KURT KAWAFUCHI
CHAIR

DAVID Y. IGE
GOVERNOR

SHAN TSUTSUI

LT. GOVERNOR MARILYN M. NIWAO

VICE-CHAIR

MEMBERS:
Carl S. Bonham
Christopher Grandy
Ed Case

COUNCIL ON REVENUES Jack P. Suyderhoud

Kristi L. Maynard

STATE OF HAWAII
P.0. BOX 259
HONOLULU, HAWAII 96809-0259

January 5, 2017

The Honorable Jill N. Tokuda

Chair, Senate Committee on Ways and Means
State Capitol, Room 207

Honolulu, HI 96813

The Honorable SylviaLuke

Chair, House Committee on Finance
State Capitol, Room 306

Honolulu, HI 96813

Chairpersons and Members of the Committees:

Thank you for inviting the Council on Revenues (Council) to appear before your
committees to present the current tax revenue forecasts for the State of Hawaii. My name
is Kurt Kawafuchi and I am the Chair of the Council on Revenues. Today, | would like
to present areview of recent trends and of the Council's latest forecasts.

Recent Revenue Trends
Results for fiscal year 2016

In fiscal year (FY) 2016, the State's General Fund tax revenues increased by 8.0% over
2015. This growth rate was larger than the growth rate for FY 15 of 6.8%. In dollar
terms, General Fund revenue grew to $6,194.4 million in FY 16 from $5,735.1 million in
FY15. Please note that there was no deposit into the Hurricane Relief Fund in FY 16.
There was a mandatory deposit of $55.5 million into the Hurricane Relief Fund for FY 14
and FY 15.

The rise in economic activities in key economic sectors resulted in an increase in tax
administration. The Tax Services and Processing Division of the Department of Taxation

'Because the Council on Revenues will have its next general fund meeting during the afternoon
of Wednesday, January 4, 2017, we may supplement this testimony by additional written
testimony and/or updated information and/or by verbal testimony at the hearing on Thursday,
January 5, 2017.
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indicate that the number of business licenses increased from 669,000 in FY 15 to 705,336
in FY 16.

The genera excise tax (GET) comprises approximately half of total General Fund tax
revenues. GET revenue grew by 5.2% from FY 15 to FY16. Driving this growth was
continued strong growth in visitor arrivals and expenditures, job counts, and construction
activity. Construction completed, measured by general excise tax base for contracting,
increased 11.8% from $7,322 million in FY 15 to $8,185 million in FY 16.

Results for the first five months of fiscal year 2017

At itslast general fund meeting on September 2, 2016, the Council revised its forecast for
General Fund revenues up from 5.0% to 5.5%. At that meeting, the Council noted that
Hawaii's economy continued to be strong, but cited uncertainty about the future. In
particular, the Council expressed concerns that Hawaii’ s economy may have reached the
end of its current expansionary cycle during the seven-year budget window. It noted that
visitor arrivals and expenditures, job counts, and construction activities all continued to
be strong. However, the Council was concerned that the construction cycle may have
peaked.

Subsequent to its September 2016 general fund meeting, the preliminary data through
November 30, 2016 shows a General Fund growth rate of 0.7% for the first five months
of FY17 compared to the same period in FY16. Cumulative net collections of GET
revenue for FY17 were $1,339.9 million, compared to $1,328.2 million for the same
period in FY 16, for ayear-over-year growth rate of 0.9%.

Below is the cumulative growth rate in General Fund revenues during FY 17 over the
same period in FY 16.

July 2016 (0.5%)
August 2016 (1.1%)
September 2016 | (3.7%)
October 2016* 1.0%
November 2016* | 0.7%

* Preliminary data

To date, the cumulative growth rate has remained below the estimated 5.5% growth rate
for FY17. At the Council’s most recent meeting on September 2, 2016, only the July
2016 general fund cumulative growth rate of (0.5%) was available for consideration.

The above collection figures for the first five months of FY 17 may have been impacted
by the collection of approximately $39 million from the online travel companies (OTC)
case in FY16. This collection increased collections for FY 16 thus increasing the base
against which FY17's collections are compared to. Of the $39 million, approximately
$29 million was received in September of 2015, meaning that $29 million is included in
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the base that the collections for the first five months of FY 17 are being compared to.
This may be partly contributing to the slower than expected General Fund growth rate
during the first five months of FY 17.

Cumulative net collections of individual income tax revenues for FY 17 were $826,500,
compared to $832,820 for the same period in FY16, for a year-over-year growth
(negative growth) rate of (0.8%). Cumulative net collections of corporate income tax for
FY 17 were $43,914 compared to $62,516 for the same period in FY 16, for a year-over-
year growth rate of (29.8%).

Below is a breakdown of net individual and corporate income tax revenues through
November 2016 compared to the same period of FY 16.

Year-on-year net income tax collections FY16 and FY17 —by Component*

DIFFERENCE
FY17 FY16 AMOUNT % CHANGE
Corporate income tax 43,914 62,516 (18,603) (29.8%)
Decl. Est. Taxes 53,658 49,172 4,486 9.1%
Payments w/ returns 17,211 24,260 (7,049) (29.0%)
Refunds (26,955) (10,915) 16,040 146.9%
Individual income tax 826,500 832,820 (6,320) (0.8%)
Decl. Est. Taxes 113,447 149,909 (36,462) (24.3%)
Payments w/ returns 45,931 44,514 1,417 3.2%
WH tax on wages 758,154 722,778 35,376 4.9%
Refunds (91,032) (84,380) 6,652 7.9%

* Based on preliminary data for October and November

The breakdown of net income tax revenues for corporations shows that the largest drags
on corporate income tax revenues are increased refunds and lower payments with returns.
For individual income tax revenues, the component with the largest decrease is
declaration of estimated taxes. Thereis anincrease in individual income tax refunds and
an increase in withholding taxes on wages.

