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 This measure requires the Department of Taxation (Department) to evaluate certain tax 

credits in Chapter 235, and general excise tax exemptions in Chapter 237, Hawaii Revised Statutes. 

 This measure also requires the Department to provide recommendations to the Legislature and 

repeals credits over time if no action to extend the credit is taken by the Legislature.   

 

 The issue of repealing various tax credits was proposed by previous Tax Review 

Commissions.  As such, the Department of Taxation (Department) believes there is merit in 

examining these credits and supports this measure.   

 

 RESOURCES ARE IMPORTANT—In order to effectively evaluate any incentive, 

resources must be available in order to consult with economic and tax professionals, as well as 

receive independent third party data.  This measure extends the application of the tax administration 

special fund to allow use of these funds to carry out the evaluations in this measure.  The Department 

appreciates this amendment.   

 

 USE OF PHASED-IN STUDIES AND REPEALS IS MORE PRECISE—Unlike other 

similar measures that require the automatic repeal of tax credits, this measure is more precise in that 

it allows for the phased-in evaluation and consideration of certain credits and certain exemptions 

over time.  The Department prefers this measure's method of precision in reviewing only a handful of 

exemptions and credits over time.  The Department believes this method is more effective and will 

allow tax administrators and policy makers to focus, rather than be distracted by a wholesale repeal 

of all incentives.  This method also allows for all incentives to continue developing.  Lastly, phased-

in evaluation and consideration will allow for predictability for taxpayers.   

 

 OBTAINING INFORMATION COULD PROVE DIFFICULT—The Department is 

concerned that it may not have sufficient information on certain of these incentives, especially the 
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general excise tax exemptions.  Currently, the tax forms do not capture the general excise tax 

exemptions in the detail contemplated by this measure.  Should any forms modifications be 

necessary to capture additional information, the computer will need to be modified as well.  Forms 

and computer modifications and programming take considerable time.  This measure may need to be 

amended to allow an additional year to implement changes.   

 

 THESE INCENTIVES WERE IMPORTANT AT SOME POINT—Chapter 235, Hawaii 

Revised Statutes, contains several generous credits relating to income taxation.  Also, Chapter 237 

contains nearly one hundred exemptions.  In its policy-making capacity, the Legislature at some 

point deemed these exemptions and credits to be important incentives to encourage growth or 

behavior of businesses in Hawaii.   

 

 SUNSET DATES ARE A BENEFICIAL FEATURE—The Department suggests that it is 

an important feature of tax policy to revisit any tax credit or tax exemption after enactment to ensure 

that the intended consequences of the given incentives materialized.  There are far too many 

exemptions and credits in Title 14 that do not contain any "sunset" feature in order for policymakers 

to analyze the efficacy of a given incentive.  This bill is a "good start," by implementing an automatic 

repeal date for income tax credits.   

 

 TAX INCENTIVES ARE LEGITIMATE—The Department reminds the Committee that 

tax credits and tax exemptions are a legitimate means of supporting businesses or encouraging 

certain behavior in Hawaii's business community.  However, where there exists countless credits and 

exemptions, the proverbial exception begins to consume the general rule.  In the case of tax law, the 

myriad number of tax credits available for special interest quickly consumes the presumption that 

income is taxable and lessens many trade groups or their beneficiaries from paying their fair share.  
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Chair Fukunaga, Vice Chair Baker, and Members of the Committee. 

The Department of Business, Economic Development, and Tourism (DBEDT) offers 

these comments on SB1247 which requires the Department of Taxation to evaluate certain tax 

credits, including the renewable energy technologies and ethanol facility tax credits; to give 

recommendations to the legislature, and for the legislature to implement those 

recommendations by certain dates in order to prevent the tax credits from sun setting. 

We concur that it is important to examine tax incentives on a regular basis for their 

effectiveness and transparency, and we support reviews of their proven track-record in the 

areas of spurring economic activity and supporting the goals of the state. 

DBEDT would like to provide information regarding the importance of the cited tax 

credits affected by this bill. 

The repeal of the ethanol facility tax credit, Section 235-110.3, would reduce the 

likelihood of the construction of local ethanol production facilities.  Some may be misled to 
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view the proposed change as a means to remedy the current budget situation. That 

interpretation would be incorrect.  The actual amount of the credit that has been used is $0, 

and will continue to be $0, until fuel production facilities have been built and are in 

production.  Since the ethanol production facilities are required to file notices in advance of 

facility construction, and again upon commencement of ethanol production, and the tax credit 

is not available until after the facility has produced at least 75% of its nameplate capacity 

(i.e. at least 9 months after start of production), there is significant advance notice before 

any funds are paid out for this incentive.  These provisions provide lead time for the State to 

plan for anticipated expenditures under this program.  To eliminate the incentive at this date 

would put potential projects in jeopardy; signal to those in the investment community a lack 

of our commitment to the goals of diversification of energy supplies and use of renewable 

fuels; and weaken our progress towards the energy and economic diversification objectives of 

the State. 

