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DEPARTMENT OF TAXATION

VISION

"The Depatment of Taxationwill efficiently and effectively collect therevenuefor
fundingprograms andservicesfor thepeopleof Hawaii."

MISSON

"Our misson is to administer thetax laws for he Stateof Hawaii in a corastent,
fair anduniform manne."

GOALS

. To"Increase Voluntary Compliance" by
a. Increasing oversight utilizing various branches/areas of our Compliance
Division including the development of an Investigation Branch
b. Developing procedures and metrics to ensure a more efficient and timely|g
process
c. Actively engage in community outreach programs to educate pablic
meeting tax obligations

. To"Reduce Tax Fraddhrough
a. Utilization of screenindilters andreviewcriteria
b. Comprehensiveeview of questionable refund requests

. To"Improve customeservice to all stakeholderdy
a. Providing services to taxpayers whose issues/concerns canneddieed
through normal channels
b. Providing specialized service to the tax practitioner community

. To"Improve technology and efficiencies through the successfiémentation
of the Tax System Modernization (TSM) project during this period"

. "Actively address tax receivable balanceg"
a. Collaboration with the Attorney General's office
b. Utilization of an outside collection agency

. To"Foster and empower staff" by
a. Developing each employee to his/her full potential
b. Reinforcing the Department's values of respect, teamwork, communicat
and trust
c. Providing training opportunities to enhance and expand their skills
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Decembef30, 2015

The Honorable David Y. Ige
Governor, State of Hawaii
Executive Chambers, State Capitol

Dear Governor Ige:

Thank you for the opportunity to present you with the attached Annual Report summarizing the
operations of the Department of Taxat@oTAX) for the fiscal year (FY) ending June 30, 2015.

The Departmentallected $6.54 billion in taxes in FY 2015, or 95%the $6.90 billion that was
collected from all taxes administered by the State. The General Excise Tax (GET) is Hawaii's
largest source of revenue and accounted for 44% of the State's total tax collections in FY 2015.
Revenue from the GET rose to $3liBion in FY 2015 from $2.88 billion in F2014, an increase

of 5.8%. Revenue from Hawaii's Individual Income Tax (lIT), Hawaii's second largest tax, was
$1.99 billion in FY 2015, up by 13.9% from $1.75 billion in FY 2014. The IIT accounted for
28.8% d the State's total tax collections in FY 2015.

During FY 2015, the Department continued its efforts to improve its manual prqcessgsete

the procurement fothe Tax System ModernizatioT $M) project and initiate TSM with the
selected vendor on sites of July 15, 2015 The TSM is a multyear projectwith five rollout
phaseghat will help taxpayers comply with tax laws by expanding electronic sepatiesing

them to file all tax returnsto make all payments alonically and to access their account(s)
online The project will also automate the licensing, tax clearance and compliance proté&sdes.

will also provide the State with critical metrics and crokeck controls that are not available in the
existing legacy system.We are currently on track with the completion of Rollout 1 which is
scheduled to go live on December 28, 2015. Likewise, we are currently on track with Rollout 2
which is scheduled to be completed in August 2016.

During this past yeave haveacknowledgedhe need to improve service to our taxpayers and tax
practitionersrecogniang that taxpayers may fall out of compliance if they are not promptly served
when they have questions about filing or paying their taxéistorically, our call answer rate has
fallen from 80% in FY2009 to approximately 43% kY2015. We are addressinghis by
aggressively filling positions in all areas of DoTAX with added emphasif@Ctustomer Inquiry
Section. As a result of these efforts our vacgurate has fallen from 26.8% as of December 2014
to 16.2% as of December 2015.ikewise, we have hired a Taxpayer Advocate and are in the
process of filling a Tax Practitioner Priority Specialist and Tax Appeals Officer position by early
2016.



We coninue to work to encourage the public to change from mailing paper tax returns and checks
to electronically filing returns and making electronic fund transfers. Electronic filing began with
140 thousand electronically filed documents in FY 2004 and iredetrs 1,831 thousand in FY
2015. As a percentage of all documents filefilieg has increased from 34% in FY 2012 to 47%

in FY 2015. The amount ofgayments has continued to increase, rising from $4.8 billion in FY
2014 to over $5.0 billion in FY 20150ur goal is to expand electronic filing to all revenue sources
and types of tax returns as part of our TSM project.

The Department faced challenges in processing individual income tax returns in FY 2015, due to a
substantial increase in fraudulent mfuclaims. The increased fraudulent activity forced the
Department to undertake more rigorous efforts to screen refund claims, which delayed refund
processing. However, the Department was successful in its efforts to clear the backlog by the end
of the iscal year. The Department also identified and stopped the payment of $21.5 million in
fraudulenly filed tax refunds.

Our Compliance Divisiorhas increasd both the number of cases audited and the amount of
assessments in FY 2015. The total numberoofipleted audit cases grew from 9,202 cases in FY
2014 to 17,536 cases in FY 2015 while the amounts assessed grew from $99.0 million to $118.9
million. The amount collected from assessments increased from $15.9 million in FY 2014 to $39.3
million in FY 2015. The significant increase in the number of completed audits was largely due to
procedural changes made in our Office Audit branch.

We continue to strive towards achieving our strategic goals of increased voluntary compliance,
improved processing dnenhanced productivity. | am proud to report that the Department's
employees have continued to become more efficient and more effective in collecting the revenue
that our State government needs to provide the services and programs that are essential for
maintaining the quality of life in Hawaii.

Sincerely,
Isl

MARIA E. ZIELINSKI
Director of Taxation
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1.0COLLECTION AND DISTRIBUTION OF TAXES
1.10VERVIEW

The Department of Taxation colleds the revenues from mostof the various taxes imposed by the
State. In addition, the Department colleds the county surchargeimposed by the City and
Courty of Honolulu and fuel taxes imposed by the counties. In fiscal year (FY) 2015, the
Department colleded a total of $6.54 billion in net tax revenues, up from $6.24 billion colleded
in FY 2014.

The Department's Office of Tax Researdr and Planning (TRP) tradks revenues from taxes
colleded by the Department, and also from taxes that are administered and colleded by other
State agencies or by the counties. Henceforth, revenues from the taxestraded by TRP will be
referred to as "total tax colledions."

Total tax colledions were $6.90 billion in FY 2015, up from $658 billion in FY 2014. In FY
2009, Hawai experienced a dedine in total tax colledions as the Gred Recession reduced
incomes and spending of consuners and busiresses. Since then, total tax colledions have risen
steadily due to temparary tax measures, an improving eanamy, and better tax administation.
Chart 1.1 shavs themain comporents ofthetotal tax colledionsfor FY 2006 through FY 2015.

Chart1.1- Total Tax Collections*
In Milions Fiscal Years 2006 2015
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The State's biggest sources of tax revenue are the general excise tax (GET)! and the individual
incometax (I1T). In FY 2015, net GET colledions amouned to $3.05 billion and acounied for
44.2% of total tax colledions, and net colledions of the IIT amouned to $1.99 billion and
acounied for 28.8% of total tax colledions. Chart 1.2 shows the shares of total tax colledions
acountd for by the GET and thel IT for FY 2006 through FY 2015.

Chart 1.2- Tax Revenue Composition*
Fiscal Years 2006 2015
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*Details may not adtb totals due to roundin

Of the total tax colledions in FY 2015, $5.74 billion, or 83.1% was deposited into the State's
General Fund The tax revenues deposied into the Generd Fund are used to pay most of the
State's operaing expenses. An additiona$b425.7 million (6.2%0) of the total tax collections
was tranderred to the counties, including transfers of the county surcharge imposed by the City
and Courty of Honolulu, fuel taxes imposed by the counties, and revenues from the transient
accommodationstax that were adlocated to the counties. The remainder ($739.2 million or
10.7%) was tranderred to varous other State speaal funds. Chlrt 1.3 shovs howthe total tax
colledionswere distributed in FY 2015.

! Throughout this report, the term "GET" wil | be used to include both the general excise tax and the use tax. The use tax
complements the generalexcise taxand islevied on importsinto the State from anunlicensedsell er.