The lower estimated tax payments and increase in refunds are often caused by lower than
expected profits (i.e., taxable income) for individuals and corporations. Declaration of
estimated taxes consists mainly of taxes on taxable income from business profits and
investments including capital gains taxes paid. The decrease in estimated taxes may also
partially be explained by the expiration of Hawaii’ s higher tax rates December 31, 2015.

The Council's Forecasts of General Fund Tax Revenues

Before providing the Council's latest forecast, | will explain how the Council produces its
forecasts and cover some errors that have been made by the Council. The Council meets
four times per year to forecast General Fund tax revenues. The Council's forecasts are
due by January 10, March 15, June 1, and September 10 of each year.
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Prior to each General Fund meeting, each Council member completes a survey provided
by the Office of Tax Research and Planning (TRP) in the Department of Taxation
(Department). The survey asks for the member's forecasts for growth in key economic
variables, including construction, the Honolulu consumer price index, total visitor
arrivals coming to Hawaii by air, U.S. Gross Domestic Product (GDP), the U.S. GDP
deflator (a measure of inflation in the national economy), total State wages, visitor
expenditures, and Hawaii GDP in rea (deflated) terms. After receiving the Council
members growth for key economic variables, the TRP staff inputs such variables into
econometric models to estimate the implied growth in General Fund tax revenue.

The primary model used by TRP staff has a separate econometric equation to predict the
growth in revenues from each major tax type (the Individual Income Tax, the Corporate
Income Tax, the General Excise Tax, the Public Service Company Tax, and others). All
of the models incorporate estimates for the effects of changes in tax law that will affect
the General Fund tax revenues. TRP staff provide historic data on the economic
variables to be forecast by the Council members, the econometric predictions of General
Fund revenue growth based on the Council's economic forecasts (including incorporating
the effects of changes in tax laws), and information about matters of tax administration
that could affect the General Fund tax revenues, such as delays in processing or unusual
collections of delinquent taxes. However, TRP staff do not engage in any economic
forecasting.

In their meetings, Council members review the results of the econometric models and
consider other factors, such as the current trends in monthly collections and changes in
the economy that might change the current trends. The members then decide on the
officia forecast for the growth in General Fund tax revenue. The forecast may or may
not agree with the results of the econometric models. The Council forecasts only the total
General Fund tax collections. To get the implied growth in collections of the individual
tax types, TRP staff change the economic variables in the primary model until the model
produces a growth rate for total General Fund tax revenues that matches the Council's
forecast, so that the forecasts of tax revenue growth for the individua tax types are
consistent with the Council's forecast for overall General Fund tax revenue growth.

The Council's Recent Forecast Errors

Table 1 compares the average forecasts of key economic indicators that our members
submitted to the TRP Office slightly before each of the four meetings during FY16. As
can be seen from the table, the Council estimated the growth of Hawaii's economy during
the last fiscal year fairly accurately. The actual growth rate of nominal total personal
income, the most important factor to forecast tax revenues, was 4.6% in FY 16, compared
to the 4.2% to 4.7% growth rate range forecast by the Council members for FY16. The
members forecasts for FY 16 were more accurate than those for FY 15. For FY 15, actual
growth was 4.7% while the forecasts ranged from 4.0% to 4.3%.

The same can be said of the Council’s estimation of the visitor industry. In the last
couple years, the Council underestimated the rate of growth in visitor arrivals by air. The
Council estimated growth in visitor arrivals by air accurately after that. The
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underestimation in the visitor industry from previous years was partly to due to capacity
of then, existing hotel rooms and hotel rooms under renovation and a possible
underestimation in capacity of the vacation rental and bed and breakfast industries.

Regarding the other key indicator of Hawaii’s economy, the construction industry, the
Council overestimated growth for FY16. Table 1 shows that actual growth in completed
construction was 7.4%, whereas the Council’s members estimated growth of between
9.0% and 14.9% for FY 16 in their meetings throughout the fiscal year. In FY15, the
Council’s members estimated completed construction dlightly more accurately by
estimating growth of between 7.3% and 11.5% at their meetings compared to an actual
growth rate during FY 15 of 7.4%.

The overestimation of the growth of the construction industry was, similar to last year,
based on the robust growth in construction permits and on notable large construction
projects Council members were aware of in the Kakaako, Ala Moana and Waikiki areas.
This continued growth in permits and projects was not matched by growth in tax revenue
in the contracting, i.e., construction category.

Table 2 presents the four forecasts of tax revenues made by the Council during FY 16 and
the errors for each forecast. Please note that the distribution of the overall forecasts of
General Fund tax revenues to various components has been done by the TRP Office for
illustration and other purposes. While these forecasts are consistent with the overall
forecasts, the component forecasts should not be considered the Council’ s forecasts.

