laws recognize reciprocal beneficiaries or
domestic partners for income tax purposes. As a result, employer subsidized health insurance for an
employee’s reciprocal beneficiary or domestic partner is treated as taxable income. This measure
proposes that such benefits provided by an employer for an employee’s reciprocal beneficiary or domestic
partner shall not be taxable under the state income tax law.

In states that recognize same sex marriages, reciprocal beneficiaries or domestic partners, the taxability of
the benefits received by an employee for the reciprocal beneficiary or domestic partner generally is not
taxable in those states but remains taxable on the federal level. The adoption of this measure would
extend similar tax treatment for Hawaii income tax purposes, although Hawaii does not recognize
reciprocal beneficiaries or domestic partners. Its adoption would be contrary to the state’s intent to
conform to the federal Internal Revenue Code for ease of compliance.

While advocates of this proposal may argue that it is unfair to be taxed on such benefits, they should
realize that if this amount is exempt for state tax purposes, thereby reducing the state tab, it will increase
the amount of income exposed to federal income tax rates which are substantially higher than the state
rates. Thus, what is saved on the state tax return winds up being taxed on the federal return as there is no
similar exemption at the federal level. Unless the taxpayer can meet the federal dependency test, the
federal law will not recognize such amounts as being excluded.
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March 26, 2008

Senator Rosalyn H. Baker, Chair
Senator Shan S. Tsutsui, Vice-chair
Committee on Ways and Means

Re: Support of HB 2456, HD2, Relating to Taxation

Mahalo for reviewing the Hawaii income tax status of reciprocal beneficiaries and
domestic partners. HB 2456, HD2, would remedy an area where the State of
Hawaii discriminates against reciprocal beneficiaries and domestic partners:

1. Employer-subsidized health insurance for an employee’s domestic partner or
reciprocal beneficiary is reported on the W-2 and is treated as taxable income
by the State of Hawaii.

2. However, the State of Hawaii does not treat as income the same employer-
provided subsidy to married persons.

3. This discrimination is compounded by the fact that the State of Hawaii has
denied the status of civil marriage to same-sex couples who have indeed made a
family.

HB 2456, HD2, would remedy this problem. On line 16 of page 6 of HD2, the
effective date is given as January 1, 2020. Please change this date to July 1, 2008.

There are other, similar, issues in the tax code that HB 2456, HD2, does not
address. For example, reciprocal beneficiaries are not allowed to file Hawaii
income tax forms jointly---a right available to married couples. If you can address
the issue of filing status, that would help greatly.

Again, thank you for thinking about these issues. It helps everyone, partly by
lowering the demand for costly social services, when you make it possible for
people to take care of one another.

Respectfully vours,

Epitrs A AL
Tom Ramsey
www.math.hawaii.eduw/~ramsey
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March 27, 2008

To: Sen. Rosalyn Baker, Chair, and Sen. Shan Tsutsui, Vice Chair
Committee on Ways and Means
Room 211, Hawai‘i State Capitol

From: Steve Dinion, President, Pride At Work Hawai‘i

Re: In support of HB2456

Pride At Work Hawai‘i, the local chapter of the AFL-CIO constituency group Pride At Work
and an affiliate of the Hawai‘i State AFL-CIO, works to mobilize support between the labor
movement and the lesbian, gay, bisexual, transgender, intersex, and queer (LGBTIQ) communities
in Hawai‘i. We seek full equality for all workers, and therefore strongly support the intent of
HB2456 to exclude employer-provided domestic partner (DP) and reciprocal beneficiary benefits
from state income taxes. Until the time comes when all families are treated equally before the
law, HB2456 will lessen one of the more onerous burdens placed on working people in
relationships which are not legally recognized.

We do have one concern about the bill’s wording. By limiting the recognition of domestic
partnerships to standards set by the State’s employer-union health benefits trust fund (EUTF),
HB2456 HD2 appears to disallow DP benefits set by private employers - through collective
bargaining or otherwise - unless they include the same guidelines as the EUTFE. This would set
up a new two-tier system of benefits, with some employer-recognized DP relationships eligible
for the income tax exemption, and others not.

We would therefore request that the bill be amended to include all employer-defined domestic
partnership benefits (including those negotiated in the collective bargaining process). As an
example, please consider adding the following language on page 6, line 4, after “or a domestic
partner as defined in the administrative rules of the Hawaii employer-union health benefits trust
fund:” “or as defined through collective bargaining or by the employer.”

Thank you for your consideration, and for your efforts to support all of Hawai‘i’s workers.