2



Chart 1.3- Fiscal Year 2015 Distribution of Tax Revenues*
(In millions of dollars)

Honolulu Surcharge Tax
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*Details may not add to totals due to roundi

1.2GENERAL EXCISE AND USE TAXES

1.2.10vaview

Unlike the sales taxes imposd by many States and locditi es, Hawai's general excise and
use taxes GET) are imposd on the busimss rather than on the custoner. The GETcovers
virtually all forms of busiressactivity, including services. Despitethe relatively low tax rates, the
GET generaes subsantial revenue, becaisethe tax baseis very broad.

The GET is imposd at the rate of 0.5% on wholesaling, wholesale services, producing, sugar
processing and pineapple canning; at the rate of 0.15% on insurance commissons recaeved by
generd agents, sulagentsand solcitors; andat the rate of 4.0% on mostother adiviti es, including
retailing, busiress and professioral sewices, contading, theatre, amusement, radio, interest,
commissions,and rentals. ThefeeforaGET licenseis aone-time charge of $20.



1.2.2Revenue

Revenue from the GEfosefrom $2.88 billion in FY 2014 to $3.05 billion in FY 2015, arise of
5.8%. Chart 1.4 shevs the total revenues from the GET and from the tax levied on the varous
caegories of incomefor FY 2006 through FY 2015. Table 1.1 shaws colledion of the GET in
greder detail for FY 2014 and FY 2015.

Chart1.4- General Excise and Use Tax Trends

In Milions Fiscal Years 2006 2015
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TABLE 1.1 - GENERAL EXCISE AND USE TAX BASE AND TAXES
FOR FISCAL YEARS ENDING JUNE 30, 2015 AND 2014
(In Thousands of Dollars)

Difference
SOURCE OF REVENU Rate FY 2015 FY 2014 Amount % Change
TAX BASE
Retailing $ 29,987,212 $ 31,151,514 $ (1,164,302) 3.7
Services 13,361,061 13,794,599 (433,538) (3.1)
Contracting 7,321,841 7,045,964 275,877 3.9
Trans. Accom. Rentals 4,327,505 4,279,059 48,447 1.1
All Other Rentals 6,543,583 6,472,143 71,439 1.1
All Others (4%) 5,486,818 5,683,228 (196,410) (3.5)
Subtotal $ 67,028,020 $ 68,426,508 $ (1,398,488) (2.0)
Producing $ 320,986 $ 378,256 $ (57,270) (15.1)
Manufacturing 716,115 690,393 25,723 3.7
Wholesaling 14,294,275 15,867,119 (1,572,845) 9.9)
Use (1/2%) 7,126,839 6,989,486 137,353 2.0
Wholesale Services 715,538 646,670 68,868 10.6
Insurance Commissions 488,848 485,438 3,410 0.7
Subtotal $ 23,662,601 $ 25,057,362 $ (1,394,761) (5.6)
TOTAL - ALL ACTIVITIES $ 90,690,621 $ 93,483,869 $ (2,793,248) (3.0)
TAX
Retailing 4.00% $ 1,199,488 $ 1,246,061 $ (46,572) (3.7
Services 4.00% 534,442 551,784 (17,342) (3.1)
Contracting 4.00% 292,874 281,839 11,035 3.9
Trans. Accom. Rentals 4.00% 173,100 171,162 1,938 1.1
All Other Rentals 4.00% 261,743 258,886 2,858 1.1
All Others (4%) 4.00% 219,473 227,329 (7,856) (3.5)
Subtotal $ 2,681,121 $ 2,737,060 $ (55,940) (2.0)
Producing 0.50% $ 1,605 $ 1,891 $ (286) (15.1)
Manfacturing 0.50% 3,581 3,452 129 3.7
Wholesaling 0.50% 71,471 79,336 (7,864) (9.9)
Use (1/2%) 0.50% 35,634 34,947 687 2.0
Wholesale Services 0.50% 3,578 3,233 344 10.6
Insurance Commissions 0.15% 733 728 5 0.7
Subtotal $ 116,602 $ 123,588 $ (6,986) (5.7)
Unallocated* $ 250,484 $ 19,893 $ 230,591 1,159.2
TOTAL - ALL ACTIVITIES $ 3,048,207 $ 2,880,541 $ 167,666 5.8

*Includes collections from penalty and interest, assessments and corrections, delinquent collections, refunds, protested payments, settlements and business activit

persons.

NOTE: Details may not add to totals due to rounding.



1.2.3Recent Legislation

Act 160,Session Laws of HawaiSLH) 2013, eliminatd the GET exemption for liquor, tobacco
and food sold to common carriers for taxable years beginning after December 31, 2013.

Act 163, SLH 2013, nde permanent th€ET exemptions for common expenses paid by managers,
submanagers, and swuiperators and for hotel employee expenses paid by hotel operators and
timeshare projectsThe Act also eliminatéthe aggregate cap on the exempt amounts for taxable
years beginmg after December 31, 2012.

1.3INDIVIDUAL INCOME TAX
1.3.10vaview

Hawai's individual income tax WT) generdly follows the federd definitions for
determining ret taxable income, but has its own exemptions,tax credits and tax rates. The lIT has
twelve bradkets, with tax rates ranging from 1.4%to 11.0%.

1.3.2Revenue

The IIT is the State's second biggest souce of tax revenue. The biggest part of IIT colledions
is taxes withheld on employee wages. In FY 2015, withholding tax colledionswere $1.73 billion,
an increae of 6.4% over the $1.& billion withheld in FY 2014. Tota IIT refundsin FY 2015
were $419.9 million, down from$4783 million FY 2014. Net |IT collections in FY 2015 were
$1.99 billion, up by 13.9% ovethe $1.75 billion colleded in FY 2014. Chart 1.5 shows tota
colledions ofthe IIT, aong with wage withholding, payments with returns, estimated taxesand
refunds,for FY 2006 through FY 2015. Table 1.2 shaws thefigures for total colledions of thelIT,
broken down by its comporents, inFY 2014 and FY 2015.

1.3.3Recent Legislation

Act 60, SLH 2009 (Act 60), raised the tax rates for single individuals with taxable incomes over
$150,000and for married couples filing jointly with income over $300,000 by adding new high-
end tax bradkets with margind tax rates that range from 9% to 11%. Before Act 60, the highest
incometax rate was 8.2%%. The tax rate increaes imposed by Act 60 are effective for taxable
years beginning after December 31, 2008and ending before January 1, 2016

Act 97, SLH 2011 (Act 97), eliminated the deduction for state income taxes paid for
individuals with federal adjusted grossincomeabovespedfied thresholds,andtempararil y limited
clams for itemized tax deductions. The Act is effedive for taxable yeas beginning after
Decenber 31, 2010,but the limits imposed on itemized deductions expire December 31,2015.The
Act 97 also delayed the increases in the standard deduction and persoral exemption that
were approved under Act 60 until taxable yeas beginning after December 31, 2012, and mede
theincreases permanent.



Act 256, SLH 2013 (Act 256) removed charitable deductions from the limits on itemized
deductions that were imposed by Act 97. Act 256 is effective for taxable years beginning after
December 31, 2012.

Act 120, SLH 2015, provided a tax credit for converting cesspools to a septic systeor
connecting to a wastewater systérom July 1, 2015 to December 31, 2020.

Act 223, SLH 2015jncreasedhe food/excise tax credibut eliminated the tax credit f@inge
taxpayers with federal adjusted gross income (AGI) of $30,000 or more, or other taxpayers with
federalAGI of $50,000 or more.

Chart1.5- Components of the Individual Income Tax
In Milions Fiscal Years 2006 2015
$2,000
*$186.1million in tax year 2010 refunds were withhed in FY 2010 and paid outin FY 2011.
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TABLE 1.2 - TAXES PAID BY INDIVIDUALS

(In Thousands of Dollars)

Difference

FY 2015 FY 2014 Amount % Change

Declaration of Estimated Taxes $ 498,418 $ 445,432 $ 52,986 11.9
Payment with Return 181,142 153,649 27,493 17.9
Withholding Tax on Wages 1,728,510 1,624,994 103,516 6.4
Subtotal $ 2,408,071 $ 2,224,075 $ 183,995 8.3
Refunds 419,876 478,265 (58,389) (12.2)
NET $ 1,988,194 $ 1,745,810 $ 242,384 13.9

NOTE: Due to rounding, details may not add to totals.