During the Council’s September 3, 2015 General Fund meeting, the Council raised its
growth rate for FY16 from 2.7% to 6.0%. The drastic increase was due to the
Department’s processing status of individual income tax refunds. In May 2015 (FY 15)
the Department informed the Council that approximately $104 million in individual
income tax refunds would be delayed and paid in FY16 rather than in FY 2015.
However, at the September 3, 2015 meeting the Department informed the Council that
the refund delays had been remedied meaning most refunds had been paid out in FY 15.
At the Council’s October 31, 2016 persona income meeting, the Council was aso
informed that the cumulative general fund revenue to date does not appear to likely have
been significantly impacted by the Tax Modernization System implemented in August
2016.

Additionally, at the Council’s September 3, 2015 FY16 General Fund meeting, the
Council took account of the payment due from the Hawaii Supreme Court’s decision in
the online travel company case after the Department informed the Council that
approximately $39 million from the case would be received in FY16. The Department
has since confirmed that at least $39 million was received in FY 16.

| would like to note that revenue forecasts are multi-year forecasts, errors in afiscal year
can be offset or compounded by errors in another fiscal year. To review the performance
of the Council’s forecasts over time, table 3 compares the forecasts made in March, the
time that the legislature finalizes the budget, over three fiscal years. Table 3 compares
the fiscal year when the budget is formed and the next two fiscal years, considering the
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fact that the legislature concentrates on the actual biennium budget. As shown in table 3,
the Council underestimated the General Fund tax revenues by 1.2% over the three-year
period in March 2014, down from 4.4% in March 2011, reflecting the continuing
conservative view of the economy after the severe recession.

In March 2013, the Council overestimated the tax collections over the three-year period
by 3.1%, mainly due to unanticipated slowdown of the economy in FY 14, which resulted
in adecrease of 1.8% in General Fund tax collections for that fiscal year. Actua datafor
tax collections for FY17 and FY 18 are not available. We do not know exactly the
performance of the forecasts made by the Council in March 2015 and March 2016
because the three-year period has not yet concluded.

The Council's Current Forecasts

At its latest total personal income meeting on October 31, 2016 maintained its forecast of
growth in total personal income at 4.5% for calendar years 2016 and 2017.

At its latest General Fund meeting on September 2, 2016, the Council raised its forecast
of growth in General Fund revenues for FY 17 from 5.0% to 5.5%.

The Council left unchanged the forecast for growth in FY 18 at 5.0%, but lowered the
forecast for growth in FY 19 from 5.0% to 4.4% and lowered the forecast for growth in
FY's 20 through 22 from 4.5% to 4.4%. The Council aso forecast growth of 4.4% for
FY23. Because of the higher base for FY 16 (increase of 1.9%) compared to FY 15 and
the higher growth forecast for FY 17, the Council’s current forecast on September 2, 2016
results in increased revenue from FY 18 through FY 22 when compared to the previous
forecast from May 24, 2016.

The Council discussed the strength of Hawaii’s economy. The Council believed that the
economy remained strong but was also apprehensive of uncertainty in the future. The
Council noted that visitor arrival and expenditures, job counts, and construction activities
all remained strong, but that the current expansionary cycle may have reached its peak.
Members were also concerned that the construction cycle may have peaked. Table 4
summarizes the recent key economic and tax revenue data and table 5 shows the average
forecasts of key economic indicators provided by the Council’s members.

As can be seen from table 5, the Council expects that inflation, as measured by the
Honolulu Consumer Price Index for All Urban Consumer (CPI-U), will be dlightly above
2% per year over the forecast horizon. As a matter of comparison, the Honolulu CPI-U
increased 1.3% in FY15 and 1.8% in FY 16, as reported by the U.S. Bureau of Labor
Statistics (see table 4A).

The Council also expects that the number of visitor arrivals by air will increase at an
annual average growth rate of about 1.5% through the forecast window of FY 17 through
FY23. Thisview of visitor arrivals is down compared to the Council’ s forecasts through
FY 22 from last fiscal year. As reported by DBEDT in their 4th Quarter 2016 Quarterly
Statistical and Economic Report, the Blue Chip Economic Consensus Forecast 0.8%
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growth in real GDP for Japan in calendar year 2017 as compared to 2.2% growth rate of
the U.S. economy for the same year. The latest UCLA Business Forecast, subscribed by
the Tax Research and Planning Office, expects the U.S. economy will grow at a similar
pace of 2.4% in 2017.

Another key economic factor impacting the growth of tax revenue collections is the
strength of the construction industry.  Construction permits (private building
authorizations), an indicator of future construction activity increased 5.25% in FY 16 over
FY15. The Council forecasts average growth rates for construction activity of 9.9% for
FY17, 6.8% for FY18, and 4.2% in FY19. Tota persona income, a comprehensive
indicator of Hawaii's economy, is expected to grow between 4.3% and 4.5% during this
fiscal year and the next biennium, FY 18 and FY 19.

Revised forecasts of General Fund tax revenues for FY 17 through FY22 and the new
forecast for FY 23 are shown in the table below.