The renewable energy technologies income tax credit, Section 235-12.5, was 

evaluated and found to have a positive revenue impact, with the State realizing an internal 

rate of return on the tax credit (due to increased economic activity) of approximately 18.1%. 

The installation of renewable energy also improves Hawaii’s energy security; diversifies our 

energy mix; provides jobs and reduces emissions. 

Thank you for the opportunity to offer these comments. 
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The HHFDC is opposed to S.B.1247, because it could potentially destabilize or 
eliminate affordable housing development incentives that have resulted in the 
construction or substantial rehabilitation of thousands of affordable housing units 
statewide.  We defer to the appropriate state departments and agencies with respect to 
the remainder of the bill.  Our comments on specific portions of this bill follow. 
 
This bill repeals section 235-110.8, Hawaii Revised Statutes (HRS) as of December 31, 
2010, if the Department of Taxation (TAX) does not submit a complete and accurate 
evaluation of several specified tax credits, and the Legislature fails to implement 
recommendations of the Department, earlier than twenty days prior to the convening of 
the regular session of 2011.  Section 235-110.8 establishes the State Low Income 
Housing Tax Credit (LIHTC) for eligible affordable rental housing projects.  The LIHTC is 
taken over a 10 year credit period, and, since it is paired with the Federal LIHTC, is 
heavily regulated by the Internal Revenue Service, to ensure that the projects allocated 
credits meet requirements.  All LIHTC-financed rental units are targeted at low-income 
seniors and families earning 60 percent or less of the area median income.  Without the 
LIHTCs, it is unlikely that such projects could be developed given the high cost of land 
and construction. 
 
Even if the conditions imposed in section 3(a) of this bill are ultimately satisfied and the 
State LIHTC left intact, the uncertainty created by this section may chill the market for 
LIHTCs and stall affordable rental housing development.  Potential LIHTC investors 
would not be willing to purchase the credits until they were relatively certain that the tax 
credits would be available for the LIHTC's entire 10 year credit period.  This uncertainty 
increases risk for affordable housing developers, and ultimately serves as a disincentive 
to affordable rental housing development.   
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This bill also repeals section 241-4.7, HRS, which makes the state LIHTC applicable to 
banks and financial corporations, and section 237-29, the general excise tax (GET) 
exemption for certified affordable housing projects as of December 31, 2013, if similar 
conditions are not satisfied.   
 
The Legislature's intent in creating the GET exemption for certified affordable housing 
projects was to assure the economic feasibility in the development of a housing project 
which will encourage and enable the production of as many lower cost housing units as 
possible.  The GET exemption has been a successful incentive for the development and 
preservation of affordable housing, and should be allowed to continue. 
 
S. B. 1247 will also adversely affect the financial stability of existing affordable housing 
projects that have previously been awarded LIHTCs or GET exemptions.   
The net result of these repeals should they come to pass is to increase the risk of 
default and foreclosure, of affordable rental housing projects statewide. 
 
We urge the Committee to delete references to LIHTCs or GET exemptions for certified 
affordable housing projects from this bill.  Thank you for the opportunity to testify. 
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RE:  SB 1247 – RELATING TO THE ECONOMY 
 
Dear Chair Fukunaga, Vice Chair Baker and members of the committee: 
 
I support the portion of SB 1247  that relates to Section 235-17 which states that 
periodic review of tax credits should occur and be reported back to the 
legislature. 
 
I also support the comments included in the measure that request the various 
state agencies that compile the reports to seek input from experts outside of the 
government to ensure that a complete and collaborate process is used. 
 
Thank you for the opportunity to provide these comments. 
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The Hawaii Government Employees Association supports the purpose and intent of
S.B. 1247, which will institute an ongoing program evaluation of tax credits and tax
exemptions that have no sunset dates. Under this legislation, the Department of
Taxation must compile the data necessary for the Legislature to evaluate tax credits and
tax exemptions with consistent standards.

The Legislature needs such information to evaluate whether these particular credits and
exemptions should be extended. As economic conditions change over time, the State
will need different combinations of credits and exemptions to promote certain types of
business activity. Without a regular evaluation of tax credits and exemptions, the
Legislature will not be able to make fiscally sound and effective spending decisions.