1.4CORPORATE INCOME TAX

1.4.10vaview

Hawadi's corporate income tax (CIT) has three tax bradets.

The bradkets and the

correspondig tax rates are as follows: 4.4% on taxable income up to $25,000;5.4% on taxable
income over $25,000but not over $100,000;and 6.4% on taxable income over $100,000. The

tax rate for corporate capital gains is 40%.

1.4.2Revenue

Net CIT colledions totled $52.3million in FY 2015, a declineof 39.%6 from the previous years
total of $87.0 million. CIT colledions are highly cyclical, but they are a relatively small part of
Hawaii's totl tax colledions.In FY 2015, the CIT acounted for just 0.8% of total tax colledions.
Chart 1.6 shavs to#l colledions ofthe CIT, broken down by its comporents, for FY 2006 through
FY 2015. Table 1.3 shevs data on colledions oftheCIT for FY 2014 and FY 2015.



Chart 1.6 - Components of the Corporate Income Tax

In Milions Fiscal Years 2006 2015
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TABLE 1.3 - TAXES PAID BY CORPORATIONS
(In Thousands of Dollars)
Difference
FY 2015 FY 2014 Amount % Change
Declaration of Estimated Taxes $ 155,279 $ 162,041 $ (6,763) 4.2
Payment with Return* (5,016) 27,480 (32,496) n/'m
Subtotal $ 150,263 $ 189,521 $ (39,258) (20.7)
Refunds 97,944 102,500 (4,556) (4.4)
NET $ 52,319 $ 87,021 $ (34,702) (39.9)

NOTE: Due to rounding, details may not add to totals.
*The negative amount is due to tax refunds, which exceeds tax collections.
n/m = not meaningful.



1.5TRANSIENT ACCOMM ODATIO NS TAX
1.5.10vaview

The transient accommodations tax (TAT) is levied on the furnishing of a room, apartment,
suite, or the like, which is custonarly occupied by the transient for less than 180 conautive
days. The rate for the TAT has been 9.25%since July 1, 2010. The registration fee for transient
acommoditions operators is a one-time fee of $5 for each registration consistingof 1 to 5 units
and $15 for ead registration of 6 or more units.In FY 2015, pan managers of time share units
paid TAT at the rateof 7.25%o0n thefair market rental value of the units.

1.5.2Revenue

TAT colledions totaled $421.0 million for FY 2015, an increasse of 6.5% from the $395.2
million colleded in FY 2014. In FY 2015, colledions from theTAT were distributed as follows:
$103.0 million went to the counties; $33.0 million went to the Conwention Center Enterprise
Speda Fund; $82.0 million went to the Touwrism Speda Fund; and the remainder ($2030
million) went to the Generd Fund. Chart 1.7 shaws colledions of the TAT for FY 2006
through FY 2015. Chart 1.8 shows the dlocaions of the tax among the various funds. Table
1.4 shavs TAT colledionsand alocations inFY 2014 and FY 2015.

1.5.3Recent Legislation

Act 161, SLH 2013, made pemanent the TAT rate of 9.25% and nede pemanent the cgps on
alocaions ofthe TAT for ead fiscd year as follows: $820 million to the Tourism Sgeda Fund,
$930 million to thecounies, and $330 million to theConvention Center Enterprise Fund. The Act
also diminated the$10 dily TAT on each transient acommodition furnished on acomplimentary
basis that was impo®d by Act 103,SLH 2011.Act 161 tookeffed July 1, 2013.

Act 81, SLH 2014reduce allocations of the TAT to the Convention Center Special Fund from
$330 million to $26.5 million annually red allocatd $3.0 million to the Turtle Bay Easement
Special Fund. However, the new allocations mandated by thewere not madein FY 2015
owing to the pending status of tharfle Bay purchase.

Act 174, SLH 2014increasd allocations of the TAT to the counties from $#illion to $1030
million per year for fiscal years 2015 and 2016.

Act 93, SLH 2015, raised the tax on resort time share vacation units from 7.25% to 8.25% in
calendar year (CY) 2016, and to 9.25% in QA2 and thereafter.

Act 117, SLH 2015, allocates $8million of the TAT annually to the Special Land Development
Fund, starting in FY 2017.

Act 121, SLH 2015, allocates $1.5 million of the TAT to the Turtle Bay EaseSpadial Fund,
replacing the $® million annual allocation made by Act 81, SLH 2014.
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Chart 1.8- Transient AccommodationsTax Distributions
Fiscal Years 2006 2015

In Millions
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TABLE 1.4 - TRANSIENT ACCOMMODATIONS TAX
(In Thousands of Dollars)
Difference
FY 2015 FY 2014 Amount % Change
Collection
Trans. Accom./Time Share Occ. Tax $ 420,970 $ 395,229 $ 25,741 6.5
Trans. Accom./Time Share Occ. Fees 12 13 (1) (8.0)
Total $ 420,981 $ 395,242 $ 25,740 6.5
Distribution*
Counties Share $ 103,000 $ 93,000 $ 10,000 10.8
Convention Center Fund 33,000 33,000 - 0.0
Tourism Special Fund 82,000 82,000 - 0.0
General Fund 202,981 187,242 15,740 8.4
Total $ 420,981 $ 395,242 $ 25,740 6.5

*For details on distribution see section 237D-6.5, HRS.
NOTE: Due to rounding, details may not add to totals.
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1.6 FUEL TAXES
1.6.10vaview

The State and courty fuel taxes are imposd on the distributors. The State Legislature sets the
State fuel tax rates, whereas courty councils set the county rates. There is aso an environmental
responsetax (officially renaned as the "environmental respong, energy and food security tax"
by Act 73, SLH 2010) that is levied on each barrd of petroleum products. The effedive rates
for the fuel taxes and for the environmental responsetax are shovn on thefollowing page.

1.6.2Revenue

Fuel tax colledions (including the environmental responsetax) amounted to $203.1million in FY

2015, a slight decreasse from the $193.5 million colleded in FY 2014. Tota taxable fuel

consumptiondeclined from910.7 million galons in FY 2014 to 887.1 million gallons in FY
2015. The biggest consumption oftaxable fuel was gasoline (448.1 million galons) andthe

second biggest consumptionwas aviation fuel (222.7 million galons). Together, gasoline and

aviation fuel accounted for 75.6% of thetotal consumption otaxable fuel in FY 2015.

Colledions of the environmental responsetax amouned to $26.0million in FY 2015, about the
same as ¥ 2014. The Environmenta ResponseTax was impogd at the rate of $1.05 on eath
barrel of petroleum product sold by a distributor to any retail dealer or end user. The tax was
levied on 24.7 million barrds of petroleum in FY 2015, down slightly from 24.8million barrels
in FY 2014. Chart 1.9 shows colledions of thefuel taxes and the gallons consuned of the varous
fuel types, for FY 2006 through FY 2015. Data for taxable gallons consuned for FY 2014 and
FY 2015 aregiven in Table 1.5.

The revenues from fuel taxes are distributed to severd speda funds.One percent of the fuel
taxes paid on liquid fuel, not including aviation fuel, aredeposited into theBoating Spedal Fund.
Fuel taxes paid on sdes of aviation fuel are deposied into the Airport Revenue Fund.
Remaining revenues from the State fuel taxes are deposiked into the State Highway Fund,
whereas remaining revenues from courty fuel taxes are depositd into the counties' highway
funds.

Revenues from the environmental responsetax were distributed as follows in FY 2015: For

eat barrel taxed at $1.05, five cents went to the Environmental Response Revolving Fund

adminisiered by the Department of Hedth for oil spill prevention and remediation programs;

fifteen cents went to the Energy Seaurity Speda Fund adminisiered by the Department of

Business, Economic Development, and Tourism to suppeat the Hawai clean energy initiative

program; fifteen cents went into the Food Seaurity Special Fund administered by the Department

of Agriculture to fund activiti es intended to increase agricultural production or processing that

may leal to reduced importation of food, fodder, or feed from outsidethe stte; tencents went
to Energy Systems Development Special Fuardithe remainder (60 cents r barel) went to the
Genera Fund.
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FUEL TAX RATES PER GALLON!

