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SUBJECT: INCOME, Tax refund credit
BILL NUMBER: HB 35, HD-1
INTRODUCED BY: House Committee on Finance

BRIEF SUMMARY: Provides that each resident individual taxpayer may claim a general income tax
credit of $1 in addition to any other credits allowed under HRS chapter 235. The tax credit shall be
multiplied by the number of qualified exemptions claimed on the taxpayer’s income tax return, but
multiple exemptions for age or physical disabilities shall not be recognized. The credit shall be paid to
each person who has been a resident of the state for at least nine months as defined in HRS section 235-1,
whether or not such qualified resident was physically in the state for nine months. The credit shall be
deductible from income tax liability for the 2009 tax year. Stipulates that this measure meets the
constitutional provisions of Article VII, section 6, mandating the disposition of excess revenues.

EFFECTIVE DATE: Upon approval

STAFF COMMENTS: The “disposition of excess revenues” provision was adopted in tandem with the
general fund expenditure ceiling in the belief that if the state adhered to the spending ceiling, Hawaii’s
generous tax system would produce substantial surplus revenues. Although the refund provision was not
a part of the initial discussion of the ceiling, with the realization that revenues would far exceed the needs
under the ceiling, the provision was added to insure the return of the funds rather than allowing
bureaucrats to sit on these excess funds.

Under the constitutional provision, whenever the general fund balance at the end of a fiscal year exceeds
5% of the general fund revenues received in that year, for two consecutive years, the legislature at the
next regular session following the second consecutive year of excess balances, must provide for a tax
refund or credit. This has occurred and a return of excess revenues is necessary.

While the constitutionally mandated tax refund may be viewed as tax relief, it is actually a signal that the
state’s tax structure is generating more than what is needed to operate state government. It is a signal
that, more than likely, the tax rates and structure are taking too much in tax dollars from the economy
and that lawmakers need to address that issue. Although providing a tax refund at this time when
forecasted revenues are falling and there are insufficient funds to underwrite the state’s biennial budget
seems incredible, it nonetheless underscores the lack of effort in the past to reduce the overall tax burden
as surpluses ballooned in better times.

Had lawmakers made some downward adjustments in tax rates, they might not be faced with the current
dilemma of having to find revenues in a slowing economy. Taxpayers might have been more forgiving of
a temporary hike in taxes to help balance the state budget. But as many know, Hawaii has amongst the
highest per capita tax burden in the nation. Nearly every possible transaction, source of income, or type
of property has been tapped for a tax or a fee. This is because lawmakers have lost sight of what
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government should be and nothing else, that is insuring the health, safety and welfare of the community.
Laws have been imposed that create additional costs for taxpayers, in particular, businesses in Hawaii
such that the state’s economy is on the verge of being destroyed.

Faced with the widening budget shortfall, lawmakers will, no doubt, attempt to raise taxes even while
they provide for this constitutionally mandated tax refund credit. Raising taxes will certainly drive the
proverbial stake into the heart of the state’s economy in this economic downturn. Businesses will be
forced out of business, taking with them the jobs that Hawaii’s people need. While the national economy
will recover, eventually, the same may not be true for Hawaii. If, in fact, lawmakers resort to raising
taxes in this down economy, recovery will be a lot longer in coming for the state, if ever. Should the
economy recover and Hawaii is somehow blessed with another period of prosperity, generating large
surpluses, hopefully lawmakers of that future time will take heed should the constitutionally mandated
refund be triggered and actually do something about lowering the burden of taxes.
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