General Fund Tax Revenues

Amount
Fiscal (in Thousands  Growth From
Y ear of Dollars) Previous Y ear
2017 $6,535,046 5.5%
2018 $6,861,798 5.0%
2019 $7,163,717 4.4%
2020 $7,478,921 4.4%
2021 $7,807,993 4.4%
2022 $8,151,545 4.4%
2023 $8,510,213 4.4%

In producing its forecasts, the Council adopted specific adjustments recommended by the
Department of Taxation to reflect effects on General Fund tax revenues of tax law
changes enacted by the 2016 L egidlature, including the following:

e Act 129, Session Laws of Hawaii (SLH) 2016, accelerates the period over which
the State low-income housing tax credit may be claimed from ten years to five
years. This change accelerates the credit and allows the total benefits to be
claimed over the first five credit years. The Act is expected to reduce General
Fund revenues by $9 million in FY 2019, $18 million in FY 20, and $27 million in
FY21.

e Act 202, SLH 2016, repeals the ethanol facility income tax credit and creates a
new, nonrefundable income tax credit for production of renewable fuels. The
credit is available for five consecutive years beginning with the first taxable year
in which the taxpayer claiming the credit begins producing at least 15 billion
British thermal units of renewable fuel per year. Fuels must be produced from
renewabl e feedstocks, which include various agricultural crops and various types
of waste. The credit is 20 cents per 76,000 British thermal units of renewable fuel
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sold for distribution in Hawaii. The credit has a per-taxpayer cap of $3,000,000
per taxable year and an aggregate cap to $3,000,000 per tax year. The annua
Genera Fund revenue loss is estimated to be $3,000,000 per year beginning in
FY18.

Act 223, SLH 2016, extends the $103,000,000 total allocation of transient
accommodations tax revenues to the counties for FY17. Act 174, SLH 2014,
increased the counties' allocation to $103,000,000 from $93,000,000 for FYs
2014 and 2015. The General Fund revenue lossis $10 million for FY 17.

The Council also took into account provisions from earlier legislation, including the
following:

Act 84, SLH 2015, establishes maximum dollar amounts for the allocations of the
Conveyance Tax to the Land Conservation fund and the Rental Housing trust
fund, and eliminates allocations to the Natural Area Reserve fund starting in
FY16. The annual General Fund revenue gain is estimated to be $19.7 million for
FY 16 and later.

Acts 117 and 121, SLH 2015, changed dlocations of the Transient
Accommodations Tax (TAT). According to Act 121, TAT alocations for FY 16
and later are as follows: Tourism special fund $82 million; Counties $93 million
(except $103 million in FY 2016); Convention Center specia fund $26.5 million;
and Turtle Bay conservation easement $1.5 million. Act 117 allocated $3 million
annually to the Special Land Development fund starting in FY17. The changesin
allocations are expected to yield $5 million in additional General Fund tax
revenuesin FY 16 and $2 million annually thereafter.

Act 120, SLH 2015, provides a tax credit for converting cesspools to a septic
system or connecting to a wastewater system. The tax credit expires December
31, 2020 and is estimated to reduce General Fund tax revenues by $5 million
annually from FY 16 through FY 21.

Act 238, SLH 2015, reduces the allocation of tobacco taxes to the Trauma special
fund, caps the amount allocated to the fund, and also caps the allocations to the
Emergency Medical Services and Community Health Centers specia funds,
effective July 1, 2015. The Act is estimated to increase General Fund tax
revenues by $4 million in FY's 2016 and later.

Act 107, SLH 2014, reestablished the energy systems development specia fund.
It also extends the $1.05 per barrel rate for the environmental response tax, which
was set to expire at the end of fiscal year 2015, through fiscal year 2030, as well
as the alocations of the tax to the General Fund. The annual General Fund
revenue gain is estimated to be $15.5 million for fiscal years 2016 through 2030.
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e Act 89, SLH 2013, amends the motion picture digital media and film production
tax credit. The Act increases the credit rate from 15% to 20% for productions on
Oahu and from 20% to 25% for productions on the neighbor islands. The Act
also increases the cap on the amount of the credit per production from $8 million
to $15 million and moves the expiration date for the credit from January 1, 2016
to January 1, 2019. The Act is estimated to raise the annual cost of the tax credit
by about $21 million.

e Act 163, SLH 2013, makes permanent the GET exemption for certain expenses
paid by hotel operators and timeshare projects and removes the cap on the
aggregate amount of the exemptions that can be claimed. The Act is estimated to
reduce GET collections by about $13 million annually.

The Department of Taxation has prepared a report (attached table 6) detailing line-item
forecasts for various components of the General Fund, reconciled to the Council’s
forecast growth rate for total General Fund tax revenues. The line-item forecasts include
components, such as revenues from the general excise tax and from the individual income
tax that the Council does not forecast separately.

That concludes my presentation. | am available to answer any questions you may have.

Very truly yours,

e

KURT KAWAFUCHI
Chair, Council on Revenues
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TABLE 1

KEY ECONOMIC INDICATORS FY 2016: ACTUAL VS FORECASTS

(Annual percentage growth rate)

Forecast
Indicators Actual
September 2015 | January 2016 March 2016 May 2016
Hawaii Total Personal Income (Real growth) 2.7 2.7 3.2 2.9 2.8
Hawaii Total Personal Income (Nominal) 4.6 4.2 4.7 4.6 4.5
Construction Completed 7.4 9.0 14.9 11.5 11.9
Honolulu CPIU (1982-1984 = 100) 18 15 14 15 15
Visitor Arrivals by Air 3.3 2.7 3.2 3.4 3.2
U.S. GDP 2.9 3.7 3.5 34 3.3
Calendar Year Wages 5.6 3.6 4.1 4.1 3.9
Visitor Expenditures 1.2 3.0 2.7 2.5 2.4