State County Total
GASOLINE AND DIESEL OIL (HWY. USEY
City & County of Honolulu 17.0¢ 16.5¢ 33.5¢
County of Maui 17.0 16.0 33.0
County of Hawaii 17.0 8.8 25.8
County of Kauai 17.0 13.0 30.0
LIQUID PETROLEUM GAS (HWY. USE)
City & County of Honolulu 5.2¢ 54¢ 10.6¢
County of Maui 5.2 4.3 9.5
County of Hawaii 5.2 2.9 8.1
County of Kauai 5.2 4.3 9.5
ETHANOL
City & County of Honolulu 24¢ 24¢ 48¢
County of Maui 2.4 3.8 6.2
County of Hawaii 2.4 1.3 3.7
County of Kauai 2.4 1.9 4.3
METHANOL
City & County of Honolulu 19¢ 1.8¢ 3.7¢
County of Maui 1.9 2.9 4.8
County of Hawaii 1.9 1.0 2.9
County of Kauai 1.9 1.4 3.3
BIODIESEL
City & County of Honolulu 40¢ 8.3¢ 12.3¢
County of Maui 4.0 0.0 4.0
County of Hawaii 4.0 2.2 6.2
County of Kauai 4.0 0.0 4.0

ENVIRONMENTAL RESPONSE TAX (per barrel)
All Counties 5.0¢ 0.0¢ 5.0¢

! Gasoline used for agricultural equipment off highways, aviation fuel, and diesel oil used off highways are taxed by the State at 1 cent per ge
ZIncludes 1 cent State license tax on diesel oil.
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Chart1.9- Fuel Tax and Trends in Fuel Consumption
Milions of Gallons Fiscal Years 2006 2015 In Milions
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TABLE 1.5 - TAXABLE GALLONS OF FUEL CONSUMED
(In Thousands of Gallons)
Difference
FY 2015 FY 2014 Amount % Change
Gasoline 448,148 449,028 (881) 0.2
Diesel Oil - Off Highway 132,142 142,132 (9,990) (7.0)
Diesel Oil - Highway 46,601 46,542 59 0.1
Lig. Pet. Gas - Highway 17 24 (8) (31.0)
Small Boats - Gasoline 1,541 1,560 (19) (1.2)
Small Boats - Diesel Oil 3,005 2,170 835 38.5
Aviation Fuel 222,666 240,461 (17,795) (7.4)
Other Fuel * 32,977 28,781 4,196 14.6
Total Gallons 887,097 910,700 (23,603) (2.6)
Environmental Tax (Barrel) 24,721 24,795 (73) (0.3)

* Other fuel includes ethanol, methanol, biodiesel, naphtha, compressed natural gas, and liquefied natural gas.
NOTE: Due to rounding, details may not add to totals.
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Table 1.6 shonvs how the fuel taxes and the environmental responsdax were alocaed in FY 2014
and FY 2015. The table also shows alocaions of the motor vehicle taxes and fees to the State
Highway Fund.

TABLE 1.6 - ALLOCATION OF FUEL TAXES
(In Thousands of Dollars)

Difference
FY 2015 FY 2014 Amount %
STATE HIGHWAY FUND
Gasoline $ 75,584 $ 75,761 $ a77) 0.2)
Diesel Oil - Off Highway 2,676 2,857 (181) (6.3)
Diesel Oil - Highway 7,843 7,833 10 0.1
Lig. Pet. Gas - Highway 1 1 0) (31.0)
Other Fuel 718 627 91 14.5
Subtotal $ 86,822 $ 87,080 $ (258) 0.3)
Motor Vehicle 128,815 125,873 2,943 2.3
Rental Vehicle 51,940 42,852 9,088 21.2
TOTAL $ 267,577 $ 255,805 $ 11,773 4.6
COUNTY HIGHWAY FUNDS
City & County of Honolulu $ 50,503 $ 51,424 $ (921) (1.8)
County of Maui 10,900 10,676 224 2.1
County of Hawaii 7,650 7,380 270 3.7
County of Kauai 5,169 4,519 650 14.4
TOTAL $ 74,223 $ 73,999 $ 224 0.3
BOATING SPECIAL FUND $ 1,627 $ 1,627 $ 0) (0.0)
STATE AIRPORT FUND
Aviation Fuel $ 4,453 $ 4,809 $ (356) (7.4)
ENVIRONMENTAL RESPONSE REVOLVING FUND $ 1,236 $ 1,240 $ 4) (0.3)
ENERGY SECURITY FUND $ 3,708 $ 3,719 $ (1) (0.3)
ENERGY SYSTEMS DEVELOPMENT FUND $ 2472 $ - $ 2472 100.0
AGRICULTURAL DEVELOPMENT & FOOD SECURITY FUND $ 3,708 $ 3,719 $ (11) 0.3)
GENERAL FUND $ 14,833 $ 17,356 $ (2,524) (14.5)

NOTE: Due to rounding, details may not add to to

1.6.3 Recent Legislation

Act 107, SLH 2014reestablishéthe Energy Systems Development Special Fund and eedémel
$1.05 per barrel rate for tleavironmentakesponseax through fiscal year 2030. (The tax rate was
scheduled to go back to $0.05 per barrel at the end of fiscal year 2015.)

Act 185, SLH 2015, applies the environmental response tax tepetooleum fossil fuels at

nineteencents per million British thermal units effective July 1, 2015, and removes the sunsets to
various funds related to the tax.
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1.7MOTOR VEHICLE TAXESAND FEES
1.7.1 Ovaview

The State levies an annual registration fee per vehicle and a tax based on vehicle Wedbtiate

also levies theental motor vehicle surcharge (RMVS) tax for motor vehicles that are rented or
leased. The tax is imposed on the lesskffective July 1, 2012 the rate of the RMVS tais $3.00

per day There is also a tour vehicle surcharge tax of $65 per month for each tour vehicle in the 25
passenger seat and over category and $15 per month for each tour vehicle in the 8 to 25 passenger
seat ategory. The tax is levied on the tour vehicle operator. There is-tino@&20 registration fee

for those subject to the taxes on rental or tour vehicles.

1.7.2Revenue

For FY 205, the State's motor vehicle taxes and fees (includinM¥S) totaled$180.8 million,
compared to $8.7 million in FY 2014, an increase of 7%. Chart 1.10 shows the total motor
vehicle taxes and fees &Y 2006 throughFY 2015. The large increase in FY 2012 was caused by
a temporary increase in the rate of the RMVS t&®per day, which was in place for the period
from Jdy 1, 2011 to Jone 30, 2012. The collections for FY 2013 also reflect one month of
collections at the higher tax rate, since the collections lag the liabilities incurred by one month.

Chart1.10- Motor Vehicle Taxes and Fees*
In Millions Fiscal Years 2006 2015
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* Includes Motor Vehicle Weight Tax, Registration Fees, Commercial Driver's License, Periodic Motor Vehicle Inspe
Fees, Rental Motor Vehicle and Tour Vehicle Registration Fees, and Rental Motor Vehicleand Tour Vehicle Surch

17



1.7.3 Recent kgislation

Act 101, SLH 2014levied a new caisharing vehicle surcharge tax of 25 cents per half hour,
beginning January 1, 2015.

1.8CIGARETTE AND TOBACCO TAX
1.8.10verview

Wholesalers and dealers, as those terms are defined in sectidn I2d%aii Revised Statutes

(HRS), must pay an excise tax on the sale or use of tobacco products and on each cigarette or little
cigar sold, used, or possessethe tax per cigarette or little cigar was increased to 16 cents for
sales on and after July 1, Z201The excise tax on large cigars is 50% of the wholesale price and

the excise tax on all other tobacco products (tobacco in any form except cigarettes, little cigars or
large cigars) i70% of the wholesale price. A $2.50 tobacco tax license is reqaim@dnust be
renewed before July 1 each year. Cigarette wholesalers and dealers are required to affix a stamp to
each individual cigarette package as proof that the tax has been paid. Every retailer engaged in the
retail sale of cigarettes and other tobapoaducs is required to obtain a $26tail tobacco permit

that must be renewed before December 1 each year.