In these difficult economic times, states need to ensure that tax credits and exemptions
are regularly evaluated and that ineffective or overly expensive tax breaks are repealed.

Thank you for the opportunity to testify in support of S.B. 1247.

Respectfully submitted,
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RE:  SB1247 - Relating to the Economy 
 
 
 
Dear Chair Fukunaga, Vice Chair Baker and members of the committee: 
 
The Hawaii Film and Entertainment Board, whose members include all of Hawaii's 
film unions, film commissions and leading industry associations, thank the 
legislature for its strong support of Hawaii's film industry.  We support SB 1247 
specifically Section 4 of the bill referencing an evaluation of Act 88, Section 235-17, 
by the department of taxation. 
 
We designed Act 88, in collaboration with legislators and the administration, to be a 
fiscally responsible tax credit that would not be a drain on the general fund.  We also 
committed ourselves to continuing a dialog with the legislature on the status and 
impact of the credit. The summary information attached, which was compiled with 
base DBEDT numbers and analysis by economist Dr. William Boyd, show that we 
have met and exceeded our goals by creating over $300 million dollars of direct 
spend since the inception of the credit (July 2006-Oct 2008) and that for calendar 
year 2007, over $11 million of tax revenues was generated after factoring in the 
payout of the credit.  
 
Sincerely, 
 
Brenda Ching 
Chair 
 
 
Attachment:  Act 88 ROI summary – calendar year 2007 
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2007 Economic Impact estimates - Act 88 and non-Act 88 Scenario

Oahu split calculated at 50%
NI split calculated at 50%

Oahu cost 15% x estimated split $11,592,208
NI cost 20% x estimated split $15,456,277

$77,281,387 Oahu split
$77,281,387 NI split

Total Act 88 cost: $27,048,486

Indirect Impact (Production Spend x multiplier) $294,997,152

  Indirect revenues generated = $66,317,189
  Indirect revenues x Revenue calculation = $8,621,235

  total direct and indirect impact $303,618,387

  multiplier 1.29

Annual Production Spend $228,679,963
Act 88 Spend $154,562,775 % of Act 88 total 67.589120%
non-Act 88 Spend $74,117,188 % of non-Act 88 total 32.410880%

100.000000%
Annual Tax Revenues $29,728,395 Revenue calculation @ 13.00%
Rebate Cost $27,048,486 Oahu and NI figures
subtotal (cost to state) $2,679,910 (net gain/net loss)

Indirect Impact $8,621,235
   + cost to state $2,679,910

TOTAL $11,301,144 (net gain/net loss)

Legend- base figures:
Blue = input figures
Green = formula figures
Black = formula figures with positive results
(Red) = formula figures with negative results

Total figures
Black = net gain to state
(Red) = net loss to state
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SENATE BILL 1247:  RELATING TO THE ECONOMY 

 

DATE:      February 9, 2009 

 1:15, Conference Room 016 

 

TO: Senate Committee on Economic Development and Technology 

 The Honorable Carol Fukunaga, Chair 

 The Honorable Rosalyn Baker, Vice Chair 

  

FROM: Lisa H. Gibson 

 President 

 Hawaii Science & Technology Council 

 

RE:  Testimony in Support of SB1247 

 

Aloha Chair, Vice Chair, and Members of the Committee: 

 

Thank you for the opportunity to testify in support of SB1247.  The Hawaii Science & 

Technology Council (HISciTech) has supported and continues to support efforts to review 

tax credits/exemptions.  HISciTech believes that any such review must include a thorough 

cost benefit analysis before action is taken to repeal or extend such credits/exemptions.  A 

complete and detailed evaluation of tax credits/exemptions will provide the Legislature 

with the data it needs to make an objective and informed decision.  This measure provides 

such a thorough evaluation of tax credits.   

  

The Hawaii Science & Technology Council (HISciTech) is a 501(c)6 industry association 

with a 28-member board.  HISciTech serves Hawaii companies engaged in ocean sciences, 

agricultural biotechnology, astronomy, defense aerospace, biotech/life sciences, 

information & communication technology, energy, environmental technologies, and 

creative media. 

 

Thank you for the opportunity to testify on this bill. 