TABLE 1A

KEY ECONOMIC INDICATORS FY 2015: ACTUAL VS FORECASTS

(Annual percentage growth rate)

For ecast
Indicators Actual
September 2014 January 2015 March 2015 May 2015
Hawaii Total Personal Income (Real growth) 3.2 2.3 2.3 2.4 25
Hawaii Total Personal Income (Nominal) 47 4.3 4.0 4.1 4.1
Construction Completed 74 115 9.3 7.3 7.4
Honolulu CPIU (1982-1984 = 100) 13 19 1.7 1.7 16
Visitor Arrivals by Air 4.0 15 1.7 2.3 2.3
U.S.GDP 4.0 4.3 4.4 4.3 3.9
Calendar Y ear Wages 5.0 3.9 35 3.6 3.6
Visitor Expenditures 34 2.5 2.8 3.0 2.2




TABLE 2
STATE GENERAL FUND TAX REVENUES, FY 2016: FORECASTS VS. ACTUAL

FORECAST DATE
Actual September 2015 January 2016 March 2016 May 2016
Type of Tax ($mil.) | ($mil.) Error ($mil.) Error ($mil.) Error ($mil.) | Error
General Excise and Use Tax 3,206 3,185 -0.6% 3,198 -0.3% | 3,198 -0.3% | 3,196 -0.3%
Individual Income Tax 2,116 2,058 -2.7% 2,086 -1.5% 2,086 -1.5% 2,043 -3.5%
Corporate Income Tax 93 83 | -11.1% 83 -11.1% 83 | -11.1% 92 -0.9%
Public Service Company Tax 153 167 9.6% 167 9.6% 167 9.6% 167 9.4%
Tax on Insurance Premiums 153 150 -2.2% 151 -1.7% 151 -1.7% 149 -2.6%
Cigarette and Tobacco Tax 84 87 4.2% 87 4.2% 87 4.2% 87 4.1%
Liquor Tax 51 51 -0.1% 51 -0.1% 51 -0.1% 51 -0.2%
Tax on Banksand Other Financial Corps. 13 11 | -16.5% 11 | -16.5% 11 | -16.5% 11 | -16.5%
Inheritance and Estate Tax 50 12 | -75.3% 12 | -75.3% 12 | -75.3% 12 | -75.4%
Conveyance Tax 26 33 23.6% 33 24.4% 33 24.4% 32 23.0%
Miscellaneous Taxes* 16 16 1.2% 16 1.2% 16 1.2% 16 1.2%
Transient Accommodations Tax 234 226 -3.4% 226 -3.4% 226 -3.4% 228 -2.5%
GENERAL FUND TOTAL 6,194 6,079 -1.9% 6,119 -1.2% 6,119 -1.2% 6,085 -1.8%
Growth rate 8.0% 6.0% 6.7% 6.7% 6.1%

*The figures on this line include penalty and interest charges, fees and license charges from various taxes, and allocations to the General Fund from the environmental response, energy and food security tax.




TABLE 2A
STATE GENERAL FUND TAX REVENUES, FY 2015: FORECASTS VS. ACTUAL

FORECAST DATE

Actual September 2014 January 2015 March 2015 May 2015
Typeof Tax ($mil.) | ($mil.) Error ($mil.) Error | ($mil.) | Error | ($mil.) | Error
General Excise and Use Tax 2,993 2,967 | -0.8% 2974 | -0.6% 2984 | -0.3% | 3,017 0.8%
Individual Income Tax 1,988 1,801 -9.4% 1,848 -7.0% 1887 | -51% | 1,961 -1.3%
Corporate Income Tax 52 75 | 43.6% 75 | 43.7% 76 | 45.8% 76 | 45.5%
Public Service Company Tax 163 172 5.1% 171 4.5% 171 4.4% 170 -4.1%
Tax on Insurance Premiums 146 141 -3.1% 142 -2.4% 143 | -1.7% 145 -0.3%
Cigarette and Tobacco Tax 83 77 -6.7% 77 -6.6% 77 | -6.6% 77 -6.7%
Liquor Tax 50 49 | -3.0% 49 | -3.4% 49 | -3.3% 48 | -3.6%
Tax on Banks and Other Financial Corps. 18 42 | 131.8% 42 | 131.8% 42 |131.8% 42 | 131.8%
Inheritance and Estate Tax 12 15 24.8% 15 24.4% 15 | 24.3% 15 24.1%
Conveyance Tax 12 12 2.3% 12 3.3% 12 4.4% 12 6.3%
Miscellaneous Taxes* 16 16 3.9% 16 4.0% 16 4.0% 16 4.0%
Transient Accommodations Tax 203 191 -6.0% 191 -6.0% 193 | -4.8% 192 -5.2%
GENERAL FUND TOTAL 5735 5558 | -3.1% 5612 | -2.1% 5666 | -1.2% | 5,773 0.7%
Growth rate 6.8% 3.5% 4.5% 5.5% 7.5%

*The figures on this line include penalty and interest charges, fees and license charges from various taxes, and allocations to the General Fund from the environmental response, energy and food security tax.