1.8.2Revenue

During FY 205, collections of thecigarette andobaccotax (including tobacco licenses) totaled
$129.9 million, compared to $41.7 million in FY 2014, or an increase 06.7%. Chart 1.11 shows
the total collections of the tax fétY 2006 throughFY 2015. The 16 cent tax per cigarette was
distributed as follows in FY 2@L 2.0 cents went to the Hawaii Cancer Research Special Eiind,
centswent to the Trauma System Special Fuh@5cents went to the Community Health Centers
Special Fundand 1.25cents went to the Emergency Medical Services Special. Aduditionally,

a total of $2.0 million went to the Cigarette Stamp AdministeaFund and the Cigarette and
Stamp Enforcement Fund’he remainder of theigarette andobaccotax went to the General
Fund. Table 1.7 shows collections of the tobacco taxes and how the revenues were allétated in
2014 andFY 2015.

1.8.3 Recent Legiation
Act 238, SLH 2015, reduces the allocatiorifaftax on cigarettes to the Trauma Special Fund from
1.25 cents per cigarette to 1.125 cents per cigamati caps the allocations to the Emergency

Medical ServicesSpecial Fund and theommunity Helih Center Special Fund, effective July 1,
2015.
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Chart1.11- Cigarette and Tobacco Tax & License
Fiscal Years 2006 2015

In Millions
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TABLE 1.7 - CIGARETTE & TOBACCO TAX
(In Thousands of Dollars)
Difference
FY 2015 FY 2014 Amount % Change
Collection
Tobacco & Licenses $ 129,851 $ 121,742 $ 8,108 6.7
Distribution*
Hawaii Cancer Research Fund $ 14,995 $ 14,058 $ 937 6.7
Trauma System Fund 11,243 10,540 703 6.7
Emergency Medical Services Fund 9,373 8,787 586 6.7
Community Health Centers Fund 9,373 8,787 586 6.7
Cigarette Stamp Administrative & Enforcement Funds 2,038 1,911 127 6.7
General Fund 82,829 77,659 5,170 6.7
Total $ 129,851 $ 121,742 $ 8,108 6.7

*Details on distributions of the revenues are given in section 245-15, HRS.

NOTE: Due to rounding, details may not add to totals.
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1.9PUBLIC SERVICE COMPANY TAX
1.9.10verview

The public service company (PSC)ax is levied on public tility businesses in lieu oéll taxes

except income taxes, vehicular taxes imposed under chapter 249, HRS, the franchise tax on public
utilities imposed under chapter 240, HRS, and uke tax imposed under chapter 238, HRS.
Generally, the tax is applied to gross income from theness of public utilities for the preceding
calendar yearThe tax rates on the PSC's range from 0.5% (levied on sales for resale) td-8r2%.

a public utility, only the first 4% is reakd bythe Stateany excess over 4% is distributed to
counties that provide a real property tax exemption for property used by the public utility in its
business. For a carrier of passengers by land between points on a scheduled route, the gross
income from passenger fares taxed at 5.35%, all of which is realized by the State.

1.9.2Revenue

The PSCtax yielded $18.5 million in tax, penalty, and interest in FY Zi)la decrease of 5%
from the $166.2 million collectedin FY 2014. All of the revenues from the PS&x ae allocated to
the General FundChart 1.12 shows the total collections of the tax6r2006 throughFY 2015.

Chart1.12- Public Service CompanyTax
Fiscal Years 2006 2015

In Millions
$175

$150 -

$125 -

$100 [ -

$75 —

$50 -

$25 ] -

$0
FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

20



1.10UNEMPLOYMENT INSURANCE TAX

1.101 Overview

The unemploymeninsurance (UlYax (officially "employmentsecurity contributions") isimposed

on wages paid by employers with one or more employees, with certain exemplioasax is
experience rated. THel tax rate for each year depends on the condition of the Ul Trust Faed.

tax baserepresents the state's average annual wagestedpby employers contributing to the
unemployment trust fundFor FY 2015, the tax baseanged from $40,400 in CY 2014 to $40,900

in CY 2015 and the contribution rate for new employers ranged from 3.4% in CY 2014 to 3.0% in
CY 2015.Revenues from the xago to the Unemployment Security Fundhe Department of
Labor and Industrial Relations administers thetdd and the Department of Taxation collects the
tax.

1.10.2Revenue

For FY 205, revenue from the Ubx totaled $67.2million, down by 36.7% fron$264.2million
collectedin FY 2014. Chart 1.13 shows collections of the tdk for FY 2006 throughFY 2015.

Chart1.13- Unemployment Insurance Tax
Fiscal Years 2006 2015
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1.11INSURANCE PREMIUM TAX
1.11.10veaview

The tax on insurance premiums applies to insurance companies (underwriters) basedioms

written in Hawaii. The insurance premium tax is in lieu of all taxes except property tax and taxes
on the purchase, use or ownership of tangible personal property. The tax rates are as follows: (1)
Life Insurance, 2.75%; (2) Surplus Lines, 4.68%¥8) Ocean Marine, 0.8775% on gross
underwriting profit; and (4) Other Insurance, 4.265%. To insurers who qualify, there is a 1% tax
credit to facilitate regulatory oversight. The tax is administered and collected by the Insurance
Commissioner, who is reqed to report to the Director of Taxation the amounts of all taxes
collected under chapter 431, HRS.

1.11.2Revenue
For FY 2015, the tax on insurance premiums totaled%¥ million, compared to $37.2million in

FY 2014, an increase 06.2. Chart 1.14 shows collections of the tax Fof 2006 throughFY
2015,

Chart1.14-Tax on Insurance Premiums
Fiscal Years 2006 2015
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1.12LIQ UOR TAX
1.12.10veaview

Thetax on Iquor is a gallonage tax imposed on dealers as defined in section1244RS, and
upon certain others who sell or use liquor. A $2li5@or tax permit is required and must be
renewed before July 1 each year. See section Z44RS, for exemptions from the takhe tax
rates per wine gallon are $5.98 on distilled spirits, $2.12 on sparkling wirg8 &n still wine,
$0.85 on cooler beveragek).93 on beer other than draft beer, and $0.54 on draft beer.

1.12.2Revenue
For FY 2015, theliquor tax and permit fees totalecb®.3 million, an increase of 4.1%rom the

$48.3 million collected in FY 204. Chart1.15 shows collections of the liquaxtand permit fees
for FY 2006 throughFY 2015.

Chart1.15- Liquor Tax & Permits
Fiscal Years 2006 2015

In Millions

$55

$50 _—

$45 [— —

$40 — —

$35 [— -

$30 [— -

$25 — -

$20 [— -

$15 — -

$10 [— —

$5 [ N

$0
FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

23



1.13CONVEYANCE TAX
1.13.10veaview

Theconveyancdax is imposed on all documents transferring ownership or interest in real property
and is based on the actual and full consideration paid or to be paid. For a sale of a condominium or
single family residence, the rate of ttmveyancdax depends on wheththe purchaser is eligible

for a county homeowners' exemption from the real property tax. If the purchaser is eligible for the
exemption, or if the sale is of real property other than a condominium or single family residence,
then the tax rate ranges inolO cents per $100 for properties with a value of less than $600,000 to
$1 per $100 for properties with a value$dfo million or more If the purchaser is ineligible for the
exemption, the tax rate for a sale of a condominium or single family residarges from 15 cents

per $100 for properties with\aalue of less than $600,000 to $1.25 per $100 for properties with a
value of $10,000,000 or mor&he conveyancdax is administered by the Department of Taxation,
but it is collected by the Bureau of Gayances in the Department of Land and Natural Resources.

1.13.2 Revenue

For FY 205, revenue from theonveyanceax totaled $8.7 million, compared to $5.8million in

FY 2014, an increase d3.8%. The revenues for FY 261vere distributed as follows: 10% wetio

the Land Conservation Funsl)% went to the Rental Housing Trust Fund, 25% went to the Natural
Area Reserve Fund and the remainis§o went to the General Fund. Chart 1.16 shows collections
of theconveyanceaax for FY 2006 throughFY 2015.

1.133 Recent Legislation

Act 163, SLH 2014increases allocations of tlmenveyancdax to the Rental Housing Trust Fund
from 30% to 50% beginning July 1, 2014.

Act 84, SLH 2015, eliminates the contributions of the conveyance tax to the Natural Area Reserve
Fund, effective July 1, 2015, and caps the allocations to the other special funds.

