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Via Capitol Website
February 26, 2009
House Committee on Finance
Hearing Date: February 26, 2009, at 2:00 PM in CR 308
Comments Regarding HB 1583: Relating to Taxation.
(Graduated Reduction of Tax Credits for select taxable years)
Honorable Chair Marcus Oshiro Vice-Chair Marilyn Lee and 
Finance Committee Members:

My name is Dave Arakawa, and I am the Executive Director of the Land Use Research Foundation of Hawaii (LURF), a private, non-profit research and trade association whose members include major Hawaii landowners, developers and a utility company.  One of LURF’s missions is to advocate for reasonable, rational and equitable land use planning, legislation and regulations that encourage well-planned economic growth and development, while safeguarding Hawai’i’s significant natural and cultural resources and public health and safety.
LURF appreciates the opportunity to provide comments regarding HB 1583, which reduces tax credits allowable under chapters 235, 239, 241, and 431, HRS, by a certain amount for taxable years beginning on or after January 1, 2009, and ending before January 1, 2012.  This measure suspends the use of tax credit carryovers generated from taxable years beginning before January 1, 2009, until January 1, 2012.

HB 1583. HB 1583 proposes to add a new section to Chapter 231 of the Hawaii Revised Statutes (HRS), which would limit a select number of tax credits a by a graduated percentage from seventy-five per cent to twenty-five per cent differing in tax years from 2009 to 2011, as follows:

"§231-    Temporary tax credit reduction.  (a)  Notwithstanding any law to the contrary, all allowable business tax credits that may be claimed against a taxpayer's net income tax liability under chapters 235, 239, 241, and 431, except for those tax credits provided in subsection (b), shall be reduced as follows:
     (1)  For the taxable year beginning on or after January 1, 2009, and ending before January 1, 2010, the allowable business tax credit that may be claimed shall be reduced by seventy-five per cent;
     (2)  For the taxable year beginning on or after January 1, 2010, and ending before January 1, 2011, the allowable business tax credit that may be claimed shall be reduced by fifty per cent; and
     (3)  For the taxable year beginning on or after January 1, 2011, and ending before January 1, 2012, the allowable business tax credit that may be claimed shall be reduced by twenty-five per cent.
Those that qualify under “business tax credits” and would be exempt from this graduated reduction include the following listed in subsection (b), HB 1583 states: 
  (b)  For purposes of this section, "business tax credit" means all tax credits allowable under chapters 235, 239, 241, and 431, except for the following tax credits:
     (1)  Section 235-55 (relating to a tax credit for resident taxpayers);
     (2)  Section 235-55.6 (relating to expenses for household and dependent care services necessary for gainful employment);
     (3)  Section 235-55.7 (relating to an income tax credit for low-income household renters);
     (4)  Section 235-55.85 (relating to the refundable food/excise tax credit);
     (5)  Section 235-110.7 (relating to the capital goods excise tax credit);
     (6)  Section 239-6.5 (relating to the tax credit for a lifeline telephone service subsidy); and
     (7)  Any credit against any tax required by the Constitution or the laws of the United States.
HB 1583 also suspends the use of tax credit carryovers generated from taxable years beginning before January 1, 2009 until January 1, 2012. 

LURF’s Position. Although the State and nation are facing very difficult economic times it would be even more detrimental to take away some of the few existing incentives available that could help jumpstart Hawai’i’s economy. The effects of a reduction of such tax credits will directly affect current and future projects that have already finalized their budgets. Especially those affordable housing projects that will attempt to address Hawaii’s housing shortage. 

For example, HB 1583 would apply the graduated reduction to Section 235-110.46, which include tax credits for Ko Olina Resort and Marina, which is set to expire in May 2009. The intent behind this tax credit was to benefit west Honolulu region and specifically the Waianae Coast by providing training facilities and programs in hotel and resort training for the community.  The proposed reduction may have an affect on the current Disney project, which broke ground in 2008 and hopes to open in 2011 on 21 acres with 350 hotel rooms and 480 time-share villas for Disney Vacation Club members. 

Similarly, the Renewable Energy Technology Tax Credit, which falls under HRS §235-12.5 will also be affected. Renewable Energy Tax credits were established in 1976 under Act 189 (amended 11 times) to encourage private investment in renewable energy systems and since then, these incentives have proven successful, beneficial and cost effective. The intent behind renewable energy technology tax credits remains the same since 1976 which has been to protect our environment, reduce pollution, make housing more affordable, and enhance Hawaii’s economy. This tax credit is important because it provides incentives for homeowners and developers to employ renewable technologies that reduce the use of fossil fuels. The loss of tax incentives under HB 1583 will be detrimental to new efforts relating to renewable energy technology and will adversely affect current and future projects which involve renewable energy. 

Another affected tax credit, under HB 1583 will include the  Important Agricultural Lands (IAL) tax credits under Section 235-110.93, which incentivize farmers and agricultural land owners to invest in agricultural infrastructure and operations on lands designated under Act 233 (2008) as IAL. IAL tax credits under Act 233 (2008) could provide valuable assistance to farmers with initial costs of farming, especially during these difficult economic times. 

LURF requests that the following tax credits be included in the list in subsection (b) which excludes it from the fifty per cent reduction:  

· Renewable Energy projects (Section 235-12.5); 

· Affordable housing projects (Section 235-110.8); 

· Ko Olina Disney projects (Section 235-110.46);  and
· Farmers designating Important Agricultural Lands (Section 235-110.93).
LURF and its Members respectfully request that these sections be qualified under the “business tax credit” categories and be listed under subsection (b), because it will significantly impact a number of initiatives already in place. While we agree that as a state and nation, we must determine where and what needs trimming in government, we must not take away from the investors that help to stimulate the economy.  Tax credits can also help the construction industry which is involved in resort development, affordable housing projects and infrastructure improvements. 

We understand the need to reduce tax credits; however, we are willing to work collaboratively with the legislature and state agencies to do a closer analysis to evaluate what tax credits are most valuable to stimulating Hawaii’s economy and which went unused and could be deemed unnecessary or of lower priority. 

Based on the above, we respectfully request that the above-mentioned Tax Credit sections be added to the list in subsection (b) being proposed by HB 1583. 
Thank you for the opportunity to testify. 
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