TABLE 3
STATE GENERAL FUND TAX REVENUES,
FORECASTS VS ACTUAL DATA: MARCH 2011 TO MARCH 2016

(In millions of dollars unless otherwise specified)

March 2011 FY 2011 FY 2012 FY 2013 Total
Forecast 4,294.7 4,767.1 5,053.2 14,115.0
Actua 4,329.3 4,973.8 5,466.9 14,770.0
Error -0.8% -4.2% -7.6% -4.4%
March 2012 FY 2012 FY 2013 FY 2014 Total
Forecast 4,848.4 5,212.5 5,421.0 15,481.9
Actual 4,973.8 5,466.9 5,370.3 15,811.0
Error -2.5% -4.7% 0.9% -2.1%
March 2013 FY 2013 FY 2014 FY 2015 Total
Forecast 5,309.5 5,699.2 6,084.2 17,092.9
Actud 5,466.9 5,370.3 5,735.1 16,572.3
Error -2.9% 6.1% 6.1% 3.1%
March 2014 FY 2014 FY 2015 FY 2016 Totad
Forecast 5,309.5 5,699.2 6,084.2 17,092.9
Actud 5,370.3 5735.1 6,194.4 17,299.8
Error -1.1% -0.6% -1.8% -1.2%
March 2015 FY 2015 FY 2016 FY 2017 Total
Forecast 5,665.6 5,977.2 6,306.0 17,948.8
Actual 5,735.1 6,194.4 n.a n.a
Error -1.2% -3.6% n.a n.a
March 2016 FY 2016 FY 2017 FY 2018 Total
Forecast 6,119.4 6,425.4 6,746.6 19,291.8
Actual 6,194.7 n.a n.a n.a
Error -1.2% n.a n.a n.a




TABLE 4
SELECTED ECONOMIC DATA: FY 2015 TO FY 2017

FY 2015 FY 2016 FY 2017
Jul-Sep | Oct-Dec | Jan-Mar | Apr-Jun = Annual | Jul-Sep @ Oct-Dec |Jan-Mar  Apr-Jun = Annua | Jul-Sep
1. U.S. GDPin Current Dollars (in billion) 17,569 | 17,692 17,784 17,998 @ 17,761 | 18,142 18,223 @ 18,282 18,450 @ 18,274 | 18,658
2. U.S. GDP Implicit Price Deflator (2009=100) 109.2 109.3 109.3 109.9 109.4 110.3 110.5 110.6 111.3 110.7 111.6
3. Construction ($ mil.) 1,779 1,792 1,761 2,154 7,486 2,058 2,075 1,910 1,994 8,037 na
4. Total Private Building Authorizations ($ mil.) 790 961 1,298 840 3,888 892 933 546 960 3,331 na
5. Total Wages ($ mil.) 7,010 7,493 7,222 7,148 28,872 7,375 8,050 7,466 7,584 30,475 na
6. Total Personal Income ($ mil.) 66,530 @ 67,103 | 67,850 68,872 67,589 | 69,567 70,227 71,123 @ 71,767 | 70,671 na
7. Visitor Arrivals by Air (1,000)
a. Total State 2,121 2,035 2,098 2,146 8,400 2,197 2,122 2,173 2,186 8,679 2,270
b. Domestic 1,424 1,341 1,372 1,513 5,651 1,484 1,413 1,428 1,533 5,857 1,542
C. International 696 695 726 632 2,749 713 709 745 653 2,821 728
8. Average Daily Visitor Census (1,000)
a. Total State 205 205 224 208 211 212 211 226 211 215 218
b. Domestic 152 148 158 158 154 155 153 159 158 156 159
c. International 53 56 66 51 56 57 58 68 53 59 60
9. Honolulu CPIU (1982-84=100) 1/ 259.2 259.2 257.8 257.8 258.5 262.5 262.5 264 264 263.3 na
10. State General Fund Tax Revenue ($ mil.) 1,349 1,413 1,445 1,529 5,735 1,593 1,432 1,504 1,665 6,194 1,546
11. General Excise & Use Tax ($ mil.) 754 738 782 774 3,048 831 754 818 802 3,206 801
12. Individual Income Tax ($ mil.)
a. Net Individual Income Tax 453 500 464 571 1,988 520 498 496 602 2,117 510
b. Declaration of Estimated Taxes 68 65 117 249 498 120 70 124 245 559 86
¢. Withholding Tax on Wages 413 440 436 440 1,729 438 443 469 460 1,810 464
13. TAT ($mil.) 107 90 114 110 421 115 96 124 112 447 150
14. Civilian Unemployment Rate (%) 4.3 4.0 3.9 3.8 4.0 3.6 3.2 3.2 34 34 3.3
15. Non-Agricultural Wage and Salary Jobs (1,000) 623 636 633 636 632 632 647 647 649 644 647
16. Hotel Occupancy Rate (%) 78.7 724.7 80.1 7.7 77.8 79.8 78.0 81.2 77.6 79.1 na
17. Hotel Average Daily Room Rate ($/day) 234 239 252 235 240 243 245 257 241 247 na

1/Data are for every 6 months.

na - not available.