24



Chart1.16- Conveyance Tax
Fiscal Years 2006 2015

In Millions
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1.14 TAX ON BANK S AND OTHER FINANCIAL CORPORATIONS
1.14.10veaview

The tax on banks and other financial corporations fthechisetax) is levied on net income of
banks,building and loan associations, development companies, financial corporations, financial
services loan companies, trust companies, mortgage loan companies, financial holding companies,
small business investment companies, and subsidiaries not subjeettex timposed by chapter

235, HRS. The tax is in lieu of the net income tampdsed undechapter 235, HRSand of the

GET, but it uses the definition of net income from chapter 235, with modifications. The tax is
levied on net income at the rate of 7.92Pke assessment date is January 1 of each year.

1.14.2Revenue

For FY 2015, franchisetax collections totaled 99 million, compared to $9.0 million in FY
2014, adecrease o#18.9%. Chart 1.17 shows collections of the Franchise TakYo2006 through
FY 2015. Collections of the tax were low in FY 2012, due partly to a-time transfer of $16.5
million to the Litigated Claims Fund.
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Chart1.17- Franchise Tax
Fiscal Years 2006 2015
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1.15ESTATE AND TRANSFER TAX

1.15.10veaview

Hawaii's estate andransfertax is levied on the transfer of a taxable estate. thkable estate is

based on the federal definition (with adjustments for nonresidents), but the State has its own tax
rate schedule, with tax rates varying from 10.0% to 15.7%. The generation skipping tax is also
based on the federal taxable transfer, lastits own tax rate (currently 2.25%).

1.15.2Revenue

For FY 2015, estate tax collections totaledZ5l million, down from$148 million collectedin FY
2014. Chart 1.18 shows collections of the Estate and Transfer T&Yfa006 throughFY 2015.

1.15.3Recent Legislation

Act 44, SLH 2014 conformed Hawaii's estate tax to the Internal Revenue Code anddckse
loophole in the tax for decedents dying after December 31, 2013.
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Chart 1.18- Estate Tax
Fiscal Years 2006 2015
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1.16 ATY AND COUNTY OF HONOLULU SURCHARGE TAX
1.16.10veaview

Act 247, SLH 2005, granted counties the authority to impossuaty surcharge of no more than

0.5% on gross income that is subject to the State's GET at the rate of 4% to fund county public
transportation systems. The Act specified that the surchargeviael Ino earlier than January 1,

2007 and that it be automatically repealed on December 31, 2022. The Department of Taxation is
required to administer and collect the surcharge for the counties. The City and County of Honolulu
was the only county to adoftte surcharge, which took effect on January 1, 200% State keeps

10% of the collections from theounty surcharge as administrative costs, and Honolulu County
receives the remaining 90% of the collections.

1.16.2 Revenue
For FY 2015, collections of Honoluwl's county surcharge totaled 2818.5 million, an increaseof

2.4% from the 42.7 million collected in FY 204. Chart 1.19 shows collections of theunty
surcharge foiFY 2007 throughFY 2015.
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1.16.3New Legislation

Act 240, SLH 2015, allows the counties to establish new county surcharges or to extend an existing
surcharge through December 31, 2027, as long as the action is taken by July JAr30aéw
county surcharge would take effect January 1, 2018.

Chart1.19- County Surcharge Tax*
Fiscal Years 2007 2015
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*Collections starteth January 2007

1.17TOTAL TAX COLLE CTIONS

Total tax collections in FY 2@Lamounted to $60 billion, up by 4.8%from the $6.8 billion
collected inFY 2014. The Department collected the great majority of the total taxeS4(B#lion),

but the counties collected $&3 million in State motor vehicle weight taxasdregistration fees,

the Insurance Commissioner (in the Department of Commerce and Consumer Affairs) collected
$145.7million in insurance premium taxes, and the Bureau of Conveyances (in the Department of
Land and Natural Resources) collectetBF million in conveyancdaxes The total collections are
shown in Table 1.8.
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TABLE 1.8 - TAX COLLECTIONS
(In Thousands of Dollars )

FY 2015 FY 2014
Amount % of Amount % of

SOURCE OF REVENUE Colected Total Colected Total
Banks - Financial Corps. $ 19,930 0.29 $ 38,983 0.59
Conveyance 78,702 1.14 75,831 1.15
Employment Security Contributions 167,248 2.42 264,178 4.01
Fuel 193,082 2.80 193,550 2.94
General Excise & Use 3,048,207 44.18 2,880,541 43.77
Honolulu County Surcharge 248,518 3.60 242,657 3.69
Income - Corporations 52,319 0.76 87,021 1.32
Income - Individuals 1,988,194 28.81 1,745,810 26.53
Inheritance and Estate 12,071 0.17 14,789 0.22
Insurance Premiums 145,679 2.11 137,179 2.08
Liquor & Permits 50,281 0.73 48,305 0.73
Motor Vehicle Tax * 180,755 2.62 168,726 2.56
Public Service Companies 163,481 2.37 166,179 2.52
Tobacco & Licenses 129,851 1.88 121,742 1.85
Trans. Accom. Fees 12 0.00 13 0.00
Trans. Accom. Tax 420,970 6.10 395,229 6.01
All Others ** 742 0.01 692 0.01

TOTAL $ 6,900,042 100.00 $ 6,581,424 100.00

* Includes motor vehicle weight tax, registration fees, commercial driver's license, periodic motor vehicle inspection fees, rental motor vehicle and tour \
registration fees, and rental motor vehicle and tour vehicle surcharge tax.

** Includes fuel retail dealer permits, fuel penalty and interest, permitted transfers tax, and general excise fees.
NOTE: Due to rounding, details may not add to totals.

1.18DISTRIBUTION OF TAXES

Of the $690 billion in total tax collections in FY 2| $5.7 billion or 83.1% was deposited into
the State's General Fund. The four counties received.$iillion from county fuel taxes and the
TAT. In addition, £48.5 million of County Surcharge was collected for the City and County of
Honolulu (before deducting the 10% administrative fee imposetidptate). The remaining tax
revenues not deposited into the General Furtdhosferred to the counties were distributed among
variousState special fundg.he State Highway Fund received the largest portio67 &million.

All of the unemploymentinsuancetax (the employmentsecurity contributions) went into the
Unemployment Trust Fund for unemployment benefitable 1.9 shows allocations of taxes to the
State's General Fund Ky 2014 andFY 2015. The distributions of the total tax collections among
all funds inFY 2014 andFY 2015 are shown in Table 1.10.
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TABLE 1.9 - STATE GENERAL FUND
(In Thousands of Dollars)

FY 2015 FY 2014

Amount % of Amount % of

SOURCE OF REVENUE Collected Total Collected Total
Banks - Financial Corps.  $ 17,930 0.31 $ 36,983 0.69
Conveyance 11,534 0.20 26,508 0.49
General Excise & Use 2,992,707 52.18 2,825,041 52.61
Income - Corporations 52,319 0.91 87,021 1.62
Income - Individuals 1,987,752 34.66 1,745,312 32.50
Inheritance and Estate 12,071 0.21 14,789 0.28
Insurance Premiums 145,679 2.54 137,179 2.55
Liquor & Permits 50,281 0.88 48,305 0.90
Public Service Companies 163,481 2.85 166,179 3.09
Tobacco & Licenses 82,829 1.44 77,659 1.45
Trans. Accom. Tax 202,970 3.54 187,229 3.49
Environmental Tax 14,833 0.26 17,356 0.32
All Others * 755 0.01 707 0.01
TOTAL $ 5,735,141 100.00 $ 5,370,268 100.00

* Includes fuel retail dealer permits, fuel penalty and interest, permitted transfers tax, general excise fees, trans accom fees al

vehicle fees.

