
STAND. COM. REP.

Honolulu, Hawaii

NO. 3/"I";a",

MAR 262008
RE: H.B. No. 2985

H.D. 1
S.D. 1

Honorable Colleen Hanabusa
President of the Senate
Twenty-Fourth State Legislature
Regular Session of 2008
State of Hawaii

Madam:

Your Committee on Economic Development and Taxation, to which
was referred H.B. No. 2985/ H.D. 1, entitled:

"A BILL FOR AN ACT RELATING TO TAXATION,"

begs leave to report as follows:

The purpose of this measure is to establish an income tax
credit for hotel renovation in the amount of fifteen per cent of
the renovation costs incurred during the taxable year for each
hotel facility located in the State.

Your Committee received testimony in support of this measure
from the Hawai'i Tourism Authority; Tourism Liaison; Unite Here!
Local 5 Hawaii; and Hawai'i Hotel & Lodging Association. Comments
were received from the Department of Taxation and the Tax
Foundation of Hawaii.

Your Committee notes that a similar hotel construction and
remodeling tax credit was enacted by Act 195, Session Laws of
Hawaii 2000, and was repealed by Act 9, Session Laws of Hawaii
2007, in accordance with a provision that did not extend the tax
credit beyond December 31, 2005 (Act 10, Third Special Session
2001). The December 31, 2005 expiration date was an extension of
the original December 31, 2002 expiration on the basis of the need
to provide an economic stimulus from the ramifications of the
events of 9/11 (Senate Committee Report No.2, Committee on Ways
and Means, Third Special Session of 2001) .
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Your Committee finds that the current economic condition of
the State forebodes a downturn in construction. Therefore, your
Committee believes that this measure would provide an incentive
for hotels to undertake renovations and thereby stimulate the
construction industry.

The Department of Taxation states that, depending on when
this measure takes effect prior to 2014, there are two possible
scenarios:

1. Construction continues as normal from now until 2015:

FY2015 (loss): $9.1 million;
FY2016 (loss): $9.4 million;
FY2017 (loss): $9.7 million.

2. Hotels delay construction to take advantage of the
credit:

FY2012 (loss) : $2.2 million;
FY2013 (loss) : $2.2 million;
FY2014 (loss) : $2.3 million;
FY2015 (loss) : $11.7 million;
FY2016 (loss) : $12.0 million;
FY2017 (loss) : $12.4 million;
FY2018 (loss) : $12.7 million.

Under scenario 1, the amount of eligible existing hotel stock
was taken, and assuming an annual depreciation of 2.0 per cent, it
is estimated that two per cent of eligible units will be renovated
in any given year. Assuming a renovation cost of $63,000 (based
on inflation-adjusted renovation costs in 2002), it is estimated
that the estimated renovation costs will total $60.9 million in
2014. With a fifteen per cent tax credit, the tax credit will
result in a revenue loss of $9.1 million in FY2015.

Under scenario 2, it is assumed that any renovation after
2010 will be postponed until after 2014 to take advantage of the
credit. Thus, the loss in revenue from FY2011-2014 will be the
forgone general excise tax revenue from the construction that
otherwise would have happened. The loss in revenue from FY2015
onwards will be the credit cost of the now-increased construction,
less the additional general excise tax that was displaced from
FY2011-2014 .
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To encourage further discussion, your Committee has amended
this measure by leaving unspecified, the percentage of renovation
costs that may be claimed for the proposed tax credit. Technical,
nonsubstantive amendments were also made for the purpose of style
and clarity.

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 H.B. No. 2985, H.D. I, as amended herein, and
recommends that it be referred to the Committee on Ways and Means,
in the form attached hereto as H.B. No. 2985, H.D. I, S.D. 1.

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

~~-r-j
CAROL FUKUNA I Chalr
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