TABLE 4A
SELECTED ECONOMIC DATA: FY 2015 TO FY 2017

FY 2015 FY 2016 FY 2017
Jul-Sep | Oct-Dec | Jan-Mar  Apr-Jun . Annual | Jul-Sep | Oct-Dec | Jan-Mar | Apr-Jun . Annua | Jul-Sep
1. U.S.GDPin Current Dollars 4.9% 41% @ 45% 4.1% 4.4% 3.3% 3.0% 2.8% 2.5% 2.9% 2.8%
2. U.S. GDP Implicit Price Deflator (2009=100) 1.9% 1.5% 1.1% 1.1% 1.4% 1.0% 1.1% 1.2% 1.2% 1.2% 1.3%
3. Construction -3.6% 6.0% 34% @ 18.7% 6.1% 15.7% @ 15.8% 85% | -7.4% 7.4% na
4. Total Private Building Authorizations 14.7% 39.4% @ 71.1% 42%  32.1% 13.0% @ -2.8% -58.0% @ 14.3% @ -14.3% na
5. Total Wages 4.8% 5.3% 4.3% 4.3% 4.7% 5.2% 7.4% 3.4% 6.1% 5.6% na
6. Total Personal Income 5.7% 5.9% 5.0% 4.8% 5.3% 4.6% 4.7% 4.8% 4.2% 4.6% na
7. Visitor Arrivals by Air
a. Total State 2.1% 5.6% 3.4% 6.7% 4.4% 3.6% 4.3% 3.6% 1.9% 3.3% 3.3%
b. Domestic 2.3% 6.7% 4.0% 7.9% 5.2% 4.2% 54% | 4.1% 1.3% 3.7% 3.9%
c. International 1.7% 3.4% 2.3% 3.7% 2.7% 2.5% 2.1% 2.7% 3.3% 2.6% 2.1%
8. Average Daily Visitor Census
a. Total State 0.0% 4.6% 3.1% 5.2% 3.1% 3.6% 3.2% 1.0% 1.3% 2.3% 3.0%
b. Domestic 1.2% 4.6% 2.3% 5.6% 3.4% 1.9% 3.4% 0.1% 0.2% 1.4% 2.5%
c. International -3.9% 4.4% 5.0% 4.0% 2.4% 8.4% 2.7% 3.2% 4.7% 4.8% 4.3%
9. Honolulu CPIU (1982-84=100) 1/ 1.8% 1.8% 0.7% 0.7% 1.3% 1.3% 1.3% 2.4% 2.4% 1.8% na
10. State General Fund Tax Revenue 2.9% 9.9%  12.2% 2.8% 6.8% 18.1% 1.4% 4.1% 8.9% 8.0% -3.0%
11. General Excise & Use Tax 8.0% 6.3% 4.8% 4.4% 5.8% 10.2% 2.3% 4.6% 3.7% 5.2% -3.6%
12. Individual Income Tax
a. Net Individual Income Tax -0.2% 17.9% @ 33.8% 9.6% @ 13.9% 14.8% 0.3% 6.8% 5.4% 6.5% -2.1%
b. Declaration of Estimated Taxes -27.6% 86.7% @ 14.3% 16.1% @ 11.9% 75.5% 8.0% 6.7% @ -1.7% 12.1% | -28.5%
¢. Withholding Tax on Wages 6.2% 8.6% 2.4% 8.5% 6.4% 6.2% 0.7% 7.8% 4.4% 4.7% 5.9%
13. TAT 8.7% 5.0% 4.9% 7.4% 6.5% 7.9% 6.2% 8.7% 1.6% 6.1% 29.8%
14. Civilian Unemployment Rate (change) -0.5 -0.8 -0.7 -0.8 -0.7 -0.7 -0.8 -0.7 -0.4 -0.7 -0.3
15. Non-Agricultural Wage and Salary Jobs 1.3% 1.0% 1.6% 1.5% 1.3% 1.5% 1.6% 2.2% 2.1% 1.9% 2.3%
16. Hotel Occupancy Rate (change) 0.9 2.7 -0.8 3.7 1.6 0.8 3.3 11 -0.1 1.3 na
17. Hotel Average Daily Room Rate 0.6% 5.5% 3.4% 5.7% 3.8% 3.9% 2.6% 2.2% 2.5% 2.8% na

1/Data are for every 6 months.

na - not available.




TABLE 5
FORECASTS OF KEY ECONOMIC INDICATORS FROM THE MEETING
OF JANUARY 4, 2017: FY 2017 to FY 2023

Fiscal Year 2017 2018 2019 2020 2021 2022 2023
A.VALUE
Hawaii Total Persona Income
(1982-1984 Constant Million Dallars) 27,453 28,030 28,591 29,126 29,656 30,181 30,706
Hawaii Total Personal Income ($Millions) 73,844 77,071 80,416 83,753 87,011 90,274 93,605
Construction Completed ($Millions) 8,832 9,435 9,828 10,094 10,260 10,412 10,679
Honolulu CPIU (1982-1984 = 100) 269 275 282 289 295 301 307
Visitor Arrivals by Air (Thousands) 8,867 9,016 9,142 9,256 9,367 9,484 9,601
U.S. GDP ($ Billions) 18,925 19,633 20,379 21,133 21,902 22,717 23,569
U.S. GDP Deflator (2005 = 100) 123 125 127 129 131 133 135
Calendar Year Wages ($Millions) 31,728 32,984 34,264 35,518 36,729 37,915 39,094
Visitor Expenditures ($Millions) 15,608 16,026 16,459 16,884 17,294 17,713 18,147
Hawaii Real GDP (2009 Constant Million Dollars) 72,942 74,255 75,517 76,778 77,991 79,223 80,467
B. ANNUAL PERCENTAGE GROWTH RATE