NOTE: Due to rounding, details may not add to totals.
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TABLE 1.10 - DISTRIBUTION OF COLLECTIONS
(In Thousands of Dollars)

FY 2015 FY 2014
Amount % of Amount % of
Distributed Total Distributed Total
STATE FUND
State General $ 5,735,141 83.12 $ 5,370,268 81.60
State Highway 267,576 3.88 255,805 3.89
State Airport 4,453 0.06 4,809 0.07
Boating Special Fund 1,627 0.02 1,627 0.02
Environmental Fund 1,236 0.02 1,240 0.02
Cigarette Stamp Admin/Enf. Fund 2,038 0.03 1,911 0.03
Compliance Resolution Fund 2,000 0.03 2,000 0.03
Unemployment Trust Fund 167,248 2.42 264,178 4.01
Election Campaign Fund 162.14 0.00 190.19 0.00
Tourism Special Fund 82,000 1.19 82,000 1.25
Rental Housing Fund 39,511 0.57 22,765 0.35
Natural Area Reserve Fund 19,755 0.29 18,970 0.29
Convention Center Fund 33,000 0.48 33,000 0.50
Public Libraries Fund 66 0.00 72 0.00
School Repairs & Maintenance Fund 69 0.00 77 0.00
Land Conservation Fund 7,902 0.11 7,588 0.12
Domestic Violence\Child Abuse Neglect Fund 145 0.00 158 0.00
Cancer Research Fund 14,995 0.22 14,058 0.21
Trauma System Fund 11,243 0.16 10,540 0.16
Emergency Medical Service Fund 9,373 0.14 8,787 0.13
Community Health Centers Ft 9,373 0.14 8,787 0.13
Energy Security Fund 3,708 0.05 3,719 0.06
Energy Systems Development Fund 2,472 0.04 - -
Agricultural Development & Food Security Fund 3,708 0.05 3,719 0.06
Hurricane Relief Fund 55,500 0.80 55,500 0.84
Subtotal - State $ 6,474,302 93.83 $ 6,171,769 93.78
HONOLULU COUNTY SURCHARGE $ 248,518 3.60 $ 242,657 3.69
REVENUES TRANSFERRED TO COUNTIES
Other County Revenues
Fuel Tax $ 74,223 1.08 $ 73,999 1.12
Trans. Accom. Tax 103,000 1.49 93,000 1.41
Subtotal - Counties $ 177,223 2.57 $ 166,999 2.54
TOTAL $ 6,900,042 100.00 $ 6,581,424 100.00

NOTE: Due to rounding, details may not add to totals.
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1.19 TRENDS IN TAX COLLECTIONS

Table 1.11 provides data on total tax collectionsH8r2006 throughFY 2015. Chart 1.20 shows
total tax collections relative to total personal income (TPI) in the StatE¥d2006 throughFY
20152 From FY 2006 to FY 2009, the ratio declined, with big declines in collections of both the
GET and the llTrelative to TPI. The ratio gw from FY 2009 to FY 203, but fell from FY 2013

to FY 2014 The ratiostayed virtually the same froRY 2014 to FY 2015.

Chart 1.20- Tax Collections as Share of Total Personal Income
Fiscal Years 2006 2015
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2 The chart usesthe most recent figuresfrom the Bureauof Economic Analysis (BEA) for TPI. The Bureauperiodicdly
updatesTPI figuresand the updatesoften extend backfor a number of yeass.
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TABLE 1.11 - HISTORICAL COLLECTIONS FOR SELECTED TAXES
(In Thousands of Dollars)

SOURCE OF REVENUE Fiscal Year
2006 2007 2008 2009 2010
General Excise and Use $2,355,316 $2,555,762 $2,618,787 $2,417,580 $2,316,43
Income - Individuals 1,550,596 1,560,286 1,544,835 1,339,056 1,528,11(
Transient Accom. Tax & Fees 217,004 224,942 229,384 210,622 224,252
Unemployment Insurance 149,386 134,612 92,279 49,071 82,017
Motor Vehicle Tax 1/ 107,527 112,412 112,444 101,991 102,31¢
Fuel 166,134 169,712 169,927 165,717 155,70z
Public Service Companies 120,679 124,017 127,481 126,069 157,661
Tobacco and Licenses 88,261 94,381 104,624 108,164 123,48¢
Insurance Premiums 2/ 88,064 92,196 95,744 93,72( 104,721
Income - Corporations 130,01( 81,834 85,081 53,527 59,18¢
Liguor and Permits 45,954 46,034 45,62( 47,243 44,074
Conveyance 59,20] 46,8871 43,421 23,777 40,634
Banks-Financial Corporations 18,324 18,599 20,212 28,074 20,66€
Total Collections 3/ $5,101,011 $5,316,598 $5,478,491 $4,944,138 $5,134,80°
SOURCE OF REVENUE Fiscal Year
2011 2012 2013 2014 2015
General Excise and Use $2,495,80f $2,697,951 $2,944,487 $2,880,541 $3,048,20°
Income - Individuals 1,247,158 1,541,051 1,736,00f 1,745810 1,988,19:
Transient Accom. Tax & Fees 284,472 323,951 368,574 395,242 420,981
Unemployment Insurance 190,511 231,669 262,29( 264,178 167,24¢
Motor Vehicle Tax 1/ 106,164 211,742 176,294 168,726 180,75t
Fuel 195,334 193,101 193,949 193,55( 193,082
Public Service Companies 117,94( 150,528 163,93( 166,179 163,481
Tobacco and Licenses 143,293 138,794 127,881 121,742 129,851
Insurance Premiums 2/ 140,454 117,617 131,90¢ 137,179 145,67¢
Income - Corporations 34,573 73,024 100,986 87,021 52,31¢
Liguor and Permits 48,054 48,854 48,967 48,304 50,281
Conveyance 47,904 42,106 54,686 75,831 78,702
Banks-Financial Corporations 33,671 7,229 22,673 38,984 19,93C
Total Collections 3/ $5,292,198 $6,004,268 $6,541,300 $6,581,424 $6,900,04:

1/ Includes State Motor Vehicle Weight Tax, Registration Fees, Commercial Driver's License, Periodic Motor Vehicle Inspectio
Rental Vehicle Registration Fees and Rental Vehicle Surcharge Tax.

2/ Excludes Insurance Fees allocated to the General Fund, which were included in previous reports.

3/ Includes the Inheritance and Estate Tax, the Honolulu County Surcharge, fuel permits, interest and penalties on fuel taxes,

excise fees, and permitted transfers tax.
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2.0 TAX ADMINISTRATION
2.10VERALL PERFORMANCE

The Department of Taxation consistsof two divisions, four staff offices, a public information
officer, and ataxpayer advocae. The two divisionsare the Tax Serices and Processing Division
and Complance Division. Thefour staff offices are the Administrative Services Office the Rules
Office the Tax Researd and Planning Office, and the Information Tedhnology Services Office
In addition, there is 8ystem Administation section

The total number of authorized pemanent postions in the Department increased from 382
positionsin FY 2014 to 384 positionsin FY 2015. The Department's operating budget is a snall
fraction of total tax revenue. In FY 2015 the Department's operating expenses were $20.7
million, down from $25.5million in FY 2009. The Depattment colleded $6.54 billion in taxes
in FY 2015 sothe cost of colleding $100in taxes was about 32cents.

The Department has continued to encourage taxpayers to useeledronic transmissiongather than

filing paper returns. Although there has been a significant increase in electronic filing of tax
returns and payments, over 1 million paper checks and over 2 million paper tax returns and other
documents were manually prosed by the Department in FY 2015

Thetotal number of audit cases completed by the Compliance Division (the Office Audit Branch
and Field Audit Branch combired) rose from9,202cases inFY 2014to 17,536 cases in
FY 2015,anincreaseof 90.6%. Tota assessmentsincreaed by 20.1%, from $99.0 million in
FY 2014 to $118.9million in FY 2015. The Criminal Investigation section colleded a total of
$2.0 million in unpaid taxes, interest and penaties in FY 2015, up from the $1.3 million
colleded in FY 2014.

2.2 TAX SERVICES AND PROCESSING DIVISION
2.2.1 Overview

The Tax Services and Processing Division (TSP) is comprised of three branches: Taxpayer
Services, Document Processing and Revenue Accounting. Aside from providing various services
to both individual and business taxpayers, the Taxpayer Services Bra@hgérforms functions
relating to licensing and taxpayer account management. The Document Processing Branch (DP)
receiles edits, and processstax information and payments from both paper and electronic filings
The Branch is alspesponsible for secimg and depositing tax payments. The Revenue Accounting
Branch (RA) maintains revenue control and reconciliation functions for all State tax revenues. RA
is also responsible for prefiag various revenue related reports, such as the monthly Preliminary
Report (on revenues collected) and the Statement of Tax Operations (STO).

Based on DOTAX Strategic Plan, the TSP Division has continued to support initiatves t
improve efficiency, effectiveness, and accountability. One example is the Tax System
Modernization Project (TSM). Key individuals from TSP participated in the procurement process
beginning with developing the statement of warld continuing through to thendor selection.

