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January 22, 2010

The Honorable Jon Riki Karamatsu, Chair
and Members

The Committee on Judiciary .
House of Repre$entative~
State capitol. Room 302
Honolulu, Hawaii 96813

Dear Chair Karamatsu ?lnd Mernb$rs:

RE: H.B. No. 1205: Proposing Amendm~nts to Article VII, Seetidn 12 and 13,
of the Constitution of the state of Hawaii Relating to Tax Increment
Financing

This is to express our support of H.B: No. 120Q, WhiCh would clarify, in the State
Constitl,Jt,on, the counties' authority to issue tax increment finance bonds,

Chapter46~1"01 thrQugh 46-113, Hawaii Revi$iild Statutes, authorlziilS the
counties to issue tax increment finalioe (TIF) bonds to finance improvements within"a
designated tax increment district. Briefly, the tax increment program works as follows:

(1) A oounty establishes a tax increment district with specified boundaries.
(2) The real a$S6lssed value of all taxable real property in the tax increment

district, on the date of creation of thedistriot, become thGl basis for
allo~ation of all future real property taxes on that property, referred to as
the "a$se~riient base. n .

. (3) Each year,the real property tax produced by applying the tax tate to the
assessment base continl)~ to go the oounty's gen~ral fund, but the
increment of tax prod~Qed by applying the tax rate to the amOunt by which
the current assessed valu$ exceeds the assessment base goes to pay the
debt service on tax incr~l1lentbonds issued to finanee improvements in
the tax inGrement district.
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TIF bond financing affords the counties a tool to make improvements to areas
which may not otherwise enjoyitiiprov~rnel'1~. The policy theory IS tha.t, but for the
improvements financed witll the t~ increment, there would be rio increase in the
assessed value alid no tax inorement

. Even though the. countie$ haVe been affOrded statutory authority to issue TIF
bonds since 1985, the City and CQunty ofHonolulu was irrrorni~d by Bond COunsel that
th~re may be Constitutional cloud on the City'sr;luthority toiss\Je TIF bonds. Bond
Counsel noted,

It is unclear whether thatstatutory authorization is.supported by the Hawaii
Constitution. Article VII. Section 12, provic;ies that the l~gislat1,.lre will"by gen~ral

law authoril8 political subdivisions to issue g~neralpbligatiQn ~ond$, bonds
issued under special improvement statue~ and revenlJ~ bonds)." TIF bonds are
nct general obligation bonds and hot issued under sp~cjal ir'nptov~ment statues.
This leaves "revehue bonqs" which are defined in that same ~ction of the
Constitution as bonds payable from ''the revenues or user taxe.$...of a public
undertaking, improvement, system Of' loan program.:.." lax inPfement dQE)S not
seem to fit easily into any of these categories.

This read by Bond Couns~rhas created uncertainty over the City's al,./thority to
issue TIF bonds. And, it deprives the counties of a critioal teal we may use to redevelop
communities and enhance. the quality of life of familias. in tho~e communities.

Enactment of H.B. 1205. and the subsequent approval by the p'ublic, will put to .
rest any question regarding the cQunties' ability to use TIF bonds for the O$ttermelit of
all counties in Hawaii.

Sincerely,

)K~c1~
Mark Oto, D@puty Qir~ctor

Department of BUdg~t and Fiscal S~rvice$
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