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January 9, 2012 

 
 

The Honorable Neil Abercrombie 
Governor, State of Hawaii 
Executive Chambers 
State Capitol, Fifth Floor 
Honolulu, HI  96813 
 
Dear Governor Abercrombie: 
 
 At its meeting on January 5, 2012, the Council on Revenues lowered its forecast 
for State General Fund tax revenue growth in FY 2012 from 14.5% to 11.5%.  The 
Council kept its growth forecast for FY 2013 at 6.5%.  It lowered the growth rate for     
FY 2016 from 5% to 3%, but the growth rates for the other fiscal years were unchanged. 
 
 The FY 2012 forecast revisions reflected mainly the failure of tax collections in 
the first part of the fiscal year to meet expectations based on the original forecast.  Based 
on preliminary data, the Department of Taxation has estimated that cumulative General 
Fund collections for the first five months of FY 2012 (July through November) were 
$1,930.5 million.  The Department also provided a very preliminary estimate of $399 
million for General Fund collections in December.  Also, new procedures at the 
Department of Taxation that accelerated the processing of collections may have increased 
the base for FY 2011, against which growth for FY 2012 is measured. 
 
 The Council is still uncertain about the revenue that will be provided by the tax 
changes made by the Legislature in 2011.  The biggest part of the uncertainty is over the 
revenue consequences of Act 105, Session Laws of Hawaii 2011.  In deliberations during 
its meeting on September 6, 2011, the Council members discussed the various revenue 
raisers enacted by the 2011 Legislature.  The Tax Department stated that they were 
reasonably comfortable with the revenue estimates for most of the provisions, but that 
there was considerable uncertainty over the revenue consequences of Act 105, which 
eliminated a number of exemptions in the General Excise Tax (GET).  The uncertainty 
arises partly because data on the GET exemptions are poor, but also because it is hard to 
know how taxpayers will respond.  The Council members questioned whether the 
revenue estimates adequately accounted for the responses of taxpayers to the legislation 
and pointed out that tax avoidance behavior might reduce the expected revenues 
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substantially.  For example, the grandfathering clause might allow a substantial number 
of taxpayers to escape the immediate effects from eliminating the exemption for the 
subcontractor's deduction.  There are also ways taxpayers can work around some of the 
lost GET exemptions to avoid the additional tax.  The Tax Department agreed that the 
revenue gain from the Act in FY 2012 could be as small as $50 million.  Consequently, 
the Council decided to accept $50 million as the revenue consequences of Act 105 for   
FY 2012, which was about $120 million lower than the Tax Department's original 
revenue estimate.  The Council also adopted a more conservative estimate for the 
expected revenue gain in FY 2013.     
 
 It should be noted that the model is a multi-year forecasting model from FY 2012 
through FY 2018.  As in all multi-year forecasts some years are over-estimated and other 
years are under-estimated.  In most years, the growth in General Fund tax collections is 
greater than the growth in personal income.  However, the relationship between income 
growth and revenue growth is variable and other factors, such as income tax credits, also 
affect the net collections.     
 
 Revised forecasts of State General Fund tax revenues for FY2012 through 
FY2018 are shown in the table below: 
 
 

   General Fund Tax Revenues 

Fiscal Year 
Amount 

(in Thousands of Dollars) 
Growth From 
Previous Year 

   
2012 4,827,182 11.5% 
2013 5,140,949 6.5% 
2014 5,295,177 3.0% 
2015 5,559,936 5.0% 
2016 5,726,734 3.0% 
2017 6,013,071 5.0% 
2018 6,313,724 5.0% 

 
 
            In producing its forecasts, the Council adopted specific adjustments recommended 
by the Tax Department reflecting impacts on General Fund tax revenues of recent tax law 
changes enacted by the 2011 Legislature, including the following: 
 

• Act 97 (SB 570 SD2 HD1 CD1).  Part II repeals state tax deduction for taxpayers 
with Federal AGI above $100,000 (for single taxpayers), $200,000 (for joint 
filers), and $150,000 (for heads of households).  Part III caps itemized deductions 
at $25,000 for a single taxpayer with Federal AGI of $100,000 and above; 
$50,000 for a joint filer with Federal AGI of $200,000 and above; and $37,500 for 
a head of household with Federal AGI of $150,000 and above.  Parts II and III 
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sunset on January 1, 2016.  Part IV delays the 10% increase in the standard 
deduction and the personal exemption by 2 years and makes them permanent. 

• Act 103 (SB 1186 SD2 HD1 CD1) establishes a temporary $10 minimum daily 
tax on each transient accommodation furnished at no charge.  The act also 
temporarily limits the TAT revenue distribution to the counties to $93 million per 
year, and limits the distribution to the Tourism Special Fund to $69 million per 
year. 

 
• Act 104 (HB 1039 HD1 SD2 CD1) changes the Rental Motor Vehicle Surcharge 

Tax to $7.50 per day from July 1, 2011 to June 30, 2012, then $3.00 per day 
beginning July 1, 2012.  The Act allocates the $4.50 per day increase to the 
General Fund from July 1, 2011 to June 30, 2012. 

 
• Act 105 (SB 754 SD1 HD1 CD1) suspends certain GET exemptions and imposes 

tax at 4 percent on the previously exempt amounts for the period from July 1, 
2011 to June 30, 2013.   

 
 The Council Chair anticipated that the Department of Taxation, separately, would 
prepare a report for submission with this transmittal correspondence, 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.  These line-item component 
estimates typically include, for example, General Excise Tax and Income Tax revenues 
that the Council on Revenues does not forecast individually.  The Council Chair also 
anticipated that the Department of Budget and Finance would prepare a report to update 
its projections for non-tax and special tax revenues. 
 
