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THE SENATE 1295
TWENTY-EIGHTH LEGISLATURE, 2015 S B N O S.D. 1
STATE OF HAWAII ' - -

A BILL FOR AN ACT

RELATING TO THE NATURAL ENERGY LABORATORY OF HAWAITI AUTHORITY.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAIIL:

SECTION 1. Chapter 227D, Hawail Revised Statutes, is
amended by adding two new sections to be appropriately
designated and to read as follows:

"§227D~ Inter-agency agreements. (a) The authority and

the department of business, economic development, and tourism

may develop, enter into, and implement inter-agency agreements

to coordinate resources, eliminate unnecessary duplication, and

effectuate the purposes of this chapter and chapter 201, without

entering into a memorandum of agreement or memorandum of

understanding.

(b) In addition to any other terms or conditions reguired

by law, any inter-agency agreement between the authority and any

state agency, office, department, or other administrative

subdivision shall contain the following:

(1) . A termination date;

(2) A statement of intent and purpose;

(3) Terms specifying the extent of the inter-agency

agreement's applicability; and
2015-1886 SB1295 SD1 SMA.doc

(TR




10

11

12

13

14

15

16

17

18

19

20

21

Page 2 1295
| S.B. NO. so-

(4) Terms under which the inter-agency agreement may be

modified or extended.

§227D- Enterprise zone incentives. (a) Notwithstanding

the requirements to qualify as an eligible business activity as

that term is defined in section 209E-2, a qualified person whose

business activity:

(1) Is located on or within real property under the

control of the authority; and

(2) Includes the research, development, and

commercialization of renewable energy technology;

shall be entitled to the same incentives under sections 209E-10,

209E-11, and 209E-12 as a qualified person operating business in

the same enterprise zone.

(b) The incentives provided pursuant to this section shall

apply only to a renewable energy technology business activity

located within the enterprise zone controlled by the authority

and established on land leased from the authority after July 1,

2015. No other tax credit may be claimed under chapter 235 for

renewable energy technology for which a credit is claimed under

this section for the taxable year.

(c) For purposes of this section:
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"Renewable energy" means energy produced by solar, ocean

thermal energy conversion, or hydrogen.

"Renewable energy technology" means technology that uses

renewable energy to provide light, heat, cooling, mechanical, or

electrical energy for use in facilities or other activities.

"Renewable energy technology" includes hydrogen research and

development and the use of integrated whole-building designs

that rely upon renewable energy resources, including passive

solar design and daylighting."

SECTION 2. This Act does not affect rights and duties that
matured, penalties that were incurred, and proceedings that were
begun before its effective date.

SECTION 3. New statutory material is underscored.

SECTION 4. This Act shall take effect on July 1, 2015.
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S.B. NO. s5*

Report Title:

Natural Energy Laboratory of Hawaii Authority; Inter-agency
Agreements; Department of Business, Economic Development, and
Tourism; Enterprise Zone Incentives; Renewable Energy Technology

Description:

Allows the natural energy laboratory of Hawaii authority to
enter into inter-agency agreements with the department of
business, economic development, and tourism without a memorandum
of agreement or memorandum of understanding. Specifies required
terms for inter-agency agreements. Provides enterprise zone
incentives for qualified renewable energy technology business
activity within the enterprise zone. (SD1)

The summary description of legislation appearing on this page is for informational purposes only and is
not legislation or evidence of legislative intent.
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DAVID Y. IGE
GOVERNOR

LUIS P. SALAVERIA
DIRECTOR

DEPARTMENT OF BUSINESS,

MARY ALICE EVANS

ECONOMIC DEVELOPMENT & TOURISM PEPUTYDRECTOR
No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt

Statement of
LUIS P. SALAVERIA
Director
Department of Business, Economic Development, and Tourism
before the

HOUSE COMMITTEE ON ECONOMIC DEVELOPMENT & BUSINESS

Tuesday, March 17, 2015
9:00 a.m.
State Capitol, Conference Room 312

in consideration of
SB 1295,SD 1
RELATING TO THE NATURAL ENERGY LABORATORY OF HAWAII
AUTHORITY.

Chair Kawakami, Vice Chair Kong and Members of the Committee.
The Department of Business, Economic Development, and Tourism (DBEDT) supports
the intent of this bill provided that its passage does not replace or adversely impact priorities

indicated in the Executive Budget.