Hawaii Total Persona Income
(1982-1984 Constant Million Dollars) 2.28 2.10 2.00 1.87 1.82 177 1.74
Hawaii Total Personal Income ($Millions) 4.49 4.37 4.34 4.15 3.89 3.75 3.69
Construction Completed ($Millions) 9.89 6.83 417 271 164 1.48 2.56
Honolulu CPIU (1982-1984 = 100) 2.33 2.36 2.46 2.36 2.19 2.05 2.02
Visitor Arrivals by Air (Thousands) 217 1.68 1.40 1.25 1.20 1.25 1.23
U.S. GDP ($ Billions) 3.56 3.74 3.80 3.70 3.64 3.72 3.75
U.S. GDP Deflator (2005 = 100) 1.71 1.83 1.86 1.84 1.83 1.86 1.86
Calendar Year Wages ($Millions) 411 3.96 3.88 3.66 341 3.23 311
Visitor Expenditures ($Millions) 3.03 2.68 2.70 2.58 243 2.42 2.45
Hawaii Real GDP (2009 Constant Million Dollars) 1.94 1.80 1.70 1.67 1.58 1.58 1.57




TABLE 6
ESTIMATES OF GENERAL FUND TAX REVENUE FROM THE MEETING

OF SEPTEMBER 2, 2016: FY 2017 TO FY 2023

(In thousands of dollars unless otherwise specified)

BASE ESTIMATED
TYPE OF TAX FY 2015 | FY 2016 | FY 2017 | FY 2018 | FY 2019 | FY 2020 | FY 2021 | FY 2022 | FY 2023

General Excise and Use Tax 2,992,707 | 3,206,154 | 3,302,372 | 3,544,556 | 3,688,000 | 3,812,842 | 3,949,778 | 4,087,629 | 4,238,892
Individual Income Tax 1,087,752 | 2,116,392 | 2,226,329 | 2,348,607 | 2,481,132 | 2,591,248 | 2,745,653 | 2,907,417 | 3,076,857
Corporate Income Tax 52,319 93,036 95,775 99,392 96,238 144,132 143,979 150,848 152,525
Public Service Company Tax 163481 | 152,760 | 157,355 | 162,348 | 167,648 | 173244 | 179,050 | 185134 | 191,416
Tax on Insurance Premiums 145,679 153,173 160,057 165,826 170,105 174,076 179,269 184,595 190,286
Cigarette and Tobacco Tax 82,829 83685 | 85564 | 87,315| 90349 | 93152 | 96201 | 99461 | 102,790
Liquor Tax 50,281 50,500 | 50,991 | 51422 | 51,849 | 52304 | 52768 | 53251 | 53,729
g‘)’r(pc? Banks and Other Financial 17,930 12,601 | 22217 | 26285 | 20983 | 17,885 | 17812 | 16397 | 13,368
Inheritance and Estate Tax 12,071 49613 | 50427 | 51,200 | 52212 | 53162 | 51,135 | 55137 | 56,157
Conveyance Tax 11,534 26,415 | 28190 | 20844 | 31954 | 35278 | 39360 | 43567 | 48,042
Miscellaneous Taxes* 15,588 16067 | 16200 | 16206 | 16202 | 16196 | 16191 | 16185 | 16,179
Transient Accommodations Tax 202,970 | 233781 | 249560 | 278,698 | 297,036 | 315402 | 333,698 | 351,924 | 369,972
GENERAL FUND TOTAL 5735141 | 6,194,356 | 6,535,046 | 6,861,798 | 7,163,717 | 7,478,921 | 7,807,993 | 8,151,545 | 8,510,213
GROWTH RATE 6.8% 8.0% 5.5% 5.0% 4.4% 4.4% 4.4% 4.4% 4.4%

! Line item projections generated by Tax Research & Planning Office to be consistent with the Council's forecast for the total General Fund tax revenues.

*The figures on this line include penalty and interest charges, fees and license charges from various taxes, and allocations to the general fund from the environmental response, energy and food security tax.
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FORECASTS OF GENERAL FUND REVENUE GROWTH RATE AND TAX REVENUE FROM THE MEETINGS

OF September 2, 2016 and January 4, 2017: FY 2017 TO FY 2023

FORECAST OF GENERAL FUND REVENUE GROWTH RATE

Fy17 Fy18 FY19 FY20 Fy21 FY22 Fy23
Previous Forecast 5.5% 5.0% 4.4% 4.4% 4.4% 4.4% 4.4%
(September 2016)
Current forecast 3.0% 5.0% 4.4% 4.4% 4.4% 4.4% 4.4%
(January 2017)
Difference (2.5) 0 0 0 0 0

FORECAST OF GENERAL FUND REVENUE BASED UPON MOST RECENT TWO MEETINGS
Fy17 Fy18 FY19 FY20 Fy21 FY22 Fy23 TOTAL

General Fund Total | $6,535,046 | $6,861,798 | $7,163,717 | $7,478,921 | $7,807,993 | $8,151,545 | $8,510,213 | $52,509,233
(September 2, 2016)
General Fund Total | $6,380,187 | $6,699,196 | $6,993,961 | $7,301,695 | $7,622970 | $7,958,381 | $8,308,550 | $51,264,940
(January 4, 2017)
Difference ($154,859) | ($162,602) | ($169,756) | ($177,226) | ($185,023) | ($193,164) | ($201,663) | ($1,244,293)




