MARIA E. ZIELINSKI
DIRECTOR OF TAXATION

DAVID Y. IGE
GOVERNOR

SHAN TSUTSUI
LT. GOVERNOR

STATE OF HAWAII
DEPARTMENT OF TAXATION

P.0. BOX 259
HONOLULU, HAWAII 96809

PHONE NO: (808) 587-1540
FAX NO: (808) 587-1560

To: The Honorable Jill N. Tokuda, Chair
and Members of the Senate Committee on Ways and Means
Date: Monday, March 02, 2015
Time: 9:00 A.M.
Place: Conference Room 211, State Capitol
From: Maria E. Zielinski, Director

Department of Taxation
Re: S.B. 971, S.D.1, Relating to Taxation

The Department of Taxation (Department) appreciates the intent of S.B. 971 S.D. 1 and
and provides the following comments for your consideration. The Department defers to the
Hawaii Housing Finance and Development Corporation (HHFDC) on the merits of this bill.

S.B. 971, S.D.1 requires that certain eligible housing projects remain affordable for set
minimum periods of time in order for a taxpayer to be certified as exempt from the General
Excise Tax (GET). The measure takes effect on July 1, 2016, and applies to projects with an
initial certification date after June 30, 2016.

The Senate Committee on Human Services and Housing amended this measure by
deleting its contents and replacing them with the contents of S.B. 1075, a similar Administration
measure. The change ensures that newly constructed eligible housing projects remain affordable
for thirty years from the date of issuance of the certificate of occupancy, rather than thirty years
from the date as set forth in the regulatory agreement, since new construction requires substantial
time for completion. Use of the date as set forth in the regulatory agreement could cause the
actual period that eligible housing projects remain affordable to be substantially less than thirty
years.

Under section 201H-36, Hawaii Revised Statutes, HHFDC certifies that a housing project
is entitled to the GET exemption, and upon such certification, a taxpayer is entitled to claim the
GET exemption. As the regulatory agreements and the determination of whether a taxpayer is
eligible for the exemption remain with HHFDC, this measure will not have a substantial
administrative impact on the Department.

Thank you for the opportunity to provide comments.
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HHFDC supports S.B. 971, S.D. 1.

Presently, there is no minimum statutory affordability term required of rental projects
under Section 201H-36, Hawaii Revised Statutes. Most rental projects are developed
with assistance from HHFDC in the form of financing assistance, 201H exemptions, or
the provision of land, and are thereby subject to regulatory agreements which dictate
the level and terms of affordability. However, there may be projects that are
constructed without governmental assistance that seek GET exemptions from HHFDC
for construction.

S.B. 971, S.D. 1 would clarify that affordable rental projects must remain affordable for
specified minimum periods of time, as follows:

e For moderate rehabilitation, five years;

e For substantial rehabilitation, ten years; and

e For new construction, thirty years.

This would ensure that any improvements to the project that are exempted from GET
will accrue to the benefit of lower income households for the useful life of the
improvements.

Thank you for the opportunity to provide written comments in support of this bill.
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SUBJECT: GENERAL EXCISE, Rental housing project qualifications for tax exemption
BILL NUMBER: SB 971, SD-1

INTRODUCED BY: Senate Committee on Human Services and Housing

EXECUTIVE SUMMARY: Requires a rental housing project with a general excise tax exemption to enter
into a regulatory agreement with the Hawaii housing finance and development corporation (HHFDC) to
qualify for the tax exemption. Establishes terms for the agreements for each type of project.

BRIEF SUMMARY: Amends HRS section 210H-36 to require a rental housing project with a general
excise tax exemption to enter into a regulatory agreement with the HHFDC as a qualification for the tax
exemption as follows: (1) for moderate rehabilitation projects, a minimum term of five years; (2) for
substantial rehabilitation projects, a minimum term of ten years; and (3) for new construction projects, a
minimum term of thirty years from the date of the certificate of occupancy.

EFFECTIVE DATE: July 1, 2016; applicable to projects initially certified after June 30, 2016
STAFF COMMENTS: . This measure would add more qualifications for each rental housing project to
ensure such projects are in compliance in order to continue to receive a general excise tax exemption

under HRS section 237-29.

As amended by the Senate Human Services and Housing Committee, the current bill has the same
contents as the Administration bill BED-09(15) that was introduced as SB 1075/HB 906.

Digested 2/27/15
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SB971
Submitted on: 3/1/2015
Testimony for WAM on Mar 2, 2015 09:00AM in Conference Room 211

Submitted By Organization ;gztlgfr: Pltlisa(er?r:gat
| Deborah Kimball | Individual I Support I No

Comments: If the continuation of exemption from general excise tax is a way to keep
people housed, then it is essential. | am a Section 8 Project tenant age 77 who faced in
terror homelessness three times--so far. | strongly support this measure. While the loss
of tax revenue is regrettable, the need for low-income housing is dire and must take
priority.

Please note that testimony submitted less than 24 hours prior to the hearing, improperly
identified, or directed to the incorrect office, may not be posted online or distributed to
the committee prior to the convening of the public hearing.

Do not reply to this email. This inbox is not monitored. For assistance please
email webmaster@-capitol.hawaii.gov
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SB971
Submitted on: 2/27/2015
Testimony for WAM on Mar 2, 2015 09:00AM in Conference Room 211

Submitted By Organization ;gzt.'tf.fr: Pltleesaer?r:gat
| Javier Mendez-Alvarez | Individual I Support I No
Comments:

Please note that testimony submitted less than 24 hours prior to the hearing, improperly
identified, or directed to the incorrect office, may not be posted online or distributed to
the committee prior to the convening of the public hearing.

Do not reply to this email. This inbox is not monitored. For assistance please
email webmaster@-capitol.hawaii.gov
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SB971
Submitted on: 2/28/2015
Testimony for WAM on Mar 2, 2015 09:00AM in Conference Room 211

Submitted By Organization ;gzt.'tf.fr: Pltleesaer?r:gat
| Anthony Orozco | Individual I Oppose I No
Comments:

Please note that testimony submitted less than 24 hours prior to the hearing, improperly
identified, or directed to the incorrect office, may not be posted online or distributed to
the committee prior to the convening of the public hearing.

Do not reply to this email. This inbox is not monitored. For assistance please
email webmaster@-capitol.hawaii.gov
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