DBEDT defers to the Department of Taxation for the State revenue implications of this
bill.

Thank you for the opportunity to provide these comments.
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MARIA E. ZIELINSKI
DIRECTOR OF TAXATION

DAVID Y. IGE
GOVERNOR

SHAN TSUTSUI
LT. GOVERNOR

STATE OF HAWAII

DEPARTMENT OF TAXATION
P.O. BOX 259
HONOLULU, HAWAII 96809

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

To: The Honorable Derek S. K. Kawakami, Chair
and Members of the House Committee on Economic Development and Business
Date: Tuesday, March 17, 2015
Time: 9:00 A.M.
Place: Conference Room 312, State Capitol
From: Maria E. Zielinski, Director

Department of Taxation
Re: S.B. 1295, S.D. 1, Relating to the Natural Energy Laboratory of Hawaii Authority

The Department of Taxation (Department) provides the following comments regarding
S.B. 1295, S.D. 1 for your consideration.

S.B. 1295, S.D. 1 allows the Department of Business, Economic Development, and
Tourism (DBEDT) to enter into inter-agency agreements with the Natural Energy Laboratory of
Hawaii Authority without entering into a memorandum of agreement or memorandum of
understanding. S.B. 1295, S.D. 1 additionally provides the same incentives as are offered to
enterprise zone participants to entities whose business activity is located within the enterprise
zone controlled by the Authority, and includes the research, development, and commercialization
of renewable energy technology. This measure is effective July 1, 2015.

The Department notes that the Enterprise Zone program is administered by DBEDT and
the Department retains authority over the tax filings. Qualifying Enterprise Zone activities
qualify for a General Excise Tax (GET) exemption and substantial income tax credits for seven
years.

S.B. 1295, S.D. 1 provides these Enterprise Zone tax benefits to taxpayers without
DBEDT oversight. DBEDT oversight is very important to enforcing compliance with the
requirements of the Enterprise Zone program. Since wind energy is already an eligible business
activity for the purposes of the Enterprise Zone program, the Department suggests that the
renewable energy activities proposed in the measure be added as an "eligible business activity"
under the Enterprise Zone statutes, or in the alternative, restate the tax benefits offered in these
new laws rather than making references to the Enterprise Zone program.
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Finally, the Department notes that the Renewable Energy Technologies Income Tax
Credit (RETITC) at section 235-12.5, Hawaii Revised Statutes, provides a tax credit for
installing and placing in service systems that convert sources of renewable energy into electricity
or thermal heat. If the activities being contemplated in this measure include the placing in
service of renewable energy systems, then multiple tax benefits would become available. This
means that the RETITC would be provided at the outset of the project, GET would not be
imposed on any revenues for seven years, and substantial income tax credits would also be
provided for seven years.

Thank you for the opportunity to provide comments.



NATURAL ENERGY LABORATORY OF HAWAII AUTHORITY

An Authority of the State of Hawaii attached to the Department of Business, Economic Development & Tourism

Statement of
Gregory P. Barbour
Executive Director
Natural Energy Laboratory of Hawaii Authority
before the
COMMITTEE ON ECONOMIC DEVELOPMENT AND BUSINESS
Tuesday, March 17, 2015
9:00 Am
State Capitol, Conference Room 312
in consideration of

SB 1295 SD1
RELATING TO THE NATURAL ENERGY LABORATORY OF HAWAII AUTHORITY.

The Natural Energy Laboratory of Hawaii Authority (NELHA) strongly supports S.B. 1295
SD1 that amends Chapter 209E, Hawaii Revised Statutes, by adding language that would make
businesses operating within research and technology parks established by NELHA eligible for
the State’s enterprise zone program. This measure would assist NELHA in attracting new
projects to our technology park.

This measure will broaden the scope of businesses eligible for EZ benefits within our
technology park. We recently adopted a new Master Plan for the Hawaii Ocean Science and
Technology Park. Much of the remaining lands available for lease are in zones designated for
renewable energy and applied technology. Chapter 209E currently allows businesses engaged
in producing wind energy only to be qualified as eligible for EZ benefits. Many new businesses
and projects that we are targeting may not qualify for EZ status given the current narrow

definition.