 

 

 

Lisa H. Gibson 

President 
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1:15 p.m. 
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RE: SENATE BILL NO. 1247 RELATING TO THE ECONOMY 

 

 

Chair Fukunaga, Vice Chair Baker, and Members of the Committee: 

 

My name is Jim Tollefson and I am the President and CEO of The Chamber of 

Commerce of Hawaii ("The Chamber").  The Chamber does not support the following 

sub-sections of Section 3 of Senate Bill No. 1247, relating to the Economy: 

 

 (a)(5) 

 (c)(11) 

 (c)(12) 

 

These sub-sections repeal: 

 

 Low Income Housing Tax Credit under HRS §235-110.8 after 

December 31, 2010 

 General Excise Tax (GET) exception for Certified or Approved 

Housing Projects under HRS §237-29  

 Low Income Housing Tax Credit under HRS §241-4.7 after 

December 31, 2012. 

 

The Chamber is the largest business organization in Hawaii, representing more than 

1,100 businesses.  Approximately 80% of our members are small businesses with less 

than 20 employees.  As the “Voice of Business” in Hawaii, the organization works on 

behalf of its members, which employ more than 200,000 individuals, to improve the 

state‟s economic climate and to foster positive action on issues of common concern. 

 

Our approach is to focus on enhancing the quality of life for the citizens of Hawaii.  We 

believe a sustainably quality of life includes a wide range of housing opportunities, 

including affordable housing.  This has been one of the top priorities of the Chamber, 

especially at a time when there is a pressing need for affordable units.   

 

Some of our concerns with this measure are: 
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Chronic Shortage: Even with the GET exemption and tax credits, it is common 

knowledge that Hawaii has a chronic shortage of affordable housing (aka workforce 

housing) and has historically ranked as the worst in the US and at the top for most 

expensive. The Neighbors Islands, where construction costs are even higher and median 

incomes lower than affordable housing, there‟s an even dire affordable housing problem. 

A repeal will make this situation even worse. 

 

Hawaii’s Workforce: Affordable housing is often called workforce housing because it is 

really housing for teachers, nurses, medical technicians, policemen, firemen, secretaries, 

clerks, cooks, waiters, hotel workers, carpenters, electricians, painters etc and includes 

rental as well as for sale. In other words, essential workers in our economy.  A repeal 

would definitely decrease the number of future affordable housing units and because 

these workers would be unable to find decent affordable housing they may leave Hawai„i, 

as many have over the years. 

 

Peril of a Repeal: Any legislation even hinting at repealing these exemptions and credits 

will immediately stop all proposed projects due to the difficulty of obtaining financing 

options. 

 

Higher Repair Costs: If the GET exemption is repealed, existing affordable housing 

rental projects which are badly in need of repairs and improvements (e.g., Kuhio Park 

Terrace) will have an even more difficult time raising funds because costs to do so will 

increase by the amount of the repealed exemption. Like Kuhio Park Terrace, this could 

result in costly litigation as the units become uninhabitable.   

 

Loan Defaults and Foreclosures: If the GET exemption is repealed, existing affordable 

housing rental projects may be forced to default on exiting debt because these mostly 

marginal projects are limited in being able to raise rents on low-income renters, so 

revenues would decrease by the amount of the lost exemption reducing funds available 

for debt service. 

 

Deterioration:  Even if existing projects could meet their debt service after the 

exemption is repealed, the amount of funds available for repairs and replacement reserves 

would decrease, resulting in a severe future deterioration making these projects a blight 

and in some cases uninhabitable. 

 

Our state is weathering an economic storm.  We believe now is not the time to impose 

legislation that will undermine efforts to address issues, such as affordable housing.  For 

these reasons, the Chamber of Commerce of Hawaii respectfully requests that the 

Committee does not pass SB 1247. Thank you for the opportunity to provide testimony. 
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February 6, 2009

The Honorable Carol Fukunaga, Chair
Senate Committee on Economic Development and Technology
State Capitol, Room 016
Honolulu, Hawaii 96813

RE:  S.B. 1247 Relating to the Economy

HEARING DATE:  Monday, February 9, 2009 at 1:15 pm

Aloha Chair Fukunaga and members of the Committee on Economic Development and 
Technology

I am Craig Hirai, a member of the Subcommittee on Taxation and Finance of the 
Government Affairs Committee of the Hawai‘i Association of REALTORS® (“HAR”), here 
to testify on behalf of the HAR and its 9,600 members in Hawai‘i.  HAR strongly opposes 
Subsections (a)(5), (c)(11) and (c)(12) of Section 3 of S.B. 1247, Relating to the Economy, 
which respectively repeal the Low Income Housing Tax Credit under HRS §235-110.8 after 
December 31, 2010, and the General Excise Tax (“GET”) Exemption for Certified or 
Approved Housing Projects under HRS §237-29 and the Low Income Housing Tax Credit 
under HRS §241-4.7 after December 31, 2012.  