 Please advise us if we can be of further assistance or if we can answer any 
questions. 
 
 Sincerely, 

   
 Richard F. Kahle, Jr 
 Chair, Council on Revenues 
 
Attachments 



(in thousands of dollars)

TYPE OF TAX FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
General Excise and Use Tax $2,316,434 $2,495,807 $2,609,466 $2,878,453 $2,900,267 $3,047,727 $3,236,307 $3,398,317 $3,575,806
Individual Income Tax 1,527,619 1,246,672 1,445,935 1,540,136 1,634,372 1,722,836 1,818,492 1,914,561 2,017,981
Corporate Income Tax 59,186 34,573 77,670 56,362 86,266 82,857 85,079 96,003 90,430
Public Service Company Tax 157,661 117,940 122,336 126,244 131,845 137,462 143,073 148,913 154,728
Tax on Insurance Premiums 104,721 140,456 142,066 149,984 156,766 163,690 172,727 180,175 188,227
Cigarette and Tobacco Tax 85,503 106,137 119,153 124,591 106,407 111,201 116,175 121,423 126,974
Liquor Tax 44,074 48,054 48,867 49,558 50,704 51,773 52,761 53,767 54,698
Tax on Banks and Other Financial Corps. 18,666 31,677 27,955 29,788 30,111 31,137 32,041 32,949 33,740
Inheritance and Estate Tax 1/ 0 6,899 19,600             19,600 19,600 19,600 19,600 19,600 19,600
Conveyance Tax 18,216 21,527 18,532 15,745 12,173 13,012 14,116 15,034 16,033
Miscellaneous Taxes 2/ 781 19,812 79,626 19,089 19,078 14,062 840 819 798
Transient  Accommodations Tax 31,698 59,757 115,976 131,399 147,588 164,579 35,523 31,510 34,709
GENERAL FUND TOTAL $4,364,559 $4,329,311 $4,827,182 $5,140,949 $5,295,177 $5,559,936 $5,726,734 $6,013,071 $6,313,724
GROWTH RATE 3.9% -0.8% 11.5% 6.5% 3.0% 5.0% 3.0% 5.0% 5.0%

Notes:

g:\data\trp\cor\forecast\gf1201\demonstration.xlsx

ESTIMATES OF GENERAL FUND TAX REVENUE FROM THE MEETING OF JANUARY 5, 2012:  FY 2012 to FY 2018

2/  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 and from the rental motor vehicle surcharge.

January 5, 2012

ESTIMATEDBASE

1/  Act 74, SLH 2010, reinstates Hawaii's estate tax for persons who die after April 30, 2010.

 

*  Results for the single-equation model are preliminary and experimental.  The single-equation model uses the results of the multi-equation 
model for the Transient Accommodations Tax and for the Inheritance and Estate Tax.  It also uses the same adjustments for legislative changes (as 
shown in Table 6AA).

Line item projections generated by Tax Research and Planning Office to be consistent with the Council's total growth forecast 



General Fund Revenues from Sources Other Than Tax,  
Special Revenues from Tax, and Sources Other Than Tax   

 
Report from the Department of Budget and Finance 
 Significant Changes from September 2011 Report 

 
 
General Fund Non-Tax Revenues 
 
Licenses and Permits – the increase reflects the deposit of insurance license and 
service taxes (Department of Commerce and Consumer Affairs) into the general fund 
for FY 12-14, pursuant to Act 59, SLH 2010. 
 
Special Tax Revenues 
 
Environmental Response Tax – increases in FYs 12-17 reflect the reporting of 
environmental response tax revenues into the Agricultural Development and Food 
Security Special Fund (Department of Agriculture) and the Energy Security Fund 
(Department of Business, Economic Development and Tourism). 
 
Special Fund Non-Tax Revenues 
 
Federal Grants – the decreases in FYs 11-18 reflect a decrease in Airport 
Improvement Program discretionary funds for the Department of Transportation’s 
Airports Division (DOT - Airports). 
 
Charges for Current Services, Others – the increases in FYs 11-18 are attributed 
to increases in assessments from insurance carriers and self-insured employers 
(Department of Labor and Industrial Relations). 
 
Charges for Current Services, Utilities – the decreases in FYs 13-18 reflect lower 
rental payments due to lowered expense growth rates that are the result of bond 
refinancing and restructuring (DOT - Airports). 
 
Other than Special Fund Non-Tax Revenues 
 
Federal Grants – net increases in FYs 12-14 reflect increases in federal grants 
available to:  maintain National Guard Facilities (Department of Defense); fund public 
assistance for the Lower Income Housing Program (Hawaii Housing Authority); and 
fund the Maternal, Infant, Early Childhood Home Visiting Program (Department of 
Health). 
 
ARRA Funds – net decreases in FYs 11-14 reflect less ARRA funds available for the 
DOT - Airports projects based on an audit. 
 
Charges for Current Services – the net increase in FY 12 is attributed to an 
increase in rebates from InformedRx (Department of Budget and Finance (B&F)). 
 
Non-Revenue Receipts – net increase in FY 12 reflects additional contributions by 
the County of Hawaii, Kauai Department of Water, Hawaii Department of Water to the 
Employees-Union Trust Fund (B&F) for Other Post Employment Benefits Plans. 
 
Repayments – the changes in FYs 14 and 15 are due to forecasted loan repayments 
being revised from FY 14 to FY 15 in the Hawaii Housing Finance and Development 
Corporation (Department of Business, Economic Development and Tourism). 