73-4460 Queen Kaahumanu Hwy., #101, Kailua-Kona, Hawaii USA 96740-2637
Phone: (808) 327-9585 Fax: (808) 327-9586 Email: nelha@nelha.org Website: http://www.nelha.org




We have been successful because the Legislature has given us the “tools” to allow us to
succeed. This measure will add an additional tool to help us realize the goals of growing our
economic development project and increasing the S5M in annual State tax revenue that the
park already generates.

Thank you for the opportunity to offer these comments.



LEGISLATIVE TAX BILL SERVICE

TAax FOUNDATION OF HAWALII

126 Queen Street, Suite 304 Honolulu, Hawaii 96813 Tel. 536-4587
SUBJECT: MISCELLANEOUS, Expand enterprise zone eligibility
BILL NUMBER: SB 1295, SD-1

INTRODUCED BY: Senate Committees on Commerce and Consumer Protection and Ways and Means

EXECUTIVE SUMMARY: This bill proposes to extend tax credits and benefits similar to those in the
enterprise zone laws to research, development and commercialization of renewable energy technology.
It would be preferable for the bill to name this activity as an eligible activity under the enterprise zone
program in order to ensure accountability.

BRIEF SUMMARY: Adds a new section to HRS section 227D to provide that a qualified person whose
business activity: (1) is located on or within real property under the control of the authority; and (2)
includes the research, development, and commercialization of renewable energy technology shall be
entitled to enterprise zone benefits. Provides that the benefits shall only be available to a renewable
energy technology business activity located within the enterprise zone controlled by the natural energy
laboratory of Hawaii authority after July 1, 2015. No other tax credit may be claimed under chapter 235
for renewable energy technology for which a credit is claimed under this section for the taxable year.

Provides that “renewable energy technology” includes hydrogen research and development and the use
of integrated whole-building designs that rely upon renewable energy resources, including passive solar
design and daylighting.

EFFECTIVE DATE: July 1, 2015

STAFF COMMENTS: This measure proposes to extend tax credits and benefits similar to those in the
enterprise zone laws to research, development and commercialization of renewable energy technology.
However, the bill proposes to do so without placing the industry within the enterprise zone program.
Therefore, it appears that businesses in this industry will be entitled to the benefits without committing
to job retention or creation as other enterprise zone businesses do; that such businesses will not have to
report to DBEDT annually as other enterprise zone businesses do; and although there are criteria in the
enterprise zone program that the business will have to meet to continue to qualify for the tax credits and
benefits, it is unclear whether these businesses will have to meet any criteria in order to continue
qualifying for benefits. These issues will need to be clarified.

By way of background, the enterprise zone program was enacted in 1986 as a cooperative program
between the state and the counties to promote jobs in areas of high unemployment. Certain areas are
designated as enterprise zones through joint action of the state and counties. In a zone, the state offers
an income tax credit for the tax attributable to the eligible business conducted in the zone, which is
normally applied on a sliding scale — 80% for the first year, 70% for the second, and so on until the
credit is 20% for the seventh and last year in the program. It also offers an unemployment tax credit for
the tax attributable to employees doing the eligible business in the zone, on the same sliding scale.
Finally, the state offers a general excise tax exemption for the eligible business attributed to the zone.
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The counties also offer incentives, which vary by county. In return, the business commits to either
maintain or increase the number of employees in the zone doing the eligible activity, depending on
whether it was already in the zone upon designation or moved to the zone.

As business incentives go, the enterprise zone program is better than most. The incentive applies to a
specific activity (here, creating and maintaining employment) targeted to the problem the program seeks
to address. The incentive tapers off over time and then stops. It requires accountability, namely required
reports to DBEDT for a business to retain its eligibility. The business itself may need a different kind of
assistance, such as financing, but the state is here focusing on creating and maintaining jobs in areas that
need them.

As applied to the businesses under consideration here, however, they appear to be getting the benefits
without the accountability. For that reason it would be preferable to name these businesses as eligible
for the enterprise zone program instead of cherry-picking the benefits as is done in this version of the

bill.

Digested 3/16/15
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From: mailinglist@capitol.hawaii.gov

Sent: Sunday, March 15, 2015 10:17 PM

To: edbtestimony

Cc: jamesjtz@aol.com

Subject: *Submitted testimony for SB1295 on Mar 17, 2015 09:00AM*
SB1295

Submitted on: 3/15/2015
Testimony for EDB on Mar 17, 2015 09:00AM in Conference Room 312

Submitted By Organization Testifier Position Present at Hearing
James Gauer | 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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