We believe Smart Growth is our road map to sustaining and enhancing the quality of life in 
our communities and we believe that this bill aligns with our core principle of providing 
housing opportunities.

HAR has historically supported mechanisms to help increase the supply of low and moderate 
income affordable housing such as the Rental Housing Trust Fund Program which can help 
integrate the use of mixed-income and mixed-use projects, special purpose revenue bonds, 
low-interest loans, block grants, low-income housing tax credit programs and deferred loan 
programs to provide rental housing opportunities.  

Rental Housing Trust Fund projects qualify for and benefit from the GET exemption 
under HRS §237-29, and are often aided by equity financing generated from the Low 
Income Housing Tax Credit under HRS §235-110.8 and HRS §241-4.7.  Repealing these 
programs will clearly reduce the amount of State funding available for desperately 
needed Rental Housing Trust Fund projects.

You should also be aware that HAR believes that if Subsections (a)(5), (c)(11) and (c)(12) of 
Section 3 of S.B. 1247 are passed in their current form, the repeal of  HRS §§ 235-110.8, 
237-29 and 241-4.7 will have the following adverse consequences:

1. With respect to existing projects, the repeal of the GET exemption under HRS §237-
29 will reduce the gross rents available for operating costs and debt service of 
hundreds of State and County approved rental housing projects throughout the State
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by at least 4% (4.5% in the City and County of Honolulu).  This will almost certainly 
adversely affect the projects’ ability to fund their operating and maintenance reserves 
and may impair their ability to service or possibly breach a covenant and cause a 
default under their outstanding mortgage debt.

2. With respect to projects approved between the date of enactment of S.B. 1247 and 
December 31, 2012, the uncertainty of the continued existence of the GET exemption 
under HRS §237-29 will tend to reduce the amount of mortgage debt lenders will be 
willing to lend for these projects because their gross rents available for operating 
costs and debt service may decrease by 4% (or 4.5% in the City and County of 
Honolulu) on January 1, 2013.  A logical consequence of such lender action would be 
a need for additional equity from sources such as the Rental Housing Trust Fund.

The pricing of construction contracts for projects which are certified or approved
under HRS §237-29 will also become more difficult and most likely more expensive 
as the December 31, 2012 repeal date grows closer because contractors may not be 
able to complete construction by that date.

3. With respect to existing projects, the repeal of the Low Income Housing Tax Credits 
under HRS §§ 235-110.8 and 241-4.7 will not allow: (a) current investors the use of 
the full amount of their credits if their 10-year recovery period under HRS §235-
110.8(c) and IRC §42(b) extends beyond December 31, 2010 or December 31, 2012; 
and (b) the State to recapture the credit under HRS §235-110.8(d)(4) and IRC §42(j) 
after December 31, 2010 or December 31, 2012.  

4. With respect to projects approved between the date of enactment of S.B. 1247 and
December 31, 2010 or December 31, 2012, the uncertainty of the continued existence 
of the Low Income Housing Tax Credits under HRS §§ 235-110.8 and 241-4.7 will 
undoubtedly reduce the amount investors will be willing to pay for the credits 
because they cannot be assured of the use of the credit through its entire 10-year 
recovery period.  Again, a logical consequence of such investor action would be a 
need for additional equity from sources such as the Rental Housing Trust Fund.  

For the reasons set forth above, HAR respectfully requests that if Subsections (a)(5), (c)(11)
and (c)(12) of Section 3 of S.B. 1247 are passed in their current form, Section 6 of S.B. 1247
be amended to read as follows:

SECTION 6.  This Act shall take effect July 1, 2009; provided that:
(1) Subsection (a)(5) of Section 3 shall not apply to low-income housing tax 
credits awarded under section 235-110.8, Hawaii Revised Statutes, prior to 
January 1, 2011; (2) Subsection (c)(11) of Section 3 shall not apply to a 
housing project which has been certified or approved under section 201H-36, 
Hawaii Revised Statutes, and exempted from general excise taxes under 
section 237-29, Hawaii Revised Statutes, prior to January 1, 2013; and (3)
Subsection (c)(12) of Section 3 shall not apply to low-income housing tax 
credits awarded under section 241-4.7, Hawaii Revised Statutes, prior to 
January 1, 2013. 
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HAR looks forward to working with our state lawmakers in building better communities by 
supporting quality growth, seeking sustainable economies and housing opportunities, 
embracing the cultural and environmental qualities we cherish, and protecting the rights of 
property owners. 

Mahalo for the opportunity to testify.
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