Testing and implementation is scheduledéginin September 2018nd is expected toontinue
through the end of F2019.
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The Division's strategic plan for upcoming years incluttessongoing promotion of electronic

filing and electronic payment transactions. These options make processing more efficient while
minimizing reliance on staffing resources, particularly during peak filing periods. Electronic data
further ensures accuracy and allows flexibility in reporting. With TSM quickly approaching, the
Division looks forward to sing thenew technology and tnaforming business processes in order

to provide bettercustomer service to the taxpayer andre precis reporting This will help in
meeting thegoals of increasdvoluntary compliance and moderadprocessing.

2.2.2 Taxpayer Services Branch
The Taypayer Services (TPS) Branch is made up of three main sections:

(1) Customer Inquirywhich provides information and taxpayer assistance pertaining to all
taxes administered by the Department

(2) Account Managementwhich performs computebased error corodion activities to
allow expedient processing, posting/updating of tax returns, payments and other
documents

(3) Licensing which pocesses, issues and updates all licenses and permits issued by the
Department

Customer Inquiry

Staffing shortages and vacancies continued to plague Taxpayer Services. An aged phone system
and related infrastructutamitations contributed to &w call pickup rate for FY 2015. Yearly call
statistics are reported below:

Total Total Calls Answer

FY Incoming Calls Answered Rate
2015 417,659 180,452 43%
2014 369,010 153,286 42%
2013 326,501 193,988 59%
2012 312,441 173,948 56%
2011 513,503 205,383 40%
2010 380,142 232,471 61%
2009 364,804 291,228 80%
2008 284,217 228,875 81%
2007 181,663 162,576 89%
2006 299,582 148,981 50%
2005 346,972 111,846 32%
2004 147,514 106,146 72%
2003 332,399 76,392 23%

With greater emphasis placedn electronic filing, the number of walk taxpayers serviced on
Oahu has been declining since FY 2011. The average number of taxpayers served eadly month
fiscal yearis as follows:
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AverageNumberof
FY Taxpayergper Month

2015 3,558
2014 4,290
2013 4,451
2012 5,416
2011 6,131

Account Management

The primary function of Account Management is to review, analyze and correct errors or other
inconsistencies on returns and other documents that were identified by our computer system during
processing and placed on a work list for manual review. In FI6,2097,208 returns, payments,

and other documentsere manually reviewed and posted to the computer system by our Account
Management team

The chart below reflecthie averagenonthlypostings of documents worklisted since FY 2011:

AverageNumber of
FY Postinggper Month

2015 16,434
2014 18,222
2013 14,849
2012 14,908
2011 16,758

During the 2015 net income tax filing season, the Department experienced a substantial increase in
fraudulent individual income returns filed for tggar 2014. The Department established an ad hoc
Afraud teamo to address this increase in vol
examining potentially fraudulent filings, particularly those which contained certain defined
inconsistencies requiringnanual review. The 2015 statistic above includes those filings reviewed
after being flagged as potentially fraudulent.

Licensing

The Licensing Section processed 32,853 husiness license applications in FY 2015, compared to
32,473 applications the previous fiscal year. However, nearly half of these were filed online
(15,734) versus only 42% in fiscal year 2014. Thigeasecomes a a result of a concentrated
effort by the Division to encourage taxpayers
application option, Hawaii Business Express. The Section also processed 8,804 cancellations, a 3%
increase from FY 2014.

2.23 Document Processing Branch
The main functioaof the Document Processing Branch (2igto quickly and efficiently process
all tax returns and documents; to receive, secure, deposit, and account for tax payments; to ensure

proper storage and retrieval of documents; and to perform various functions relating to electronic
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filing. DP is comprsed of six sections: Receiving and Sorting, Data Preparation, Imaging and
Data Entry, Monetary Control, File Maintenance, and Electronic Processing.

Although there has beem ancrease in electronic filing of tax returns and payments, over 1 million
paper checks and over 2 million paper tax returns and other documeartsnarually processed by

the DR For FY 2015, there were 2,037,377 (53%) paper tax returns, and 1,831,308 (47%)
electronic tax returns pcessed. @r $6.84 billion in tax paymentsere received, an increase of
nearly $294 millioncompared taFY 2014. This fiscal year,ver $5.0 billon was receivedby
electronic means, compared to $4.8 billion the previous year.

The following data provides comparative statistical data for FY 20EY t2015:

FY: Average Monthly Percentage Cashiered within 3 days
201571 31.6%
20147 24.8%
2013i 35.7%
20127 27.5%
20117 14.4%

FY: Average Monthly Filings Uploadiby SLD (statute of limitations datevithin 6 days
20151 78.3%
201471 77.0%
20131 78.9%
201271 71.5%
20117 42.4%

2.2.4 Revenue Accounting Branch

The main functiosof the Revenue Accounting Branch (R&eto maintain accounting records for

all tax revenues, refunds and adjustments, district transfers and closing adjustmeiotpy eypake

all Journal Vouchers and Summary Warrant Vouchers. RA is also responsible for error resolution,
reconciliation and eporting functions for all State tax revenues. Specific tasks include the
preparation of the Daily Cash Collection Report (Oahu DistmeOnthly Preliminary Reportand
monthly Statement of Tax Operations (STO).

The monthly Preliminary Report, which jgeparedoy the fifth working day of each month, is a
summary of all revenues received by the Department, less the amount of tax refunds paid. The
STO is a formal, detailed report of State revenues that is based on the Preliminary Report and is
preparedby the tenth working day of each month. The RA Branch has consistently and diligently
met the critical deadlines for these reports throughout this fiscal year, as well as in past years.

The RA Branch also performs manual accounting activities for alta@meous tax collections

(with the exception of the estate and transfer tax), prepares journal entries associated with the
various administrativehgstablished trust accounts and for other legislatively mandated purposes,
maintains the manual accountisgstem for all protested payments and tax appeals, provides
allocation reports to the Department of Accounting & General Services (DAGS) and the
Department of Budget & Finance (B&F), accounts for all tax refunds, and handles all refund
exception activitis, such as returned checks, tracers, or forgeries.
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2.3COMPLIANCEDIVISION
2.3.10verview

The objecive of the Compliance Division is to maximize axpayer compliance with Hawaii's tax
laws in a consisent, uniform, and fair manner. The Compliance Division is composedof the
Oahu Office Audit Branch, the Oahu Field Audit Branch, the Oahu Calledions Branch, ard the
Maui, Hawaii, and Kauai District Tax Offices. In additionto thesebranches,there are also the
Special Eforcement Section (SESpand Criminal InvestigationSection(CIS). TheDivision has
the following three programs to meet the objectives of the voluntay compliance,sglf-assessment
tax system: (1) auditing/examination, (2) collection, and (3) taxpayer services (information
dissemination).

2.3.20ffice Audit Branch

The Office Audit Branch performed examinationsand audits to enhare voluntary compliance.ln

FY 2015, the number of audits completed by the Office Audit Branchwas 17,362 cases,an
increase of 92.5% (8,343 case} compaed to FY 2014, ard the total dollars assessd was $50.2
million, anincreaseof 41.3% ($14.7 million) compaedto FY 2014. The magjority of the audits
were performed by Oahu Office Audit Branch, followed by the Hawaii District Office. In FY

2015, the Office Audit sectionhandledthe processig of the Estae and Trander Tax returns
and collected $4.5 million for estate tax returns. Charts 2.7 and 2.8 (on the following page)
show the number of audits completed and the dollars asessd by Office Audit for FY 2006

through FY 2015.

2.3.3 Field Audit Branch

Similar to the Office Audit Branch, the Field Audit Branch performed examinationsand auditsto
enhare voluntay comgiance. The Field Audit Brandh handed audits involving intricate
auditingprocedues. In FY 2015,the number of auditscompletedby the Field Audit Branchwas
174 casesa decrease of 4.9% (9 case9 compared to FY 2014 andthe total dollars assessedias
$68.7 million. Charts 2.9 and 2.10 show the number of audits completed and the dollars
assesseby Field Audit for FY 2006 through FY 2015.
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Chart 2.7- Office Audit: Number of Completed Audit:
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Chart 2.9 Field Audit: Number of Completed Audit:
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